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‘Social democracy is once more a) 5 Les, notwithstanding the global 
y impasse of the Left. The goverment x Italy, France and Britain have a 
broadly social-democratic hue, whilea, “Germany the spp is poised to chall- 
enge Christian Democratic rule. ae a background of trade union 
mobilizations and student occupations, and facing competition from a left- 
; wing Green movement and the reformed Communists of the PDS, parts of 
* the spp are moving to the Left. Oskar Lafontaine, the party Chairman, 
issued a clarion call to a party conference last December, the substance of 
which we publish here. He argued it was time for a New Deal in Europe 
| which would tackle unemployment and defy the logic of globalization and 
- social dumping. If the spp was to deliver on the promise of this warmly- 
received address, it would become again, after nearly a century, a beacon for 
the European workers’ movement. By itself an opposition leader’s speech 
means little, yet today there are stirrings throughout Europe of resistance to 
unemployment and austerity. The need for this resistance is spelt out by 
Pierre Bourdieu, who has not only published a penetrating study of social 
exclusion but also thrown himself into campaigns against it. Looking back 
upon the reasoned utopianism of Ernst Bloch, Europeans can demand what 
the bankers say is the impossible. We also publish timely observations from 
Ken Coates, a Member of the European Parliament who has campaigned 
against unemployment and taken a stand against New Labour. 


Le 


Donald Sassoon’s Isaac Deutscher Memorial lecture makes out a different 
case for the contemporary prominence of social democracy, arguing that it 
is the result of the defeat of its rivals, leading to a convergence upon modest 
reforms of the market as ‘the only game in town’. In this perspective, the 
“gap between the Olive coalition in Rome, the United Left in Paris and 
London’s New Labour is not great and, rhetoric aside, each conform to a 
moderate social democracy. Sassoon’s prize-winning book, One Hundred 
Years of Socialism, an impressive study of the main currents in European 
left-wing politics over the last ceûtury, is reviewed by Geoff Eley and Göran 
‘Therborn. Both commend its extraordinary scope and scholarship, but they 
question its conclusion, asking whether, if socialism’s transformative or 
utopian ambitions are put aside, the movement’s impulse would not be lost. 


An important site for these debates over the market is education. Desmond 
Ryan argues that the Thatcher governments, in submitting the universities 
to the law of audit, made a fundamental error about the needs of business in 
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the information age. Attached to a narrowly utilitarian view of manufactur- 
ing industry's needs, they stifled the creativity and flexibility required by 
the new era. A taste of what this marketization means for students is pko 
vided by Tithi Bhattacharya’s description of the occupation of SOAS whit 4 
opposed the introduction of charges for library tickets. 
There are those on the Left who prefer a ‘hard’ material Marxism to studies 
of the ‘merely cultural’. Against those who distinguish between cultura’ 7 
and economic struggles, Judith Butler insists upon their entanglement. L M 
NLR 212 Nancy Fraser explored the tensions between those movements 
demanding redistribution and recognition, and argued that gay and lesbian x 
~- struggles were an example of the latter. Butler, by contrast, sees them as 
working against the reproduction of the entire capitalist system, and asserts 
that such struggles over identity are what offers the Left its vitality and . 
future. 


A debate on philistinism was initiated in NLR 218 by Dave Beech and John 
Roberts who argued that some on the Left had ignored the exclusions inher- 
ent to the aesthetic. This elicited two different types of response. First, 
Malcolm Bull (NLR 219) wrote of a philistinism which would be a principled ~ 
repudiation of the aesthetic, rather than its relational product. Second, two, 
of the philosophers taken to task, Jay Bernstein and Andrew Bowie (NLR 
225), offered defences of the aesthetic on epistemological grounds. In the: 
current issue, Beech and Roberts attempt to expand their initial position by | 
supplementing their theoretical arguments with a historical account. ' 
Concentrating on British sources and greatly differing from Bull’s, this seeks 
to explain how the philistine came to be associated with the proletarian. 


Implicit in these debates are recent developments on the British art scene. 
Artists have been drawing once again on the debased material of mass cul- ` 
ture, and have been airing their work in the mass media. Kitty Hauser, in 
her essay about the popular exhibition, Sensation, asks of this art whether it 
can really compete with the pleasures offered by mass culture and, beyond 
those pleasures, if it has anything more substantial to say. 


Finally, Alex de Waal show how the issue of slavery in Sudan has been 

exploited by various groups, domestic and foreign. While slavery does exist 

in the country, it is in a complex, contemporary form, bound up with the 

circumstances of the civil war: Such complexities receive little attention 
when Sudanese slavery is denounced by activists in the Us, or when journal-' 
ists travel to the country, buying slaves in order to show that slavery exists. 
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¢ The Thatcher Government’s 
Attack on Higher Education 
in Historical Perspective 


Some ten millennia separated the agricultural revolution from the emergence 
of Britain as the First Industrial Nation. A mere two centuries has seen the 
supersession of the first industrial revolution by the second. This has not yet 
“acquired a definitive title. However, if we may denominate an era by its staple, 
we see the Age of Corn giving way to the Age of Machinery, and then the Age 
of Machinery being succeeded by the Age of Information. A new staple does 
not eliminate the old, but, being more profitable, displaces it—even phys- 
ically, to less mature economies. Just as industrial workers did not cease to eat 
while tending their machines or pondering their returns to investment, so the 
service workers of today still depend on the mechanical infrastructure which 
constructs their commodities and maintains their environment. But velwe in 
the economy is more and more derived from the quality and timeliness of infor- 
mation. Though food sustains it, and iron and plastic construct it, information 
“now drives the world economy. No one doubts that they are living through an 

Information Revolution. 
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Great Transitions and the British Elite 


This article draws attention to an irony in the history of political econ- 
omy: the British political elite making the same mistake twice in less 
than 150 years. The mistake ın question 1s the musidentification of the 
long-term source of value in the British economy at the point of transi- 
tion between staples. The first time, as every schoolchild once knew, the 
mistake was corrected by Sir Robert Peel when he sealed the end of the 
Age of Corn by repealing the Corn Laws. However, come the second 
point of transition, what do we see? Apparently mesmerized by the con- 
tent of the dominant staple, the British governments of the 1980s | 
ignored the emergence and long-term prospects of a new staple; conse- 
quently they persisted with a policy of promoting the manufacturing 
interest long after it became clear that the UK had no more lasting a com- 
parative advantage in machinery than it had earlier had in corn. This 
proclaimed defence of the Iron Laws was at the expense of the dynamic 
but fragile ‘information interest’, emergent ın the British economy since 
the eclipse of the rmpertal economic system in the late 1950s." 


The emergence of this interest derived from Britain’s comparative 
advantages in scientific research, elite education, and quality cultural 
activities—design, the media, art and music.” All of these rising sectors 
depended for their vitality and competitiveness on the higher education 
system. Because British higher education then offered—in comparative 
terms—an unusual degree of formative contact with critical and cre- 
ative minds at work, its most outstanding graduates, socialized to 

fulfilling work, often competed to work in sectors allowing the 
most liberated exercise of the mind. Higher education became the live 
germ of a post-manufacturing production system with a competitive 
edge in imaginative ideas. To emphasize the parallel with the staple it 
displaced, we may select a term which resonates with ‘manufacturing’ 
and call higher education the ‘mind-factory’ of the ‘mindfacturing’ 
industries. It produced the producers of new, high-value, overwhelm- 
ingly abstract goods and services, the ‘new invisibles’ of the post-imper- 
ial trading system. 


The elite sectors of higher education—1ncluding certain colleges of art 
and design, of music and drama, and some polytechnic departments— 
bad a number of distinctive characteristics: collegial self-management, 
the self-confidence in criticism of a highly selected elite, respect for 
excellence in the specific skills of each aesthetic and intellectual practice, 
high social esteem for creativity and innovation, and a positive attitude 
to cisk taking. The reward for high achievers ın this productive system 
was, ın international comparative terms, also distinctive: not high 
incomes and conspicuous consumption, but independent and interesting 
work. Having encountered such intrinsic values in their education, they 
wished to continue to enjoy them in their work. The interrelatedness of 





1PJ. Cain and A G. Hopkins, Brash Imperialum: Crisis and Decomtiructsan 1914-1990, 
Harlow 1993, pp 275-91 

2 The fact that its emergence caused an earthquake in terms of the rights to social esteem 
and to symbolic territory claimed by different social classes was signalled by The Simes’, 
‘Swinging London’ and so forth 
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these characteristics suggests that this productive system was a niche 
culture, flowering only under organizational conditions similar to those 
found in the higher education institutions where its workers had 
received their cultural formation. 


Herein lay its fragility. That higher education system, that formative 
cultural matrix, existed ın an economic enclave protected by the state. 
This protection depended on a long-established but contingent view of 
its interests taken by the controllers of the state. By 1980 those con- 
trollers had changed, and with them changed the proclaimed view of the 
state’s interests. In historical perspective, British higher education 
between 1945 and 1980 appears as the state-sponsored workshop of the 
discipline of originality for an elite destined for leadership roles across 
those parts of the culture which gave scope to critically trained and cre- 
ative minds. Today, however, as the generative source of a culture of 
intellectual adventurousness, of self-surpessing excellence in individual 
achievement, and of norm-questioning deep play, the British higher 
education system has been all but smashed—not by superior competi- 
tion from the mindfacturing systems of other countries, but by its own 
former sponsor, the state. 


Of course there are still universities, indeed more than ever, they have 
not been closed down, their wealth confiscated, their occupants expelled, 
their work terminated, as the monasteries were suppressed in the 1530s. 
But it is only the name which remains; they are not the same institution, 
any more than Charterhouse is still a Carthusian monastery. In being 
organizationally reconfigured to take on a politically decreed role in the 
economy, they have lost the right to collectively self-manage their own 
work, the vital ingredient ın the discipline of originality. Losing that 
self-management has turned their occupants into employees, to be 
deployed as utility dictates. Losing the discipline of creativity under crit- 
icism has brought the consequential loss of their cultural role in British 
society. From prodxcers of cultural norms which animated a dynamic sector 
of society they have become the conswmers of procedural dogmas emanating 
largely from the moribund sector of society which had never had much 
regard for their products and which the universities were bidding to dis- 
place: manufacturing industry. From being to a large degree ends in 
themselves, they are now means to the ends of the politicians in office, as 
in Italy or Indonesia. From cultural capital for society they have become 
political capital for governments. University ‘chief executives’ no longer 
claim that their institution is based on an Idea, but emphasize its func- 
tionality, its ‘fitness for purpose’, its accountability. The Research 
Assessment Exercise has given employees an urgent material interest ın 
minimizing their formative contact with students, not effectively coun- 
tered by the Teaching Quality Assessment exercise. More time is spent 
looking over one’s shoulder than peering into the unknown—and those 
whose raids on the unknown have any potential commercial value are 
promptly exported offshore into ‘science parks’, where their commercial 
utility is not compromised by day-to-day contact with students. In every 
sphere utility rules—and audit checks.3 





3 Michael Power, The Asda Explessen, London 1994, Michael Power, The Amast Secuty: 
Ritmals of Versficatron, Oxford 1997. 
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I have two grounds for regret at the eclipse of the intrinsic values in British 
higher education. One is the honest regret of a first-hand participant: the 
result bas been a less good education for students. The second is the regret 
of an onlooker, bemused at the historical irony thar a consequence of the 
subordination of higher education to the purposes of economic policy by a 
supposedly economically realistic government has been to throw away a 
‘leadership position in the world’s fastest growing, highest value, longest 
term industries. In this perspective, Thatcherism has made Britain the 
butt of a Toynberian historical joke. Whilst my onginal concern with this 
issue was as a consequence of the first regret, che expenence of students, 
this paper is only concerned with the second. I came to believe that the sec- 
ond caused the first. I also came to believe that the only way to communi- 
cate how I understood this to have been brought about was to stand back 
and see it in historical perspective, to encapsulate it as an instance of a rul- 
ing elite making a major historical mistake as a consequence of elevating w 
dogma and will to power over the lessons of history. For our history already 
had this lesson: the imposition of the ‘philosophy of manufactures’ on the 
‘mindfacturing interest’ was as explicitly the policy of the Thatcher gov- 
ernments as the protection of the agricultural interest against the rising 
manufacturing interest had been the policy of the governments of the 
1820s and 1830s—a policy whose reversal inaugurated the British century. 


These preliminaries over, let us now step back to our distance-giving 
vantage point, the moment of the assertion of manufacturing industry as 

a system, in conscious and rhetorical opposition to the landed interest. 

Its apologist—-perhaps the last of that great wave of luminaries known as _ 
the Scottish Enlightenment, Fellow of the Royal Society, Professor of *® 
Natural Philosophy in the University of Glasgow before giving up his 
chair to become a freelance chemist and the author of works both 
explaining the workings and extolling the merits of the new industrial 
system—was Andrew Ure. 


Andrew Ure and the Blessings of the Factory System 


Few apologists for a new civilization bave been less apologetic chan 
Andrew Ure: 


magnificent edifices, surpassing far in number, value, usefulness, 
and ingenuity of construction, the boasted monuments of Asiatic, 
Egyptian, and Roman despotism, have, within the short period of 
fifty years, risen up in this kingdom, to show to what extent capital, 
industry, and science may augment the resources of a state, while 
they meliorate the condition of its citizens. Such ıs the factory sys- 
tem, replete with prodigies in mechanics and political economy, 
which promises in its future growth to become the great munister of 
civilization to the terraqueous globe, enabling [Great Britan], as its 
heart, to diffuse along with its commerce the life-blood of science 
and religion to myriads of people still lying ‘in the region and 
shadow of death’.4 


4 Andrew Ure, The Phslasephy of Maxsfacterss. or, an Expesctren of the Scoentific, Morel and ` 
Commercial Econeary of the Factory System of Great Briian, third edition London 1861, 
pp. 18-19. The fist edition was published in 1835 
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As harbinger of the meliorations to be recerved from British commerce 
by the myriads then lying in the region and shadow of death in distant 
parts of the terraqueous globe, Ure outlined those already enjoyed in 
the region of Greater Manchester. In keeping with its character as a 
political tract aimed at the governing classes, the blessings listed were 
as much moral as economic. Indeed, what marks out The Philosophy of 
Masxfactwres as an Enlightenment text is the subordination of the eco- 
nomuc, the political and the military advantages to be looked for from 
the factory system to the civil and the moral. Accepted that there 1s 
such a thing as society, there are better and worse ways of ordering it. 
For Ure, the incomparable agency for ordering society was the factory 
system: 


At Quarry Bank, near Wilmslow, ın Cheshire, is situated the oldest 
of the five establishments belonging to the great firm of Messrs. 
Greg and Sons, of Manchester, who work up the one-hundredth 
part of all the cotton consumed in Great Britain. It is driven by an 
elegant water-wheel, 32 feet in diameter, and 24 feet broad, equiva- 
lent in power to 120 horses... At a little distance from the factory, 
on a sunny slope, stands a handsome house, two stories high, built 
for the accommodation of the female apprentices. Here are well fed, 
clothed, educated and lodged, under kind superintendence, sixty 
young girls, who by their deportment at the mill, as well as in 
Wilmslow Church on Sunday, where I saw them assembled, evince 
a degree of comfort most creditable to the humane and intelligent 
proprietors. The Sunday scholars, equally numerous, belonging to 
the rural population, appeared to great disadvantage alongside of 
the factory children, the former being worse clad and worse looking 
than the latter, and worse behaved during divine service.’ 


After the elegance of the water-wheel, the sunniness of the slope, and the 
handsomeness of the house, the acid in the final brush strokes of this 
utopian panorama alerts us to Ure’s rhetorical purpose. Though identi- 
fied in the footnotes of Capital as an enemy of the proletariat, Ure had as 
the principal target of his writings to undermine the ascendancy of the 
landed aristocracy. At almost every point of substantive comparison, 
agriculture and its people are disparaged. For example, immediately 
after we see the rural poor appearing to disadvantage alongside the fac- 
tory children—worse clad, worse looking, and worse behaved in 
church—we learn that the girls have ‘a man and a woman...also a 
schoolmaster and schoolmistress, and a medical practitioner’ looking 
after them. Inevitably, their health is unequalled by any other class of 
work~people; their death rate is only one third of the Lancashire average; 
and in forty years no more than two have ‘come on the parish’, as a charge 
on the Poor Rate. A page later: 


Mr W.R. Greg says that the general state of education among their 
mill hands is remarkably superior to that of the agriculcural people. 
He has attended sometimes a sort of little club established near one 
of their country mills, to which some of the farmers’ people came, 


3 Ibid , pp. 346-7. See also Michael Sanderson, ‘Education and the Factory in Industnal 
Lancashire 1780-1840’, Boomemese History Review, second series, no. 20, 1967, p. 269. 
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and he found an astonishing difference between their intelligence 
and that of the mill-workers.$ 


As for education and intelligence, so for accommodation and material 
comfort, Ure vindicates the industrial system for its harvest of happiness. 
Yet the point of the following comperison is not material: rather, the cur- 
tain is drawn back on an animated moral icon, a human scene both 
touching and uplifting, full of symbols of attachment to the religious 
and moral order, one well calculated to work on the hopes and fears of the 
rulers of pre-Victonan Britain.’ 


The houses occupied by [Mr T. Ashton’s] work-people lie in streets, 
are built of stone, and are commodious; each consisting of at least 
four apartments in two stories, with a small back-yard and a mews 
lane...I looked into several of the houses, and found them more 
richly furnished than any common work-people’s dwellings which I 
had ever seen before. In one I saw a couple of sofas, with good chairs, 
an eight-day clock in a handsome mahogany case, several pictures 
in oil on the walls, freshly painted for the family, a representation of 
one of the younger daughters like a smart peasant girl carrying a 
basket on her arm, one of the Virgin and Child ac Bethlehem, and 
another of Christ crowned with thorns, all creditable to the travel- 
ling artist. In another house I observed a neat wheel barometer, 
with its attached thermometer, suspended against the snow-white 
wall. In a third there was a piano, with a little girl learning to play 
upon it. 


However vivid, tendentious description 1s not left to do duty for sub- 
stantive argument. While ‘philosophy’ ın his usage means more what we 
would now call ‘technology’, Ure’s massive tract 1s philosophical in that 
1t presents the factory system as a comprehensive advance ın the applica- 
tion of reason to human affairs. It is because it is fundamentally more 
intelligent than agriculture that manufacturing will triumph, just as 
agriculture prevailed over societies based on hunting. Eulogizing 
Arkwright as the man who first understood that the factory system both 
rose out of and required a new quality of dsapline, Ure claims for him a 
place of honour in the history, not merely of Britain, but of civilization 
itself. 


The Complex Automaton 

The main difficulty lay 
above all, ın training human beings to renounce their desultory 
habits of work, and to identify themselves with the unvarying regu- 


larity of the complex automaton. To devise and administer a success- 
ful code of factory discipline, suited to the necessities of factory 





6 Ure, Phslesephy of Maxafecturss,p 348 

7 The constant aim and effect of scientific improvement in manufactures are philan- 
thropic. At every step of each manufacturing process described in this volume the 
humanity of science will be manifest ’ Ure, Phelesaphy of Maxsfactares, p. 8 

" Ibid., p. 349. 
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diligence, was...the noble achievement of Arkwright...[if the fac- 
tory system] be not merely an inevitable step in the social progression 
of the world, but the one which gives a commanding station and 
influence to the people who most resolutely take it, ıt does not 
become any man, far less a denizen of this favoured land, to vilify the 
author of a benefaction, which, wisely administered, may become the 
best temporal gift of Providence to the poor...Arkwright well 
deserves to live in honoured remembrance among those ancient mas- 
ter-spirits, who persuaded their roaming companions to exchange the 
precarious toils of the chase, for the settled comforts of agriculture.’ 


If the efficiencies of the factory were to be secured, discipline was indis- 
pensable: a subordination of every machine and worker to the source of 
power that gave life to each factory: its ‘prime mover’. 


The term Factory System, in technology, designates the combined 
operation of many orders of work-people...in tending with assid- 
uous skill a series of productive machines continuously impelled by 
a central power...this ttle, in its strictest sense, involves the idea of 
a vast automaton, composed of various mechanical and intellectual 
organs, acting in uninterrupted concert for the production of a com- 
mon object, all of them being subordinared to a self-regulating 
moving force.*° 


Twenty years before, the reverse of impressed with the human conse- 
quences of the ‘intelligence’ of the factory system, the Oxford divine 
Edward Copleston had accused it of reducing the living human being to 
the status of a component in a machine.** Ure glories ın this reduction: 
as a triumph of contemporary practical science, and as the foundation of 
future progress. 


The principle of the factory system then is, to substitute mechanical 
science for hand skill, and the partition of a process into its essential 
constituents, for the division or graduation of labour... The grand 
object, therefore, of the modern manufacturer is, through the union 
of capital and science, to reduce the task of his work-people to the 
exercise of vigilance and dexterity..." 


Through the operation of this reduction, Ure foresees the factory princ- 
iple bearing many future benefits, for both the operatives and their 
masters: 


on the equalization plan of self-acting machines, the operative 
needs to call his faculties only into agreeable exercise; he is seldom 


9 Thid., pp. 15, 17 

Thid, p 13. 

1 ‘But while [the man] thus contributes more effectively to the sccurnulenon of nanonal 
wealth, he becomes himself more and more degraded as a mnonal being In proportion as 
bus sphere of action us narrowed, his mental power snd hebics become contracted; and he 
resembles a subordinate part of some powerful machinery, useful in tes place, bur ramgnif- 
icant and worthless out of it’ Edward Copleston, A Reply ts the Calumass of the Edeubargh 
Restow A garast Oxford, Oxford 1810, pp 107-8. 

= Ure, Philesepby of Maxxfacteras, p. 20. 


harassed with anxiety or fatigue, and may find many leisure 
moments for either amusement or meditation... How superior in 
vigour and intelligence are the factory mechanics in Lancashire...to 
the handicraft artisans of London!...The one set is familar with 
almost every physico-chemical combination [of the various mach- 
ines in the factory], while the other seldom knows anything beyond 
the pin-head [a reference to Adam Smith’s Wealth of Nations] sphere 
of his daily task." 


Impelled by the momentum of advocacy to overlook logical consistency, 
Ure adduces as the principal benefit to the master that he can dispense 
with the costly labour of these vigorously intelligent mechanics. ‘Tt is, ın 
fact, the constant aim and tendency of every improvement in machinery 
to supersede human labour altogether, or to diminish its cost, by substi- 
tuting the industry of women and children for that of men; or that of 
ordinary labourers for that of trained artisans.’ Then, ın an attribution 
that has turned out to have epochal significance for the relationship 
between industry and science over the next 150 years, Ure points up 
what larger lesson the manufacturers have learned. 


This tendency to employ merely children with watchful eyes and 
nımble fingers, instead of journeymen of long experience, shows 
how the scholastic dogma of the division of labour into degrees of 
skill bas been exploded by our enlightened manufacturers. 


They are, ın truth, much better acquainted with the general econ- 
omy of the arts [of manufacture], and better qualified to analyse 
them into their real principles, than the recluse academician can 
possibly be, who from a few obsolete data, traces out imaginary 
results, or conjures up difficulties seldom encountered in practice... 


The university man, preoccupied with theoretical formex/ae, of little 
practical bearing, 1s too apt to undervalue the science of the factory, 
though, with candour and patience, he would find it replete with 
useful applications of the most beautiful dynamical and statical [sze] 
problems. In physics, too, he would there see many theorems bear- 
ing golden fruit, which had been long barren in college ground. 
The phenomena lof physics] may all be better studied in a week’s 
residence in Lancashire, than in a session of any university in 
Europe. And as to exact mechanical science, no school can compete 
with a modern cotton-mull.*5 


Though himself a former university professor and an able experimental 
scientist, Ure was umpressed by the fact that the benefits of industry 
which he chronicled in such detail had been brought into existence by 
men with minimal formal schooling. Their fortunes were self-made, 
but so also was their science. He clearly believed that a fertile umon of 
making and knowing had been effected in the workshops of northern 
England, a union which had unprecedented powers of self-regeneration 


13 Ibid., pp 22-3 
“ Ibid., p 23 
3 Ibid , pp. 23-5- 
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and innovation. He also believed that this new culture needed only to 
be generalized to all the other parts of the economy to guarantee 
Britain’s continued economic supremacy. ‘Great Britain may certainly 
continue to uphold her envied supremacy, sustained by her coal, tron, 
capital, and skill, if, acting on the Baconian axiom, “Knowledge is 
Power,” she shall diligently promote moral and professional culture 
among all ranks of her productive population.’*® So, not content with 
demonstrating the Factory System to bring the benefits of social 
progress for the world, of prosperity for the nation, of advances in moral 
and professional culture for the industrial districts, of comfort and secu- 
rity for the workers, and of education and health for their children; now 
Ure claims for it its own ‘economy’ of knowledge. We are at a fateful 
moment. 


Why fateful? Because of what Ure, and others like him, understood 
powerful knowledge to be. What is really special about the British 
industrial (revolution 1s its organic nature.” Invention, innovation and 
development, capital, knowledge, training—the greatest part of these 
requirements were provided internally. The achievement had enormous 
short-run benefits for Britain but it also had a long-term cost which it 1s 
one objective of this paper to point out. While Ure is douungly one-sided 
in what he claims for manufacturing, he is clearly an intelligent analyst 
of what he sees in manufacturing. What he sees is a productive system 
generating its own knowledge: knowledge for its own purpose, organic 
to its own institutions, structured in response to difficulties encountered 
in 1t3 own practice. Yes, knowledge was power; but Ure had no illusions 
that it was universities which would furnish the knowledge to empower 
the textile industry. It was the factory itself which was the growth point 
of the sciences. The Factory System was internally cognitively coherent, 
was rational: the largest and most complex rational system ever devised. 
Ure believed that anything from outside this system could only threaten 
it. Its self-sufficiency was taken to be the secret of its astonishing success. 
Thus in The Philosophy of Manufactures we see British industry insulating 
itself in ıts own culture. The fateful moment we are at is the laying-in of 
that peculiarly British contrary of reclusive academies, barren colleges, 
ivory towers: ‘the real world’. 


Ure’s views were soon triumphant, and have ever since provided much of 
the hidden bedrock of British industrial self-perception. In what follows 
I shall present some evidence that the privileging of ‘the real world’ of 
practical men who managed their firms with aggressive common-sense 
was still politically dominant 150 years later. I do this to suggest that the 
failure of the state to manage the evolution of the use of knowledge by 
manufacturing industry over that period led to a search for scapegoats for 
manufacturing industry's failure to overcome the competitive liabilities 
of this proco-industrial management style. I shall also suggest that ıt was 
the universities who were pushed into the role of scapegoat by Sir Keith 
Joseph, the chief ideologue of the Thatcher government, ideologically as 
emphatically convinced about the connections between manw/actxring 


16 Thid.,p Y 
=J. Mokyr, Was There a British Industrial Evolution?’ Remerh rn Ecomemx History, 
Supplement 6, Greenwich, CN 1991, pp. 253-86 
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industry and wealth-creation as Ure himself.‘* In the final section I take 
my lead from an economic analysis of the competitive position of British 
universities to suggest thar this ‘real world’ primitivism, having merely 
handicapped Britain for a century and a half as a manufacturing power, 
once imposed on the universities as a charter for relevance and wealth 
creation, may have maimed her completely for a leading role as an infor- 
mation power. 


The Philosophy of Manufactures as Political Rhetoric 


Jumping 150 years from Andrew Ure, we find still prevalent the 
assumption that industry means manufacturing. But its slopes are now 
less sunny, its icons less persuasive: 


Bright young people in Britain are ‘actively encouraged to go into 
anything but industry’, helping to erode the country’s manufactur- 
ıng industry base, said Mr Sam Toy, president of the Society of 
Motor Manufacturers and Traders, ın a speech at Liverpool 
University. He said Britain was unique among industrial nations in 
the opprobrious way that it regarded industry in general, and engi- 
neering in particular. ‘Careers such as medicine, the civil service, 
law and—God forbid—even the City are the so-called smart 
choices, whereas industry is something you do if you haven't got 
enough A-levels to do anything else’, he sard. 


He said engineering, while an exciting and fulfilling career, was 
still woefully unrecognized and under-rewarded. ‘On average an 
engineering director in Europe can expect to receive 63 per cent of 
the top person’s income. But in Britain the figure 1s a miserable 48 
per cent—the lowest ratio in Europe.’ Mr Toy gave his speech to 
commemorate the centenary of the establishment of the Harrison 
chair in engineering at Liverpool University. He praised universi- 
ties for doing more [than previously] to ‘prepare undergraduates for 
the real world, rather than just concentrating on academic excel- 
lence for 1ts own sake’. But he said ministers and politicians should 
have a better relationship with industry and not, as in Britain, be 
‘made up almost exclusively of lawyers, ex-journalists and firsts in 
Oxbridge greats’.'9 


The President of the Society of Motor Manufacturers and Traders must 
be owned a linear descendant of Ure’s philanthropic mill-owners. Here 
he regrets what Ure would most certainly have recognized as the survival 
of landed aristocratic values in the British political elite, echoing Ure’s 
own strictures on ‘the gross ignorance evinced by our leading legislators 


1$ There are three important facts ebour Joseph which are relevant here’ 1) he represented 
a constituency in a long-declining indusctrml city, Leeds, 2) be had previously been the 
Secretary of Scare for Trade and Industry but was judged less than successful and was 
moved; 3) be was at the Department of Education and Science for a uniquely long time in 
recent historical terms After his departure, the terms ‘industry’ and ‘man 

could be found uncoupled, but by that ame che political pay-off of hus ertack was evident, 
more than compensating for its failure to have any economic effects. 

19 'Car Magnare Bemoans Lack of Interest in Industry’, Tewes Higher Education Supplement, 
16 January 1987 
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and economusts,—gentlemen well informed in other respects,—relative 
to the nature of those stupendous manufactures which have so long pro- 
vided the rulers of the kingdom with the resources of war, and a great 
body of the people with comfortable subsistence ...’7° 


However he might have reacted to the persisting ignorance of the politi- 
cal elite, Ure would surely have been surprised to hear chat British engi- 
neering industry was no longer profitable enough to pay salaries 
competitive with the professions, nor able to attract the high-fliers on 
their way to a political career. But he would have been amazed at the res- 
sons given for the fate of the ‘moral and professional culture’ derived from 
‘those stupendous manufactures’ in Lord Bowden's speech in the House 
of Lords debate on the universities ın March 1976. Lord Bowden, for- 
merly a professor of engineering at Manchester University, opened with 
this statement: 


it is true to say that Englishmen no longer want to study those sub- 
jects which would fit them for a career ın productive industry. 


Mr Mulley, speaking the other day in another place [the House of 
Commons], said that he had been talking to schoolmasters who said, 
‘Of course, our brighter boys don’t want to go into industry’. A few 
months ago I myself lectured to two-hundred headmasters and asked 
them why they did not send their students to college or university, to 
study engineering. They all said the same thing ‘But of course if one 
of our brighter boys ends up ar the age of thirty in a factory every- 
one—including himself, his family, his friends, and his school- 
mates—will account him a failure who could do nothing better.’ But 
it is upon the activities of these failures that we have to depend for 
the very food which we eat.’2" 


Later, he answers a question put to him by Lord Donaldson arising out of 
that early statement: 


I ask myself why any responsible parent should allow his son to 
study engineering if the prospects thereafter are so poor... Why are 
prospects in industry so bad? The reason 1s that most industrial 
plants are so appallingly under-capitalized and thar their equip- 
ment is poor and old. [A few months ago] J went round that enorm- 
ous complex which used to be called Metropolitan Vickers and 
which has been at Trafford Park since the beginning of this century 
...and saw the enormous machining aisle in which some of the 
greatest artifacts ever made in this country were fabricated. The 
first twelve machine tools I passed were at least fifteen or twenty 
years old...] also noted that every machine tool I passed was built 


æ Ure, Philasepby of Mexafactares, p. 6. Ue re Oe 4-5) the figure employed in manu- 
facturing 10 1831 as ‘upwards of one eighth of the population of this island. and proba- 
bly not more than one sixteenth in agnculture’. This 1s within 1 per cent of the proportion 
of the population employed in induscry in 1983, nearly four million jobs were lost in 
todustry ın the penod 1961-83. J R Hough, Eaucatren end the Natrona! Econsary, London 
1987, Pp. 4-5. 

a Official Report, fifth series, Par/sementary Debates, House of Lords, Vol. 369, 31 March 
1976, coll. 1193-4- 
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by a local firm which has since gone bankrupt...Cravens of Stock- 
port made very large lathes; they went out of business six years ago, 
and it is now impossible to get a big lathe made anywhere in Eng- 
land. No industrial country can hope to survive if it has no machine 
tool trade and the plant in its factories is wearing out... We now 
face a situation in which industry is under-capitalized and cannot 
attract engineers. Unless and until we are able to solve this prob- 
lem, I do not see that there is any future for higher education, for 
hospitals, for the Health Service or for central or local government, 
because all those things depend on the product of the men making 


things in factories.’ 


Mr Toy and Lord Bowden agree that the able young are neither being 
directed towards nor seeking out jobs ın manufacturing industry——very 
much the reverse. Lord Bowden suggests that this is rational behav- ` 
1our—that there is less and less industry to get jobs 1n—and adduces an 
economic reason, under-capitalization, while ‘successive governments... 
have pillaged industry in order to support the recurrent costs of running 
the nation at the expense, in the end, of the whole of our economy and in 
the long run of the universities as well’. Mr Toy is less focused, hinting 
at some general cultural conspiracy causing his salary to be about 24 per 
cent under par, with government personnel not blameless. Of the re- 
sources Ure took for granted as available to Great Britain in ‘the blood- 
less but still formidable strife of trade’ (p. 59), both capital and skill have 
turned out to be problematic. 


For the origin of the problems with capital, Lord Bowden 1s blunt: for 
‘forty to fifty years... we have been suffering from an accounting process 
which has taken industry’s capital away from it and has put it at the dis- 
posal of the Government to use as if ıt were current income’.?? 


The Rise of Science 


As to skill, a single moment can be fixed on with great precision: the 
traumatic experience of the 1867 Paris Exhibition. Between 1835 and 
1867 a new word had come into existence: ‘scientist’. Autocthonous 
technology reached a ceiling early; the self-sufficiency of British proto- 
industrial knowledge lasted only as long as mechanical improvements 
could be made by native wit and technical skill From the moment that 
abstract scientific theory became the essential partner of industrial 
advance, the British Factory System went into secular comparative 
decline. 


Ac the Great Exhibition of 1851 in London, Great Britain was 
awarded the palm of excellence ın nearly all of the one hundred or so 
departments. At the 1867 Exhibition in Paris she won in only ten of 
the ninety departments...'this defeat awakened England to the 
startling fact that the industrial sceptre was slipping from her grasp 


a Ibid ,coll 1197-8. 

33 Ibid., colL 1217. 

4 Ure, Philesepby of Mazafactarss, p 59. 

33 Parliamentary Debates, House of Lords, coll 1198-9. 
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and she saw the result—her hiss decaying in her harbours and the 
hammer falling from the hand of starving workmen’.*® 


Awakened 1s one thing, galvanized is another. The British government 
continued to place financial savings for the government above invest- 
ment in scientific and technical education for the nation. 


Britain stood out during the nineteenth century for the contrast 
between its national wealth and its educational penury. Britain was 
the nchest country in Europe until almost the end of the century, 
yet more parsimonious than any except perhaps France—even at a 
tıme of peace and great prosperity such as 1870 when revenue was 
buoyant, expenditure steady, income tax reduced...and budget sur- 
pluses almost embarrassing. In 1870 government expenditure was a 
much lower percentage of gross national product than in 1850; and 
in 1890 it was lower still.?” 


Thus, when the Thatcher government came to formulate its policy 
towards higher education, ıt inherited a debate which was over a century 
old. As the party proclaiming the need for fresh thinking and for risk- 
taking to overcome the sclerotic tendencies of an over-managing, ‘nanny’ 
state, it might have been expected to update the debate, to recast ıt in a 
more comprehensive economic framework, based on analysis of trends in 
comparative advantages in the international division of labour, current 
domestic trends in the factors of production, and signals from the key 
players in the various markets. To ask, in short, what was the real state of 
Britain, of its work and its institutions, and what thar reality might 
mean for its place in the world. Instead, the government's policy was to 
ask, with such obdurate and pertinacious repetitiousness that it became 
clear that it did not expect an answer, the question Baroness Gaitskell 
had asked early in the debate in the House of Lord in 1976: ‘My Lords, 
before the noble Lord [Lord Robbins, Chairman of the Committee on 
Higher Education 1961-63] sits down, can I ask him why in his fascinat- 
ıng speech he gave us no indication of the fact that the expansion was not 
followed by greater productivity in the country?’ 


Even by 1976, the question was old and obvious; but so old and so obvi- 
ous that no one seems to have put it to themselves that, just because it was 
old and obvious, it had to be the wrong question. While for the first few 
years of the new government the consequences for the universities of not 
having the answer to it were merely financial—the public spending 
economies begun after the first oil price shock in 1974 were continued — 
before long there came with the cuts in resources a demoralizing and 
politically disabling message which was to become a Tory refrain: higher 
education had only itself to blame for the cuts. Expenditure on higher 
education had all along been investment in industry—where were the 
dividends? 


% Michael Sanderson, Thy Usrverntes and British Industry 1850-1970, London 1972, p. 9 
7 J Wrigley, “Technical Education and Industry in the Nineteenth Cenrnry’ in B. Ed- 
baum and W. Lazonick, eds, The Decirne of the British Economy, Oxford 1986, p 164, quot- 
ing M. Gowing, ‘Science, Technology and Educenon: Englend in 1870’, The Wilkins 
Lecture, Notes and Records of The Reyal Socmty of Leadon, vol. 32,1977,p 82 

S Perliamextary Debates, House of Lords, 31 March 1976, col. 1121 


‘Not ideology, not monetarism...lies behind the squeeze on higher edu- 
cation, The origin lies in the failure of the higher education sector over 
the last chirteen years and more to demonstrate decistvel'y its claim to a pro- 
tected share of taxpayers’ money.'29 Such statements appeared at the time 
a politically deft blaming of the victım. Bur with hindsight they were 
more. They were an expression of the belligerent core of Thetcherism. 
Thatcherism was more than an ideology, more than a moral attitude; it 
was pure spirit, the will to power. One of Mrs Thatcher's most outstand- 
ing gifts was the ability co effect a brilliant ınterweaving of power and 
language into a form of communication with which no communication 
was possible. Even in 1982 Waldegrave, a skilfully plastic politician, was 
already deploying the ineluctable paradox that was to underlie Tory 
higher education policy after their re-election ın 1983. The universities 
were going to continue to be caught between the corporate state and the 
market—but from now on the Tory government was going to be both. 
For it was another brilliant originality of Thatcherism to turn the market 
into an arm of centralization of power. It did this in two ways: 


First, by using it as a rhetoric of legitimacy. In the general rhetoric of the 
market used by Thatcher governments to secure the moral high ground 
with the electorate, the incantation ‘manufacturing industry’ bore 
almost voodoo power. It was presented as the foundation stone of the 
architectonic of material prosperity and national self-reliance to be once 
more achieved through work, efficiency, and discipline. 


Second, by ‘privatizing’ sectors whose ownership by the state had in the 
1960s and 1970 become a liability for governments; in another idiom, 
had made this country appear ‘ungovernable’.2° Thatcherism set about 
ensuring that the days of multiple claimants impeding governments 
from governing were past. The state was going to be both less and more: 
leaner yet stronger. 


Windy Utilitarianism 


One argument in the rhetoric with which higher education was to be 
reshaped took the following as its predominant logical form: 


Future graduates will want jobs 

[A revitalized and successful manufacturing industry will provide 
jobs] 

[Successful industries are those which incorporate the most science 
and technology] 

Therefore students will want to study science and technology. 


Thus the rhetoric of Mr Waldegrave in 1982: 


I do not seed to tell you that a strong utilitarian wind is blowing 
through HE as students «cewrately assess the needs of a Britain which 


» W. Waldegrave, Speech at Westfield College, University of London, 17 November 1982, 
Discussesa Paper 12, Uncversity of Exeter Teaching Services, 1982, p. 2 (my emphasis) 
3M. Crozier, SP Huntington, and J Waranuki, The Crass of Democracy. Report ox the 
Gowernabslsty of Democracses to the Trilateral Commission, New York 1975 
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has a long slow job ahead of ıt building a better economic perfor- 
mance. This is a chill wind for some of the less well founded liberal 
arts and social studies departments, and for some of the less practi- 
cal science courses too.3* 


Having warned his audience that the accurately assessing student market 
going for practical science and technology would be fully supported by 
government, he then identified the challenge facing institutions as ‘to 
find ways of meeting quickly enough the /egrtimate claims and needs of 
students seeking new courses which genwzna/y relate to Britain’s business 
needs. This will need flexibility and responsiveness in meeting new 
demands, and learning from :adwstry and commerce what is required in 
time to do something about it.’ 


The close reader of such texts might feel that ın 1982 this chetorician 
was a would-be cruchful man in search of political preferment; ambitious 
enough of deceiving his neighbour, not yet politician enough to deceive 
himself Note how the lack of ‘flexibility and responsiveness in meeting 
new demands’, identified for over a century as the principal weakness of 
British ixdustry, now appears in the debit column of the wxsversity!3> And 
yet how unerringly his buttressing adjectives and adverbs lead us to what 
the junior minister with responsibility for higher education felt to be 
most vulnerable in his presentation: indeed, suggest to us that the fac- 
tual truth is the very opposite of what he is politically required to say. For 
what evidence might Mr Waldegrave have had for his view that eigh- 
ten-year-old students could foresee—despite fifty years of pillage from 
governments—a return to prosperity of British industry? He had not yet 
the benefit of Mr Toy’s view on the opprobrium attaching to industry in 
the mind of the public; but one pointer he would have known should 
have given him pause: Lord Bowden’s speech. 


I have to tell your Lordships that the expansion which was initi- 
ated with such enthusiasm and success 20 years ago came to a stop 
in 1970, and went abruptly into decline and reverse. Departments 
which were full of Englishmen in 1970 have hardly an 
Englishman left in them today...the department of chemistry, 
which had 140 student freshmen every year for years, now gets 60 
students... Engineering departments are much worse...[In 
chemical engineering ın Manchester] we used to admit year after 
year about 100 Englishmen and half-a-dozen foreigners as fresh- 
men in the undergraduate course. This year we recruited 20 
Englishmen and 24 foreigners...[When the entire Manchester 
machine tools trade collapsed] an industry ın Manchester which 


3 Waldegrare, Speech ar Westfield College, pp. 3-4 (my emphases). 
ood , P. 5 (my emphases). 

Compare the statement: ‘Brush unrversicies have served therr country well in peace and 
Eii a ie eee Alas, industry, or che financtal houses, have failed or been 
unwilling to exploit the products of academia, whether people or ideas, and bave permit- 
ted our crvals to do so. I find ıt especially galling when persons who should know better, 
bur are evidently unaware of the facts, assert that unrversities are the haven of an “ano- 
dustrial culture”. My own experience is chat for the last half century sectoas of UK indus- 
try, through choice ot ignorance, were anti-research and anti-graduate employees.’ Lord 
Danton, Traes Higher Edacatren Supplement, 16 January 1987 
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had 15,000 men in it now has 500. Are noble Lords surprised that 
no one comes any more to study machine tools in Manchester? 
Last year we had 18 students, of whom 4 were British. For many 
years we have had what is probably the finest textile department 
in the whole world. It so happens that some of the big Lancashire 
mills are suffering very much from competition, particularly from 
Turkey. Are noble Lords surprised to hear that half of the students 
in the textile department are Turks, and that in some classes none 
are English?” 


Replies to the Rhetoric 


I have said that Thatcherism was distinctive for the originality and 
effectiveness of its manner of communicating: like an adept schizogene, it 
gave the impression of participating in a communicative exchange, 
when in reality the messages were all one-way. Electorally impregnable 
after 1983, the Tories withdrew from the traditional conservative 
engagement to keep the inherited institutional framework 1n working 
order, in favour of imposing 2 dogmatic vision. This was the vision of a 
reborn industrial Britain. But the rhetoric of competition was not sup- 
ported by policies—for instance a position on exchange rates—gen- 
uinely supportive of manufacturing industry; it served rather to cloak 
and justify attacks on established institutions seen by the Conservative 
leadership as ‘over-mighty subjects’: the unions, the professions, local 
government. 


The above speech by Mr Waldegrave 1s an excellent specimen of the dis- 
courses of Thatcherite politicians in these years. The staple ingredients 
are prominently vistble: 


e the lofty and superior tone, as of a parent to a refractory child; 

e the ventriloquizing of an exasperated public’s recrimination for uni- 
versities’ failure to contribute to economic growth; 

e the threats of intervention, in the public interest, ın universities’ 
internal procedures; 

e the selfabsolution from responsibility for any such intervention, 
‘forced on the government’ by the continued failure of HE to meet 
‘the legitimate needs and claims’ of one or another market; 

e the ‘double-bind’ of such interventions, requiring institutions to 
alter their ways of working to meet such new needs at the same time 
as ‘protecting’ those ways that have supported traditional excel- 
lences, of which the government declares itself proprietonally proud; 

e the apparent reasonableness of asking the sector to justify ‘to the pub- 
lic’ why further cuts and interventions should not take place while 
themselves having no intention of hearing any such justificarion. 
Thus, for example, Mr Waldegrave’s ‘decisively’ means the opposite 
of what it says: no demonstration cow/d serve, as the decision—being 
part of the vision——was already taken; 

e the straightforward ignoring of evidence that did not make for their 
case (for instance, of the fact that Britain «/ready bad a higher pro- 
portion of science and technology students than her industrial 





33 Parl:ameatary Debates, Hons of Lords, 31 March 1976, coll 1194-6 
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rivals),2> or of appeals to reason from the most authoritative of 
sources, such as Lord Dainton. 


No Newman, no Jaspers, no Ortega arose to reformulate the idea and 
mission of the university 1n reply to such speeches; no R.D. Laing or 
Gregory Bateson drew attention to the operation of pathological com- 
munication styles. Nonetheless, individual and collective voices were 
raised on behalf of the institution in public reply to government propos- 
als. Authoritative voices raised in polite protest received a platform in 
the Times Higher Education Supplement (THES), from where they passed into 
the scrap-books of the perplexed. 


As was to be expected, representatives of industry and commerce also 
sought a hearing for their idea of the university. Unexpectedly—perhaps 
the THES was selective—these few representatives of Britain’s leading 
firms seem to have been saying something that would have been as sur- 
prising to Andrew Ure as ıt should have been unwelcome to the govern- 
ment rhetorictans (though the second proved no more capable of hearing 
than the first): they were satisfied with what they were getting. The 
importance of these statements is not proportional to their number; this 
is an autopsy, not a scientific survey. Our interest in such statements is as 
evidence of the degree to which the government, in such speeches as that 
by Mr Waldegrave above, genuinely spoke for industry itself. The answer 


appears to be partly yes, partly no. 


Semi-Finished Components 


The ‘yes’ part was that ministers did often speak for thar part of industry 
which either could not afford or did not care to invest in training their own 
workforce. Although in an international perspective, British industry as a 
whole was admitted to be under-investing in training, within the national 
perspective, as the appropriate government minister publicly acknowl- 
edged, a distinction needed to be made between the market leaders, prof- 
itable enough to provide for their own needs, and the rest.” Speaking for 
the more profitable, this nme under his hat as Chairman and Managing 
Director of Ford ux, Mr Sam Toy, whom we have already heard lamenting 
the poor image of engineering in the public at large and expressing con- 
cern about the cultural ongins of the political elite, made an important 
point about industry’s training of graduates. In a metaphor that would 
have alarmed Edward Copleston, he said that ‘graduates arrived at his 
company in the form of semi-finished components, because they had not 


33 ‘British Research “Too Segregared”’, Tres Higher Edøcatma Supplement, 14 September 
1984. The best reason for not acknowledging this fact was that often, as Lord Bowden bad 
observed, a majority of such students were frem her industrial ovals, learning the science 
of industries they had already captured on the basis of labour costs Not the least of che 
advantages of late developing economies 1s not having to disentangle themselves from 
delusions about the superiority of knowledge generated in ‘the real world’. 

X ‘Criticism of UK management styles does not stop at research and development. Only 
the very major firms or those ın high tech bave ongoing traning programmes for their 
staffs In a recent Troe article, Secretary of State for Employment Mr Tom King noted 
that “British companies spent on average only o 15 per cent of turnover on muning last 
years—eo Little char it hardly shows up on the balance sheer. That 1s one-seventh of the 
American figure snd one fourteenth of the best in West Germany ”’ Edward G. Coll, ‘A 
Road Map with no Signposts to Profit’, Tomes Higher Educatron Sapplement, 26 July 1985 
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received training in the specific fields in which they would be working’. 
The implication being that Ford UK expected graduates to have received 
from their higher education more important things than such training. 


Reported on the same page of the THES, the chairman of Rank Xerox UK 
spelled our what that was. 


Mr Hornby agreed that industry needed some highly specialized 
graduates, for example electronics engineers. But he said that unless 
they had constant retraining their knowledge was obsolete within 
five years... ‘Careers for the future will demand a general apprecia- 
tion of people, organizations, societies and how they work rather 
than detailed knowledge of one technical skill’, he said.37 


Deficient traning seemed more deeply rooted in the weaker, under-capi- 
talized firms, whose more marginal performance gave them an interest in 
transferring their training costs on to the public purse by selecting 
recruits who had followed a more job-specific higher education. Some 
effects of this reluctance to invest in training came to light 1n a study of 
skill shortages in manufacturing industry ın the economic upswing of 
the mid 1980s. 


Where there are shortages the [Institute of Manpower Studies] 
authors suggest they are self-inflicted. Companies insist on trying to 
solve them by recruiting fully-qualified staff, instead of retraining 
existing staff or recruiting at a lower level and [then] training. 


This trend is disturbing, says the institute, suggesting that it 1s 
caused by a lack of in-house training or by fear of competitors poach- 
ing trained staff.38 


The ‘short-termism’ of such companies was also identified in a surprising 
place, a report from the Institute of Personnel Management on personnel 
managers’ attitude to company training. While 90 per cent of those ques- 
tioned claimed to have absolute or considerable discretion in the sphere of 
training: 


Far from defending training vigorously against the scepticism of 
managerial colleagues, the personnel manager increasingly espouses 
the same set of values as his colleagues. Thus training, with its 
longer-term pay-off may fall out of favour within the personnel func- 
tion...personnel executives are tending to fall in line when therr col- 
leagues argue thar unless there is a short-term advantage training 
should be cut off or put off # 


37 “Warning on Trained Obsolescence’, ee ee Ep A 
3 Ar ‘a gachering of academics, unrversity officers end industrialists, arcended 

Keith Joseph’ at Mr Toy’s old college, Ficrwilliam College, Cambndge, eam Ae 
murs of cynicism both from academia and todustry, with representatives from both sides 
complaining that the Government was not providing incentives for them co forge 
stronger links’ ‘Joseph Pleads for “Healthy Hnterpesse”’, Teme Higher Edmcaison 
Supplement, 27 September 1985. 
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The recruitment behaviour of Butish companies in the 1980s seemed to 
be continuing the innovatory approach so sensitively picked up by Ure 
in the 1830s, of allowing advances in technology to downgrade the skills 
required of the workforce. However, the loss of their powers of recapital- 
ization in times of recession had by the mid-1980s left such firms with- 
out the resources to re-equip with the increasingly expensive high 
technology required for this strategy to be effective, leaving them with 
such options as poaching trained staff from competitors or relocating to 
cheap-labour areas off-shore. Or going to the wall, as so many did 


The Importance of Fundamental Research 


In research, too, the government’s ventriloquism of industry's needs as 
being for research that was relevent and applicable was more likely to be 
contradicted by those British firms powerful enough to be still playing 
in the world league. For example: 


Universities must be allowed to retain the capability to do funda- 
mental research without having to consider commercial applica- 
tions, a leading industrialist said this week. 


At an open meeting of the Royal Society of Chemistry Mr Robert 
Malpas a managing director of British Petroleum, pointed out that 
fundamental knowledge is needed for applied research in industry. 
He warned that, ‘without first class basic research, industry's 
applied research would quickly decline in quality’. British industry 
would be the loser, he added. 


Universities and industry needed to work closely together, he said, 
and ‘we must ensure that universities can turn out top class scientists 
who do fundamental research’. He said it was necessary that their 
prime purpose should be ‘to push back the frontiers of knowledge and 
understanding with no specific commercial application in mind’ #° 


Sit Bruce Williams, the Australian director of the Technical Change 
Centre, set up in 1981 with substantial joint funding by the (then) Social 
Science Research Council and the Leverhulme Foundation, was also of the 
view that the universities ought to continue doing what they did well. 


There was a real danger that higher education institutions would be 
financially pressured into activity in which they would not be very 
productive...Speaking on technology transfer, Sir Bruce said that 
he did not think the British research councils were equipped to pick 
out applied research in unrversities and polytechnics which was 
likely to produce results of great industrial relevance... The prob- 
lem of developing research findings commercially was a problem 
for British industry, not for higher education. ‘In the field of indus- 
try the possibilities for the universities and polytechnics to get 
involved more in applied research and innovation is extremely Lm- 
ited’, he said.4# 


£ ‘Get Beck to Basics says MD’, re eee 17 September 1986. 


KP- FH + i 


And 1n research, too, there were those who saw the inherent tendency of 
industry as to go for the short-term interest, to protect what was already 
here rather than to develop what would do well in the future. Lord 
Butterworth (Vice-Chancellor of Warwick University 1962-85) claimed 
in a speech in the House of Lords that it was necessary for research to be 
conducted outside the industry concerned because if ‘the research is 
wholly within the industry, there is a danger it will be confined too 
much to the existing products and in defence of existing capital invest- 
ment.” 


The Trmes Higher Education Supplement published a contribution from an 
American university president, on a study visit to form a view of the 
pluses and minuses of industry-university links in Britain. 


As a university president who works extremely hard to strengthen 
and expand corporate ties with his institution, I wondered how 
other educational systems in highly industrialized countries inter- 
acted with business and industry...In eight weeks I have become 
somewhat conversant with UK universities and their considerable 
array of talent. I am impressed to say the least. In exght weeks I have 
also gained a better understanding of UK business and management 
styles and observed some of the philosophies at work in British 
industry and commerce. In this regard, I am somewhat less im- 
pressed and even a little dismayed. 


My interviews with academics, business executives and industry 
consultants revealed some recurring criticisms of British business 
attitudes: 

~ too much concern with immediate profit and little vision for the 
future; 

— little priority for research and development budgets within the 
corporate structure; 

— lack of an appreciation for an academic degree by senior execu- 
tives who themselves are not university graduates; 

— the absence of continuing education for staff within the UK corpo- 
rate community; 

— the significant lack of personal involvement by business execu- 
tives in the education system which is providing their future 
employees. 


Then, with the clarity of the outsider, the President of Alfred University, 
Alfred, New York, made some concluding observations and asked a most 


pertinent question: 


The Green Paper affords a golden opportunity for British education 
to step boldly forward and show its capabilities. But the policy 
makers must remember that it always takes two to tango. Whar 
happens, as an example, if the UK campus structure is moulded to 
accommodate the nation’s industrial needs in an era where its 
industrial leaders focus heavily on today’s profits while ignoring 





+ ‘Avoid Stnpey Toothpaste Philosophy’, Termes Higher Education Supplement, 28 November 
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tomorrow's opportunities? It would be the ultimate irony if the 
Green Paper created a vast reservoir of teaching and research talent 
that serviced primarily the commercial needs of the Ux’s inter- 
national competitors who were smarter and quicker to take advan- 
tage of such a national treasure. At best, it would create a new 
dimension for the term ‘brain dmir’. 


The Green Paper is...a good concept, but ignores the second half of 
the equation: UK business and industry... Who now devises the 
Green Paper for the profit sector?43 


Not only was there not to be a Green Paper for ‘the profit sector’, but 
rather ic was the ‘business and management styles...and some of the 
philosophies at work in British business and industry and commerce’ 
which were to be imposed on the ‘impressive’ UK universities. This self- 
spaying of the universities was effected by means of a report from the 
Jarratt Committee, established—after ‘proposals’ by the Department of 
Education and Science-—by the Committee of Vice-Chancellors and 
Principals in March 1984, with the remit to carry out ‘efficiency studies’ 
comparable to those earlier conducted into Civil Service departments by 
Sir Derek Rayner. 150 years after its publication, the Phzlosopby of 
Manufactures was to be extended to the professorial classes; the reclusive 
academies were to be rescued from their idle cogitation. 


In a discreetly packaged way, the demands that emanated from the 
Jarratt Committee were that university internal governance should 
change to reflect the best in the management of British industry and 
commerce, from which came a good third of the Committee’s member- 
ship.“ But the discreet packaging can no longer disguise the fact that 
the recommendations of the committee fell unto the prevalent Tory style 
of pathological communication. Distinguished in their other lives 
though the members were, the committee was not an open-minded 
search for ways of making something good better, ıt was a means of 
imposing constitutional change. Above all, it was not a debate. If there 
had indeed been a real debate, commonsense criticisms of some of the 
key premises of government policy should have been welcomed as a 
means of avoiding costly or damaging error—the usual justification for 
taking wide soundings before implementing a radical change of policy. 
Wich regard to the internal governance of universities, the retrospective 
evidence suggests that the government had a vision of the internal man- 


43 Edward G Coll, ‘A Road Map with no Signposts to Profit’, Times Higher Edxcatren 
Sapplement, 26 July 1985 

# However, the fact that exactly sumilar demands were being imposed on the Health 
Service at the same time in consequence of the first report of Su Roy Gnffiths 
(Department of Health and Social Secunty, NHS Management Ingxsry, London, 1983) makes 


and management was s key issue amongst those implementing Griffiths. . Whereas 
administration was seen as servicing the needs of the professionals . general management 
was a matter of taking overall responmbulity for the delivery of a service . [and] involved 
planning, setung targets, managing implementanon and moniromng performance 
against pre-set criteria.’ D. Car, ‘Health Service Management—a Sociological View: 
Gniffiths and the Non-Negotiated Order of the Hospital’, in J. Gabe, M. Calnan, and M 
Bury, eds, The Sectolegy of the Health Serva, London 1991, p. 94 


23 


agement system it wanted to see in place and no counter-arguments 
made any difference. 


Substantive Critiques 


However, some practising academics behaved as if the debate was open. 
Many of the counter-arguments were specific, targeted at one or another 
proposal by a critic deemed significant enough to quote in the press. 
Hence the more fundamental critiques tended to lose their impact by 
being lost in a fragmented chorus of protest and rage. However, to give 
an idea that they could indeed make fundamental points, here are quota- 
tions from two authored pieces. The first, by the registrar of Leeds 
University, James Walsh, appeared as an article: 


It was a delusion to expect thar the worst industrial management 
and the best university system could exist in the same environment 
... The Jarratt report contrives to be both a strategic and a tactical 
blunder on the part of the leaders of the university system ...Simply 
because everyone has now realized that our wealth depends on 
industry does not... entitle the representatives of the dismal per- 
formers in that field to lecture the excellent performers ın another. 
The tone of the report suggests that at the deepest levels the search 
for scapegoats for our national failings is never ending... The main 
fault [with universities] as expressed by Jarratt is chat universities 
are not like businesses and they don’t plan like businesses. They 
have too many committees and nobody 1s the boss. Much of this is 
true and much of it is also irrelevant. We aren't businesses; we aren’t 
armies, and we aren’t parlaments either... In a document dedicated 
to efficiency the failure to quantify savings is surprising. It betrays 
perhaps the basic fallacy of the premise itself, the fallacy of the sub- 
optimal use of resources (‘if you have a lavatory, why are you not sit- 
ting on it”). [The failure] will be rectified elsewhere. The 
government also is interested in efficiency, and its performance 
indicators are brutally simple: pound notes.43 


Pausing only to point up Walsh’s emphasis on the tone of the report, I 
pass on to the second example of reasoned criticism, this time from a pro- 
fessor of industrial sociology, thar is, from an expert in the organization 
business. After reading it, any thoughtful person would have been left 
wondering. As possibly the most pointed document of the (non-)debate, 
I reproduce it in full. 


Sur,—In your editorial [on] the Jarratt revolution (THES April 5) you 
express two doubts about the strategy recommended: first, because 
changes in management structure will not change the ‘ambiguous 
environment’ in which universities operate, and secondly because 


45 James Walsh, Registrar, Uorversicy of Leeds, Brains Above All’, Troms Higher Educatsen 
Supplement, (DATE). See also Lady Wamock at the 1985 Conference of the Confederation of 
Baonsh Induseries ‘Lady Warnock said ic was astonishing thar education was being urged 
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Troms Higher Education Supplement, 22 November 1985. 
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increasing the power of ‘managerially minded’ bur still disciplinary 
orientated senior academics may threaten the ‘indispensable pluralism’ 
of universities. Such doubts are justified. But there are more funda- 
mental doubts about the Jarratt approach to university management. 


First, the transfer of one private industry model to universities is inap- 
propriate. There is no one appropriate model for unrversities, any more 
than there is for prrvate industry. Management structures should be 
adapted to the objectives of the organization, the resources required 
and available, the production methods used, and the environment in 
which the organization operates. Objectives, resources, methods and 
environments differ between unrversities, and between universities 
and private industry. As teaching institutions the objective of univer- 
sities is to ‘produce’ well-educated, adaptable, and if possible creative 
graduates; as research institutions to create new knowledge. The 
resources include, most importantly, highly trained manpower. The 
methods used vary widely, and depend partly upon discipline. The 
environment, both on the ‘supply’ side and on the ‘demand’ side is 
highly variable. Management structures should take account of vati- 
able contingent factors, and not be based upon a mechanical compari- 
son with models used elsewhere. To use traditional management 
science terms, organic models are more likely to be appropriate to uni- 
versities than mechanistic models, but not always. 


Secondly, private industry in countries which have achieved much 
greater economic success than the UK does not operate according to 
the Jarratt model—notably Japen, but also elsewhere. Decision-mak- 
ing in Japanese industry 1s often slow, and involves wide consult- 
tion—it is not a matter of making ‘hard’ decisions at the top and 
enforcing them upon subordinates. More important for organiza- 
tional success is employee commutment to the goals of the organiza- 
ton. 


The major management task for British universities is not trans- 
forming the management structure, or developing clear perfor- 
mance indicators (which leads to ‘chase the indicator’ instead of 
doing the job as well as possible), but maintaining commitment in 
the face of diminishing resources and demoralizing insistent crit- 
icism. Will following the Jarratt model increase that commitment? 
I doubt it.46 


Although as a letter telling and succinct, as a substantive communica- 
tion it does not go beyond the knowledge and principles to be encoun- 
tered in a first-year management science course. The dawning realization 
that epochal transformations in the constitutional fabric were being 
made by people who were assertively ignorant of the absolute basics of 
what they were dealing with was, to this writer, cause for great perplex- 
ity. There had to be something larger going on. 


Symptomatic of the lack of engagement in any form of reasoning which 


4 Roderick Marun, Professor of Industral Sociology, Imperial College, London, Tree 
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would have made for a real debate was this report of Jarrart’s own 
response to criticisms of his committee, perhaps indeed to this very let- 
ter. Speaking to a conference on University Purchasing—purchasing by 
universities, chat 1s: 


The commuttee had also been accused of proposing the imposition 
of industrial management on the universities. ‘Frankly, this is rub- 
bish. Any organization which involves bringing together people, 
buildings and services should be concerned about how it uses these 
resources to achieve its purposes. There are not different systems of 
management for different types of organization.’ 


Participation and consensus were essential in the build-up to a deci- 
sion, said Sir Alex, but in any successful decision-making structure, 
the ultimate responsibility must lie with one person or body.47 


It is difficult to see in this statement more than dogmatic reassertion. 
Not only are Martin’s arguments not addressed, for somebody who had 
spent a year chairing discussions with the likes of Sir Robin Ibbs and 
Geoffrey Lockwood, Sir Alex reveals a large ignorance of the scientific 
basics of his problem. Such a statement could not have been made by 
anybody who had had brought to his attention the central works on unu- 
versity governance—as, for example, compellingly synthesized by 
Burton Clark,‘ or even the work in one of the most significant traditions 
in studies of management in industry itself, that emanating from Burns 
and Stalker, who state categorically: “The beginning of administrative 
wisdom is the awareness that there is no one optimum type of manage- 
ment system.’49 Is it unfair to see ‘the great and the good’, when wheeled 
on by ministers to impose major changes on fields they know nothing 
about, as direct descendants of Ure's class of ‘enlightened manufacturers’, 
‘exploding scholastic dogmas’ merely because they had not been verified 
in their own experience? Is ıt wrong to see the inability of this crypto- 
government committee to take heed of the findings of research on the 
problem it was supposedly addressing as of a piece with the secular 
inability of the leaders of British undustry to appropriate scientific 
research and expert training for the greater competitiveness of their 
enterprises? Was not tbu the moment when the potential cure of ailing 
Britain was given the disease? 


Speaking Out Under the Big Stick 
Perhaps feeling themselves compromised by their sponsorship of the 


17 Trees Higher Education Supplement, 20 September 1985. Our first-year management sci- 
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Jarratt Committee, perhaps mesmerized by their close proximity to the 
big stick, individual unrversity leaders may have hazarded that it was 
better not to speak out too assertively, lest it should be sooner rather than 
later that the soft grunting should give way to the wielding Only one 
statement from a Vice-Chancellor found its way into the scrapbook, 
coincidentally a statement made on foreign soil. At a conference orga- 
nized by the International Association of Consultants in Higher Edu- 
cation Institutions in Ennis, Ireland, Sir Peter Froggatt, Vice-Chancellor 
of Queen’s University, Belfast, 1s reported thus: 


It is probably impossible to make universities like businesses with- 
out damaging their core constitution and it would be wrong even to 
try... There was a simplistic notion that if universities were made 
like businesses then something magical would happen 1n society, he 
told a conference in Ennis, Co. Clare... 


The British government wanted to break staff security of tenure, 
make the vice chancellor chief executive, introduce performance 
indicators, managers, budgetary units, and corporate plans. It 
wanted a university council which would act like a board of direc- 
tors. It also wanted to see universities raise private capital if neces- 
sary through capital markets and it openly favoured a general 
dogma of privatization. 


Sir Peter told the conference... that the diffusion of central power ın 
the university hierarchy was not understood by businessmen 
because it was anathema to their own model. 


But the whole university machinery was ideally suited to allow staff 
to teach, to research, to debate, and to publish—in fact to conduct 
their contractual activities—without let or hindrance except the 
laws-of the land, and with at best minimal direction from their 
employer. .. 5° 


The individual and collective voices raised on behalf of the university ın 
public reply to government rhetoric had no apparent effect. By this time 
it was clear that the Thatcherite counter-revolution was driven by a 
belief thar the government should be sovereign, not needing ‘to consult 
or negotiate with anyone else’.>* The rhetoric of the market made legiti- 
mate interventions, whose ultimate purpose was given out to the public 
as to secure the benefits of competition—'the pre-eminent advantages 
[which] arise from the principle of allowing capital to run ın an open and 
uorestrained channel’—but whose proximare effect was to create a uni- 
tary higher education system without legal privileges, easily steerable in 
any desired direction.>? Behind the rhetoric there lay a political strategy: 
to break the constitutional independence of the university. The govern- 
ment would see that they received the best of management practice ın 
British industry and commerce, to support their drive for greater effi- 
ciency in ‘meeting national needs’. 


I Temes Higher Education Supplement, 20 September 1985 (my emphans). 
3* Aubrey Jones, Britain’s Economy. The Rosts of Stagnation, Cambridge 1985, p. 140. 
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As with any good double-bind, behind the market rhetoric lay the polit- 
ical pay-off: the reality of centralization, compulsion, and control. 
Within five years an apparently untouchable estate, formerly the source 
of ever-rising demands on the public purse, was reduced to a subordinate 
client system, easily manipulable as an electoral lever over the marginal 
middle classes, as John Major was to show. The short-term interests of 
ministers in reducing public spending coalesced with the long-term 
ınterests of civil servants in ‘tidying up’ a rag-bag of conflicting jurisdic- 
tions, incommensurable indicators, multiple funding formulae.>3 Ure 
would have been impressed to see the emerging outline of 


a vast automaton, composed of various [administrative] and intel- 
lectual organs, acting in uninterrupted concert for the production 
of a common object, all of them being subordinated to a [polit- 
ically]-regulated moving force... [necessarily] training human be- 
ings to renounce their desultory habits of work, and to identify 
themselves with the unvarying regularity of the complex automa- 
ton.*4 


The Phrlosophy of Manufactures and ‘Post-Industrial’ Industry 


While most of the responses to the Thatcher governments’ critique of 
higher education remained within the organizational terms of debate 
established by that critique—costs, rationalization of structures, 
ımprovement of efficiency, emphasis on the management function, and 
so on—there was one notable exception. This contribution—which was 
widely publicized, being given as a Suntory-Toyota public lecture at the 
London School of Economics and published in at least three places—was 
Professor Robin Marris’s essay on the Great British University Miracle.55 
As if acting to the letter on Edward Coll’s advice for British higher edu- 
cation to profit from the opportunity of the Green Paper to step forward 
and show its capabilities, Marris argued that, strictly as commercial 
enterprises, British universities were ace: effective, efficient, the leader in 
the world market. 


Marns’s argument was simple, logically coherent—no criticism of it 
appeared in any publication—well supported with appropriate evidence, 
and was actually submitted as commissioned advice to the ent 
of Education and Science. Nevertheless, it sank without trace.2° Though 
technically an exercise in economics, it is as a contribution to historical 
thinking that Marris’s work is most significant to our purpose. 

Essentially it was making the same case as Ure’s The Philosophy of 
Maaxfactwres: that a new productive system had arisen in Great Britain; 
that in this system of production Britain had great comparative advan- 


33 Rationalization, whatever its merits, is hardly facılıtated by having ın separate hands 
decisions about resources, need, and academic quality’. William Taylor, Tewes Higher 
Edvcatton Supplement, 20 March 1981. 
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tages; that these comparative advantages were such ther it had already 
‘augmented the resources of the state, and meliorated the condition of its 
citizens’, while it ‘promises in its future growth to become the great 
minister of civilization to the terraqueous globe, enabling this country, 
as its heart, to diffuse along with its commerce the life-blood of science 
and [liberal knowledge, humane values, say] to myriads of people. ..’.57 


It 1s doubtful if there is any other sector of public activity, and prob- 
ably not too many ın the private sector, which can show a riskless 
real return of [8 per cent]. If universities were actually in business, 
and could recapture the full economic value of the benefits they cre- 
ate, investors would be flocking to buy their shares!>® 


As apologists for rising productive systems, Ure and Marris each found 
that the representatives of the failing productive systems—systems with a 
falling share of overall employment, unable to attract the best-qualified 
young people, unable to give remuneration perceived as adequate to those 
obliged to labour there, unable to sustain the nation in the ‘bloodless but 
still formidable strife of trade’5®—had used their control of the legislative 
and executive organs of the state to disadvantage the nsing industry. 


The Government via the University Grants Committee... has pro- 
duced a set of cooked demographic projections designed to show 
that ‘demand’ for student places in the long run is going to 
fall... [and has] briefed its unfortunate spokesman ın the House of 
Lords to give information on the economic return to higher edu- 
cation which also appears to be cooked.© 


It seems now to be largely forgotten that higher education institutions 
were remodelled for a very specific purpose: to make higher education 
more adapted to the interests of manufacturing industry. Whatever we 
may now know about the Conservative governments’ comparative behav- 
1our in respect of manufacturing and the City, the legitimizarion then 
offered to justify the destruction of higher education as an independent 
estate was to make ıt of greater service to the manufacturing economy. 


But did manufacturing industry actually regard this policy as represent- 
ing their interests? We have seen signs that such British manufacturing 
industry as was doing well in global competition did not. Their philoso- 
phy had moved on from Andrew Ure. What they wanted from university 
education was the most developed human beings; what they wanted 
from university research was the most fundamental, strategic knowl- 
edge; as to training of personnel and as to pragmatic applications of 
research, they could look after themselves. Just as, a decade after the pub- 


37 Ure, Philasepby of Manufactures, pp. 18-9. 
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lication of The Philosophy of Manxfactures, Sir Robert Peel told the House 
of Commons that properly capitalized ‘high farming’ had little to fear 
from the abolition of protection, so the representatives of ‘high’ indus- 
try had no interest ın robot-graduates who would be obsolete after five 
years. What the progressive sector of manufacturing wanted to buy was 
not shallow ‘relevant’ knowledge, or situation-specific competences, but 
mind: the deep intellectual resources, scientific and human, capable of 
contributing creatively to managing new challenges under unforeseeable 
circumstances in the mid- to distant future. 


A more reasonable conclusion, therefore, is that the interest most served 
by this policy was the government’s own. The imposition of ‘modern 
management’ on the universities shows to what extent the philosophy of 
manufactures had floated free from its historical base in factories and 
workshops. A century and a half after emerging as the organic ideology 
of an integrated sociotechnical system, it became the instrumental 
rhetoric of cargo-cult politicians promising a disoriented people griev- 
ing over their vanished factories a return to a past of power and plenty by 
means of an education-led reindustrialization. 


But the universities-as-factories fantasy was politically functional. One 
value of revisiting the records of those days is that we see the political 
resolve progressively stiffening, the scale of the change growing. But we 
also see the ambiguity, the duplicity of the policy. The declared purpose 
bas a shadow, but it is not 1ts own shadow: the motive also changes. The 
rhetoric of national needs and societal impatience so exemplarily 
deployed by Mr Waldegrave turned out to be covering an aggressive 
political strategy derived from the Thatcherite analysis of the obstacles to 
governability. Mrs Thatcher's government sought to destroy the ‘privi- 
leges’ of established institutions so as to enlarge the relative weight of the 
governing party. Ignoring the existence of the Great British University 
Miracle meant that the government could shackle these recalcitrantly 
expensive institutions with ways of working which would both drive up 
the indicators of unrversity ‘productivity’ and also symbolically reinforce 
the work ethic of the Factory System. This ın turn would reinforce their 
claim to be the guardians of what they declared was the true economic 
toterest of the nation—the culture of enterprise—and thus secure therr 
re-election as the only party fit to govern. Driven by the power they had, 
drawn on by the power they wanted, the Thatcher governments were 
building a state that only they could govern. 


I make no claim to be able to answer the questions raised by this claim: 
when did the power motive become the driver? With whom? Were they 
sincere about manufacturing at the beginning? Were only some sincere? 
Nor is there the space. Instead I shall close by looking briefly at the 
legacy of that policy today. 


The Place of Education in Blairocracy 


This essay sets out to derive some illumination from mking a comparative 
historical perspective on transformations in the relations between political 
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elites and systems of production and reproduction ın Britain. I have claimed 
that the 1980s saw a transformation in these relations as fundamental as that 
which made Britain the first industrial nation. What evidence do we have in 
the late 1990s about how fundamental the 1980s really were? I shall point to 
three areas: commercialization, massification and audit. 


Once the new state managers came to see a direct relation between 
knowledge and economic rerurn—which their predecessors had long 
accepted as indirect—and once they required of universities chat they 
should produce a commercial return rather than act as trustees for the 
national investment in human capital, then the transition from degrees 
to patents as their primary output, the transition from producing the 
producers to producing a product, from mind-factory to knowledge fac- 
tory, was only a matter of time. In 1998 it is still well under way. The 
focus on research 1s now obsessional, far beyond a reasonable measure in 
the life of learning. This seems to be because universities have come to be 
seen solely as a goose which lays only one kind of egg: knowledge. 


In his survey of universities in a recent issue of the Economist, Peter David 
makes much of the technological innovations that come out of MIT, but 
fails to notice the significance of his own evidence when he refers to a 
study which highlighted the exceptional creative entrenpreneurship 
shown by MIT gradwates.©? Whatever MIT may be do as a filer of patents, it 
certainly provides excellent learning and development opportunities for 
its students—such as giving undergraduates opportunities to work on 
with faculty on research projects. MIT has now become the paradigmatic 
mind factory in the engineering sciences, as Cambridge was in the physi- 
cal sciences earlier ın this century, as Oxford was ın classics and LSE in the 
social sciences. All were distinguished for the people they produced as 
much as for the knowledge. To aim only or principally to produce knowl- 
edge is a policy with a limited shelf life. Is it mistaken to see the skull of 
the iron-master’s obsession with material output grinning through the 
skin of the new British obsession with research? 


Thatcher did not believe that a radically enlarged access to university 
education would produce political returns proportionate to the unavoid- 
able costs entailed. Major did, and the numbers of both students and tit- 
ular universities soared. In 1998 ıt is clear that larger and larger amounts 
of the costs—and in terms of effort as well as money—of being a student 
have been transferred onto the students and their families. 


For how long they will be prepared to pay these costs will depend on 
whether there continue to be jobs for those with degrees. What is most 
unlikely is that these costs will ever again be met by the state in the form 
of student grants. For, with the abandonment of sponsored mobility, sub- 
sidizing the majority of students became anachronistic, and its substitu- 
tion by more Darwinian procedures naturally followed on. From Peter 
David's survey we learn that between 1989 and 1995 public funding per 
student fell by around 20 per cent. Now the £1,000 fee proposal raises the 
stakes in the mobility contest for chose in a comparatively resourceless 
niche in this peculiar market. Mass higher education was both an out- 
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come of and predicated on full employment in an expanding economy. 
Quite how the graduates of the massifying system will do in the labour 
market remains to be seen. What we have already seen is that they have 
been paying a higher price for a lower quality good than earlier student 
generations. What makes this behaviour rational is the general knowl- 
edge that the price will go on rising for a quality which can only fall. 


Following the election, once the new elite made it clear that it was not in 
the business of gentlemanly government through an Establishment ın 
which leading representatives of functional sectors significant to British 
success provided their input to the collective task of running the show, the 
demotion of the universities became a strong likelihood. Gone are the days 
when a Hetherington or a Franks, a Dainton or a Briggs could head up some 
commussion to lay out the future programme in areas where their first-hand 
knowledge was all but non-existent. And with the reduction of the leaders 
has come the requirement that they should restrict the led. An explosion of 
audit has accompanied the imposition of the New Public Management on 
the services of the British state, notably on higher education. 


We need to look beyond the content to the form. What is happening 
here 1s that the new elite seeks to rule Britain, where the old elite just 
governed ıt. The Establishment served as a gyroscopic force for continu- 
ity, a device for remodelling the serviceable to give more service. The 
new elite ts more like a Continental political class, those for whom poli- 
tics is a career, rather than a natural outcome of eminence, ascribed or 
achieved. Since the mid 1980s, their control of legislation has been used 
not just to make laws but also to make, and to position, power. As with 
Solon, as with Henry vi, the new power needs a new kind of law, and 
thus new magistrates. The New Public Management 1s the new magis- 
tracy; audit is their law. 


The functionality of audit to the new political class is that it constructs 
political power while appearing to secure the ends of justice and econ- 
omy. As Michael Power has so lucidly shown, an audit system constructs 
auditability, by that very fact curtailing the discretion and privileges 
long enjoyed by professionals, even when employed by the state. Audit 
reconstructs institutions, away from collegiality towards line manage- 
ment and upward accountability. It also constructs a system which in 
principle could allow comparability between the ‘performance’ of the 
distinct functional systems of the stare. It is the ultimate divide-and-rule 
technique for the age of measurement. As with Solon and Henry vim, 
only the law-givers are not subject to audit. 


I bave no evidence to warrant these final assertions. Work is needed to 
test them, to qualify them. Their purpose here is to bring out the fact 
that the university in Britain continues to live out the consequences of 
the constitutional earthquake that was Thatcherism. The universities 
have been just one corner of the picture; but it is likely that the pattern 
stretches consistently across the whole canvas. This suggests that the rea- 
son we have a new kind of university 1s that we have a new kind of state. 
The big picture is needed to make sense of the corner. 
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Judith Butler 


> Merely Cultural 


I propose to consider two different kinds of claims that have circulated recently, 
representing a culmination of sentiment that has been building for some time." 
_ One has to do with an explicitly Marxist objection to the reduction of Marxist 
scholarship and activism to the study of culture, sometimes understood as the 
reduction of Marxism to cultural studies. The second has to do with the tendency 
to relegate new social movements to the sphere of the cultural, indeed, to dismiss 
them as being preoccupied with what is called the ‘merely’ cultural, and then to 
construe this cultural politics as factionalizing, identitarian, and particularistic. 
If I fail to give the names of those I take to hold these views, I hope that I will be 
forgiven. The active cultural presumption of this essay is that we utter and hear 
such views, that they form some part of the debates that populate the intellectual 
landscape within progressive intellectual circles. I presume as well that to link 
_individuals to such views runs the risk of deflecting attention from the meaning 
and effect of such views to the pettier politics of who said what, and who said 
what back—e form of cultural politics that, for the moment, I want to resist. 
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These are some of the forms that this kind of argument has taken in the 
last year: that the cultural focus of left politics has abandoned the materi- 
alist project of Marxism, that it fails to address questions of economic 
equity and redistribution, that it fails as well to situate culture in terms 
of a systematic understanding of social and economic modes of produc- 
tion; that the cultural focus of left politics has splintered the Left into 
identitarian sects, that we have lost a set of common ideals and goals, a 
sense of a common history, a common set of values, a common language 
and even an objective and universal mode of rationality; that the cultural 
focus of left politics substitutes a self-centred and trivial form of politics 
that focuses on transient events, practices, and objects rather than offer- 
ıng a more robust, serious and comprehensive vision of the systematic 
interrelatedness of social and economic conditions. 


‘Clearly, one more or less implicit presumption in some of these argu- 
ments 1s the notion that poststructuralism has thwarted Marxism, and 
that any ability to offer systematic accounts of social Life or to assert norms 
of rationality—-whether objective, universal, or both—is now seriously 
hampered by a poststructuralism that has entered the field of cultural 
politics, where that poststructuralism is construed as destructive, rela- 


tivistic and politically peralyzing. 
Parody as a Form of Identification 


Perhaps you are already wondering how it 1s that I might take the time 
to rehearse these arguments in this way, giving them air-time, as it were, 
and perhaps you are also wondering whether or not I am already parody- 
ing these positions. Do I think that they are worthless, or do I think that 
they are important, deserving of a response? If I were parodying these 
positions, that might imply that I think that they are ridiculous, hollow, 
formulaic, that they have a generalizability and currency as discourse 
that allows for them to be taken up by almost anyone and to sound con- 
vincing, even if delivered by the most umprobable person. 


But what if my rehearsal involves a temporary identification with them, 
even as I myself participate in the cultural politics under attack? Is that 
temporary identification that I perform, the one that raises the question 
of whether I am involved in a perody of these positions, not precisely a 
moment in which, for better or worse, they become my position? 


It 1s, I would argue, impossible to perform a convincing parody of an 
intellectual position without having a prior affiliation with what one 
parodies, wichout having and wanting an intimacy with the position one 
takes in or on as the object of parody. Parody requires a certain ability to 
identify, approximate, and draw near; it engages an intimacy with the 
position it appropriates that troubles the voice, the bearing, the perform- 


1 This paper was orginally given as a lecture for the plenary panel on ‘Locations of Power’ 
at the Rethinking Marrısm conference in Amherst, Massachusetts in December 1996 It 
bas been revised for publication bere. We are grateful to Duke University Press for per- 
mission to publish this essay It was previously published in See! Tet, nos 52-3, 
Fall/Winter 1997, which also camed a reply by Nancy Fraser, “Heterosemam, 
Misrecogmition, and Capitalism: A Response to Judith Butler’ 
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ativity of the subject such that the audience or the reader does not quite 
know where it is you stand, whether you have gone over to the other side, 
whether you remain on your side, whether you can rehearse that other 
position without falling prey to it in the midst of the performance. You 
might conclude, she is not being serious at all, or you might conclude 
that this is some sort of deconstructive play, and resolve to look elsewhere 
to find a serious discussion. But I would invite you to enter into this 
apparent wavering of mine, if you will, because I chink that 1t actually 
serves the purposes of overcoming unnecessary divisions on the Left, and 
thar is part of my purpose here. 


I want to suggest that the recent efforts to parody the cultural Left could 
not have happened if there were not this prior affiliation and intimacy, 
and that to enter into parody is to enter into a relationship of both desire 
and ambivalence. In the hoax of last year, we saw a peculiar form of iden- 
tification at work, one in which the one who performs the parody aspires, 
quite literally, to occupy the place of the one parodied, not only to expose 
the cultural icons of the cultural Left, bwt to acquire and appropriate that 
very tcontcsty, and, hence, to open oneself happily to public exposure as the 
one who performed the exposure, thus occupying both positions in the 
parody, territorializing the position of that other and acquiring tempo- 
rary cultural fame.? Thus, ıt cannot be said char the purpose of the par- 
ody 1s not to denounce the way in which left politics had become 
media-driven or media-centred, degraded by the popular and the cul- 
tural, but, rather, precisely to enter into and drive the media, to become 
popular, and to triumph in the very cultural terms that have been 
acquired by those one seeks to demean, thus reconfirming and embody- 
ing the values of popularity and media success that goad the critique to 
begin with. Consider the thrilling sadism, the release of pent-up ressen- 
timent at the moment of occupying the popular field that is apparently 
deplored as an object of analysis, paying tribute to the power of one’s 
opponent, thus reinvigorating the very idealization that one sought to 
dismantle. 


Thus, the result of parody is paradoxical: the gleeful sense of triumph 
indulged by the avatars of an ostensibly more serious Marxism about 
their moment in the cultural limelight exemplifies and symptomatizes 
precisely the cultural object of critique they oppose; the sense of triumph 
over this enemy, which cannot teke place without in some eerie way tak- 
ing the very place of the enemy, raises the question of whether the aims 
and goals of this more serious Marxism have not become hopelessly dis- 
placed onto a cultural domain, producing a tremsient object of media 
attention in the place of a more systematic analysis of economic and 
social relations. This sense of trumph reinscribes a factionalrzation with- 
in the Left at the very moment in which welfare rights are being abol- 
ished ın this country, class differentials are intensifying across the globe, 
and the right wing in this country has successfully gained the ground of 
the ‘middle’ effectively making the Left itself invisible within the media. 
When does it appear on the front page of the New York Trmes, except on 


2 The hoar referred to is Alan D Sokal, “Transgressing the Boundaries: Towards a Trans- 
focmarrve Hermeneutics of Quantum Gravity’, Seca! Tes, nos. 46-7, Spcing/ Summer 1996, 
pp- 217-52. 
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thar rare occasion in which one part of the Left swipes at another, produc- 
ing a spectacle of the Left for mainstream liberal and conservative press 
consumption which is all too happy to discount every and any faction of 
the Left within the political process, much less honour the Left of any 
kind as a strong force ın the service of radical social change? 


Is the attempt to separate Marxism from the study of culture and to rescue 
critical knowledge from the shoals of cultural specificity simply a turf war 
between left cultural studies and more orthodox forms of Marxism? How 
is this attempted separation related to the claim that new social move- 
ments have split the Left, deprived us of common ideals, factionalized the 
field of knowledge and political activism, reducing political activism to 
the mere assertion and affirmation of cultural identity? The charge that 
new social movements are ‘merely cultural’, that a unified and progressive 
Marxism must return to a materialism based in an objective analysis of 
class, itself presumes that the distinction between material and cultural 
life is a stable one. And this recourse to an apperently stable distinction 
between material and cultural life 1s clearly the resurgence of a theoretical 
anachronism, one that discounts the contributions to Marxist theory since 
Althusser’s displacement of the base-superstructure model, as well as varı- 
ous forms of cultural materialism—for instance, Raymond Williams, 
Stuart Hall and Gayatrı Chakravorty Sprvak. Indeed, the untimely resur- 
gence of that distinction is in the service of a tactic which seeks to identify 
new social movements with the merely cultural, and the cultural with the 
derivative and secondary, thus embracing an anachronistic materialism as 
the banner for a new orthodaxy. 


Orthodox Unity 


This resurgence of left orthodoxy calls for a ‘unity’ that would, paradoxi- 
cally, redivide the Left ın precisely the way that orthodoxy purports to 
lament. Indeed, one way of producing this division becomes clear when 
we ask which movements, and for what reasons, get relegated to the 
sphere of the merely cultural, and how that very division between the 
material and the cultural becomes tactically invoked for the purposes of 
marginalizing certain forms of political activism? And how does the new 
orthodoxy on the Left work in tandem with a social and sexual conserva- 
tivism that seeks to make questions of race and sexuality secondary to the 
‘real’ business of politics, producing a new and eerie political formation 
of neo-conservative Marxisms. 


On what principles of exclusion or subordination has this ostensible 
unity been erected? How quickly we forget that new social movements 
based on democratic principles became articulated against a hegemonic 
Left as well as a complicitous liberal centre and a truly threatening right 
wing? Have the historical reasons for the development of semi- 
autonomous new social movements ever really been taken into account 
by those who now lament their emergence and credit them with narrow 
identitarian interests? Is this situation not simply reproduced in the 
recent efforts to restore the universal through fiat, whether through the 
imaginary finesse of Habermasian rationality or notions of the common 
good that prioritize a racially cleansed notion of class? Is the point of the 
new rhetorics of unity not simply to ‘include’ through domestication and 
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subordination precisely those movements that formed in part in opposi- 
tion to such domestication and subordination, showing that the propo- 
nents of the ‘common good’ have failed to read the history that has made 
this conflict possible? 


What the resurgent orthodoxy may resent about new social movements 
is precisely the vitality that such movement are enjoying. Paradoxically, 
the very movements that continue to keep the Left alive are credited 
with its paralysis. Although I would agree that a narrowly identitarian 
construal of such movements leads to a narrowing of the political field, 
there is no reason to assume that sech social movements are reducible to their iden- 
titerian formations. The problem of unity or, more modestly, of solidarity 
cannot be resolved through the transcendence or obliteration of this 
field, and certainly not through the vain promise of retrieving a unity 
wrought through exclusions, one that reinstitutes subordination as the 
condition of its own possibility. The only possible unity will not be the 
synthesis of a set of conflicts, but will be a made of sustaining conflict in 
polstically producteve ways, a practice of contestation that demands that 
these movements articulate their goals under the pressure of each other 
without therefore exactly becoming each other. 


This is not quite the chain of equivalence proposed by Laclau and 
Mouffe, although ıt does sustain important relations to 1t.3 New political 
formations do not stand in an analogical relation with one another, as if 
they were discrete and differentiated entities. They are overlapping, 
mutually determining, and convergent fields of politicization. In fact, 
most promising are those moments in which one social movement comes 
to find its condition of possibility in another. Here difference is not sim- 
ply the external differences between movements, understood as that 
which differentiates them from one another but, rather, the self-difference 
of movement itself, a constitutive rupture that makes movements possible 
on non-identitarian grounds, thar installs a certain mobilizing conflict as 
the basis of politicization. Factionalization, understood as the process 
whereby one identity excludes another in order to fortify its own unity 
and coherence, makes the mistake of locating the problem of difference 
as that which emerges between one identity and another; but difference 1s 
the condition of possibility of identity or, rather, its constitutive limit: 
what makes its articulation possible at the same time what makes any 
final or closed articulation possible. 


Within the academy, the effort to separate race studies from sexuality 
studies from gender studies marks various needs for autonomous articu- 
lation, but it also invariably produces a set of important, painful, and 
promising confrontations that expose the ultimate limits to any such 
autonomy: the politics of sexuality within African-American studies, the 
politics of race within queer studies, within che study of class, within 
feminism, the question of misogyny within any of the above, the ques- 
tion of homophobia within feminism, to name a few. This may seem to 
be precisely the tedium of identitarian struggles that a new, more inclu- 
sive Left hopes to transcend. And yet, for a politics of ‘inclusion’ to mean 


3 See my dialogue on equality with Ernesto Laclan, in Daeeritecs, no. 27, Spring 1997, 
Pp. 3-12. 
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something other than the redomestication and resubordination of such 
differences, ıt will have to develop a sense of alliance in the course of a 
new form of conflictual encounter. When new social movements are cast 
as so many ‘particularisms’ in search of an overarching universal, it will 
be necessary to ask how the rubric of a universal itself only became possi- 
ble through the erasure of the pror workings of social power. This is not 
to say that universals are impossible, but rather that they become possi- 
ble only through an abstraction from its location in power thar will 
always be falsifying and territorializing, and calls to be resisted at every 
level. Whatever universal becomes possible—and it may be that univer- 
sals only become possible for a time, ‘flashing up’ in Benjamin’s sense— 
will be the result of a difficult labour of translation in which social 
movements offer up their points of convergence against a background of 
ongoing social contestation. 


To fault new social movements for their vitality, as some have done, 18 
precisely to refuse to understand that any future for the Left will have to 
build on the basis of movements that compel democratic participation, 
and ther any effort to impose unity upon such movements from the out- 
side will be rejected once again as a form of vanguardism dedicated to the 
production of hierarchy and dissension, producing the very factionaliza- 
tion that it asserts is coming from outside itself. 


Queer Politics and the Disparagement of the Cultural 


The nostalgia for a false and exclusionary unity is linked to the dispar- 
agement of the cultural, and with a renewed sexual and social conser- 
vatism on the Left. Sometimes this takes the form of trying to 
resubordinate race to class, failing to consider what Paul Gulroy and 
Stuart Hall have argued, that race may be one modality in which class 1s 
lived. In this way, race and class are rendered distinct analytically only to 
realize that the analysis of the one cannot proceed without the analysis of 
the other. A different dynamic is at work in relation to sexuality, and I 
propose to concentrate the rest of this essay to that issue. Considered 
inessential to what is most pressing in material life, queer politics is regu- 
larly figured by the orthodoxy as the cultural extreme of poltticrration. 


Whereas class and race struggles are understood as pervasively economic, 
and feminist struggles to be sometimes economic and sometimes cul- 
tural, queer struggles are understood not only to be cultural struggles, 
but to typify the ‘merely cultural’ form that contemporary social move- 
ments have assumed. Consider the recent work of a colleague, Nancy 
Fraser, whose views are in no way orthodox, and who has, on the contrary, 
sought to find ways to offer a comprehensive framework for understand- 
ing the interlocking relationship of emancipatory struggles of various 
kinds. I turn to her work in part because the assumption I worry about 
can be found there, and because she and I have a history of friendly argu- 
mentation, one which I trust will continue from here as a productive 
exchange—which is also the reason why she remains the only person I 
agree to name in this essay.4 


4 See Seyla Benbabib, Judith Butler, Drucilla Cornell and Nancy Fraser, eds, Femzusst 
Contentreas: A Phrlasepbical Exchenge, New York 1994 
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In Fraser’s recent book, Justice Interryptus, she rightly notes that ‘in the 
United States today, the expression ‘identity politics’ is increasingly used 
as a derogatory term for feminism, anti-racism, and anti-heterosexism.’> 
She insists that such movements have everything to do with social jus- 
tice, and argues that any left movement must respond to their chal- 
lenges. Nevertheless, she reproduces the division that locates certain 
oppressions as part of political economy, and relegates others to the 
exclusively cultural sphere. Positing a spectrum that spans political 
economy and culture, she situates lesbian and gay struggles at the cul- 
tural end of this political spectrum. Homophobia, she argues, has no 
roots in political economy, because homosexuals occupy no distinctive 
position in the division of labour, are distributed throughout the class 
structure, and do not constitute an exploited class: ‘the injustice they 
suffer 1s quintessentially a matter of recognition’, thus making their 
struggles into a matter of cultural recognition, rather than a material 
oppression. 


Why would a movement concerned to criticize and transform the ways 
in which sexuality is socially regulated not be understood as central to 
the functioning of political economy? Indeed, that this critique and 
transformation is central to the project of materialism was the trenchant 
point made by socialist feminists and those interested in the convergence 
of Marxism and psychoanalysis ın the 1970s and 1980s, and was clearly 
inaugurated by Engels and Marx with their own insistence that ‘mode of 
production’ needed to include forms of social association. In The German 
Ideology (1846), Marx famously wrote, ‘men, who datly remake their own 
life, begin to make other men, to propagate their kind: the relation 
between man and woman, parents and children, the fams/y.7 Although 
Marx vacillates between regarding procreation as a natural and a social 
relationship, he makes clear not only that a mode of production 1s always 
combined with a mode of cooperation, but that, importantly, ‘a mode of 
production 1s itself a “productive force”.’® Engels clearly expands upon 
this argument in The Origin of Family, Private Property, and the State 
(1884), and offers there a formulation that became, for a time, perhaps 
the most widely cited quotation in socialist-feminist scholarship: 


According to the materialist conception, the determining factor ın 
history is, in the final instance, the production and reproduction of 
immediate life. This, again, is of a twofold character: on the one 
side, the production of the means of existence, of food, clothing, 
and shelter and the tools necessary for that production; on the other 
side, the production of human beings themselves, the propagation 
of the species.’ 
Indeed, many of the feminist arguments during that tume sought not 


3 Nancy Fraser, Jasta Interraptas, London 1997. 
ó Ibid., pp 17-18; for another statement of these views, see Fraser, From Redistribution 
to Recognition? Dilemmas of Justice in a “Post-Socialist” Age’, NLR 212, July-August 
1995, pp 68-93. 
i Bobere Tucker, ed , The Marx-Hupels Reader, New York 1978, p. 157. 

Ibid 


9 Frederick Engels, ‘Preface to the First Edition’; The Orrgrm of the Famsly, Privats Property 
and the Stats, New York 1981, pp 71-2. Engels continues ın this paragraph to note how 
societies develop from a stage 10 which they are dominated by kinship to ones in which 
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only to identify the family as part of the mode of production, but to 
show how the very production of gender had to be understood as part of 
the ‘production of human beings themselves,’ according to norms that 
reproduced the heterosexually normative family. Thus, psychoanalysis 
entered as one way of showing how kinship operated to reproduce per- 
sons in social forms that served the interest of capital. Although some 
participants in those debates ceded the territory of kinship to Lévi- 
Strauss and to that theory’s Lacanian successors, still others maintained 
that a specifically social account of the family was needed to explain the 
sexual division of labour and the gendered reproduction of the worker. 
Essential to che socialist-feminist position of the time was precisely the 
view that the famuly 1s not a natural given, and that as a specific social 
arrangement of kin functions, it remained historically contingent and, 
in principle, transformable. The scholarship in the 1970s and 1980s 
sought to establish the sphere of sexual reproduction as part of the 
material conditions of life, a proper and constitutive feature of political 
economy. It also sought to show how the reproduction of gendered per- 
sons, of ‘men’ and ‘women’ depended on the social regulation of the 
family and, indeed, on the reproduction of the heterosexual family as a 
site for the reproduction of heterosexual persons, fit for entry into the 
family as social form. Indeed, the presumption became, in the work of 
Gayle Rubin and others, that the normative reproduction of gender 
was essential to the reproduction of heterosexuality and the famuly. 
Thus, the sexual division of labour could not be understood apart from 
the reproduction of gendered persons, and psychoanalysis usually 
entered as a way of understanding the psychic trace of that social orga- 
nization, and the ways in which that regulation appeared ın sexual 
desires. Thus, the regulation of sexuality was systematically tied to the 
mode of production proper to the functioning of political economy. 


Material Exclusion 


Note that both ‘gender’ and ‘sexuality’ become part of ‘material life’ not 
only because of the way ın which it serves the sexual division of labour, 
but also because normative gender serves the reproduction of the norma- 
tive family. The point here ıs that, contra Fraser, struggles to transform 
the social field of sexuality do not become central to political economy to 
the extent that they can be directly tied to questions of unpaid and 
exploited labour, but also because they cannot be understood without an 
expansion of the ‘economic’ sphere itself to include both the reproduc- 
tion of goods as well as the social reproduction of persons. 

Given the socialist-feminist effort to understand how the reproduction 
of persons and the social regulation of sexuality were part of the very 


they are dominated by the stare, and un this latter development, kinship becomes sub- 
sumed by the stare It is interesting ro note the convergence of this argument with 
Foucault's remarks in The History of Sexuality. Velum 1 (trans Robert Hurley, New York 
1978), where be argues the following “Particularly from the eighteenth century onwards, 
Western societies created and deployed a new apparatus which was superimposed upon 
the previous one.’ (p 106) Kinship determines sexuality ın the ostensibly earlier form, one 
which Foucault characterizes as ‘a system of alliance’ (p. 107), and continues to support a 
newer orgentration of ‘sexuality’ even as the latter mainouins same autonomy from that 
earlier one For an extended discussion of this relation, see che interview I conducted with 
Gayle Rubin, ‘Sexual Traffic’, in # ferences, vol 6, nos. 2-3, Summer-Fall 1994, pp 62-97 
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process of production and, hence, part of the ‘materialist conception’ of 
political economy, how is it that suddenly when the focus of critical 
analysis turns from the question of how normative sexuality 1s repro- 
duced to the queer question of how that very normativity is confounded 
by the non-normative sexualities ic harbours within its own terms—as 
well as the sexualities that thrive and suffer outside those terms—that 
the link between such an analysis and the mode of production is sud- 
denly dropped? Is it only a matter of cultural recognition when non- 
normative sexualities are marginalized and debased? And is it possible 
to distinguish, even analytically, between a lack of cultural recognition 
and a material oppression, when the very definition of legal ‘person- 
hood’ is rigorously circumscribed by cultural norms that are :ndissocia- 
ble from their material effects? For example, in those instances in which 
lesbians and gays are excluded from state-sanctioned notions of the fam- 
ily (which is, according to both tax and property law, an economic unit); 
stopped at the border, deemed inadmissible to citizenship; selectively 
denied the status of freedom of speech and freedom of assembly; are 
denied the right (as members of the military) to speak his or her desire, 
or are deauthorized by law to make emergency medical decisions about 
one’s dying lover, to receive the property of one’s dead lover, to receive 
from the hospital the body of one’s dead lover—do not these examples 
mark the ‘holy famuy’ once again constraining the routes by which 
property interests are regulated and distributed? Is this simply the cir- 
culation of vilifying cultural attitudes or do such disenfranchisements 
mark a specific operation of the sexual and gendered distribution of 
legal and economic entitlements? 


If one continues to take the mode of production as the defining structure 
of political economy, then surely it would make no sense for feminists to 
dismuss the hard-won insight that sexuality must be understood as part 
of that mode of production. But even if one takes the ‘redistribution’ of 
rights and goods as the defining moment of political economy, as Fraser 
does, how is ıt we might fail to recognize how these operations of homo- 
phobia are central to the functioning of political economy? Given the 
distribution of health care in this country, is it really possible to say that 
gay people do not constitute a differential ‘class’, considering how the 
profit-driven organization of health care and pharmaceuticals impose 
differential burdens on those who live with HIV and Ams? How are we to 
understand the production of the HIV population as a class of permanent 
debtors? Do poverty rates among lesbians not call to be thought ın rel- 
ation to the normative heterosexuality of the economy? 


The Mode of Sexual Production 


In Justice Interreptus, although Fraser acknowledges that ‘gender’ is ‘a 
basic structuring principle of the political economy’, the reason she offers 
is that it structures unpaid reproductive work.'° Although she makes 
very clear her support for lesbian and gay emancipatory struggles, and 
her opposition to homophobia, she does not pursue radically enough the 
implications of this support for the conceptualization she offers. She does 
not ask how the sphere of reproduction that guarantees the place of ‘gen- 





0 Eraser, Jastecs Interrapexs, p. 19. 


der’ within political economy is circumscribed by sexual regulation, that 
is, through what mandatory exclusions the sphere of reproduction 
becomes delineated and naruralized. Is there any way to analyze how nor- 
mative heterosexuality and its ‘genders’ are produced within the sphere 
of reproduction without noting the compulsory ways in which homosex- 
uality and bisexuality, as well as transgender, are produced as the sexually 
‘abject’, and extending the mode of production to account for precisely 
this social mechanism of regulation? It would be a mistake to understand 
such productions as ‘merely cultural’ if they are essential to the function- 
ing of the sexual order of political economy, that is, constituting a funda- 
mental threat to its very workability. The economic, tied to the 
reproductive, is necessarily linked to the reproduction of heterosexuality. 
It is not that non-heterosexual forms of sexuality are simply left out, but 
that their suppression is essential to the operation of that prior normativ- 
ity. This is not simply a question of certain people suffering a lack of cul- 
tural recognition by others but, rather, a specific mode of sexual 
production and exchange that works to maintain the stability of gender, 
the heterosexuality of desire, and the naturalization of the family." 


Why, then, considering this fundamental place for sexuality in the 
thinking of production and distribution, would sexuality emerge as the 
exemplary figure for the ‘cultural’ within recent forms of Marxist and 
neo-Marxist argument??? How quickly—and sometimes unwittingly — 
the distinction between the maternal and the cultural is remanufactured 
when it assists in the drawing of the lines that jettison sexuality from the 
sphere of fundamental political structure! This suggests that the distinc- 
tion is not a conceptual foundation, for it rests on a selective amnesia of 
the history of Marxism itself. After all, in addition to the structuralist 
supplementation of Marx, one finds the distinction between culture and 
material life entered into crisis from any number of different quarters. 
Marx himself argued that pre-capitalist economic formations could not 
be fully extricated from the cultural and symbolic worlds in which they 
were embedded, and this thesis has driven the important work ın eco- 
nomic anthropology—Marshall Sahlins, Karl Polanyi, Henry Pearson. 
This work expands and refines Marx's thesis in Precapitalist Economic 
Formations that seeks to explain how the cultural and the economic them- 
selves became established as separable spheres—indeed, how the institu- 
tion of the economic as a separate sphere is the consequence of an 
operation of abstraction initiated by capital. Marx himself was aware that 
such distinctions are the effect and culmination of the division of labour, 
and cannot, therefore, be excluded from ıts structure: in The German 
Ideology, he writes, for example, that ‘the division of labour only becomes 
truly such from the moment when a division of material and mental 
labour appears.""3 This ın part drives Althusser's effort to rethink the 
division of labour in ‘Ideology and Ideological State Appararuses’ in 


H Moreover, although Fraser distinguishes between marters of culcunl recognition and 
political economy, it 15 important to remember char only by entering into exchange does 
one become ‘recognizable’ and that recognition icelf 1s a form and precondition of 


exchange 

™ The place of sexuality in ‘exchange’ has been the focus of much of the work that sought 

to reconcile Lévi-Scranss’s notion of kinship, based on nocmative accounts of beterosexual 
within exogamic social structure, with Marxist nocions of exchange 

13 Tucker, ed., The Marx-Eugels Reader, p. 51. 
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terms of the reproduction of labour power and, most saliently, ‘che forms 
of ideological subjection that [provide] for the reproduction of the skills 
of labour power’.“4 This salience of the ideological ın the reproduction of 
persons culminates in Althusser’s groundbreaking argument that ‘an 
ideology always exists in an apparatus, and its practice, or practices. This 
existence 1s material. 5 Thus, even if homophobia were conceived only as 
a cultural attitude, that attitude should still be located ın the apparatus 
and practice of its instirutionalization. 


Cultural and Material Gifts 


Withio feminist theory, the turn to Lévi-Strauss imported the analysis of 
the exchange of women into the Marxist critique of the family, and 
assumed for a time a paradigmatic status for the thinking of both gender 
and sexuality. Moreover, it was this important and problematic move 
that unsettled the stability of the distinction between cultural and mate- 
rial life. If women were a ‘gift’, according to Lévi-Strauss , then they 
entered into the process of exchange in ways that could be reduced to 
neither a cultural or a material sphere. According to Marcel Mauss, 
whose theory of the gift was appropriated by Lévi-Strauss, the gift estab- 
lishes the limits of materialism. For Mauss, the economic is only one part 
of an exchange that assumes various cultural forms, and the relation 
between economic and cultural spheres is not as distinct as they have 
come to be. Although Mauss does not credit capitalism with the distinc- 
tion between cultural and material life, he does offer an analysis that 
faults current forms of exchange for forms of brute materialism: ‘origi- 
nally the res need not have been the crude, merely tangible thing, the 
simple, passive object of transaction that it has become.’?® On the con- 
trary, the res ts understood to be the site for the convergence of a set of 
relationships. Similarly, the ‘person’ is not primarily separable from his 
or her ‘objects’: exchange consolidates or threatens social bonds. 


Lévi-Strauss showed that this relation of exchange was not only cultural 
and economic at once, but made the distinction inappropriate and unsta- 
ble: exchange produces a set of social relations, communicates a cultural 
or symbolic value—the coupling of which becomes salient for Lacanian 
departures from Lévi-Strauss—-and secures routes of distribution and 
consumption. If the regulation of sexual exchange makes the distinction 
between the cultural and the economic difficult, if not impossible, to 
draw, then what are the consequences for a radical transformation of the 
lines of those exchange as they exceed and confound the ostensibly 
elementary structures of kinship? Would the distinction between the 
economic and the cultural become any easier to make if non-normative 
and counter-normative sexual exchange come to constitute the excessive 
circuitry of the gift in relation to kinship? The question is not whether 
sexual politics thus belong to the cultural or to the economic, but how 
the very practices of sexual exchange confound the distinction between 
the two spheres. 


4 Lous Althusser, Lewte ana Philesephy, and Other Essoys, trans. Ben Brewster, New York 
I97i,p 133. 

15 Ibid ,p 166 

16 Marcel Mauss, Aw Estey sa the Gift, trans. W D. Halls, New York 1990, p 50. 
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Indeed, queer studies and lesbian and gay studies in their overlapping 
efforts have sought to challenge the presumed link between kinship and 
sexual reproduction, as well as the link between sexual reproduction, and 
sexuality. One might see in queer studies an important return to the 
Marxist critique of the family, based on a mobilizing insight into a 
Soctally contingent and socially transformable account of kinship, which takes 
its distance from the universalizing pathos of the Lévi-Straussian and 
Lacanian schemes that become paradigmatic for some forms of feminist 
theorizing. Although Lévi-Strauss’s theory helped to show how hetero- 
sexual normativity produced gender in the service of its own self-aug- 
mentation, it could not provide the critical tools to show a way out of its 
impasses. The compulsory model of sexual exchange reproduces not only 
a sexuality constrained by reproduction, but a naturalized notion of ‘sex’ 
for which the role in reproduction 1s central. To the extent that natural- 
ized sexes function to secure the heterosexual dyad as the holy structure 
of sexuality, they continue to underwrite kinship, legal and economic 
entitlement, and those practices that delimit what will be a socially rec- 
ognuzable person. To insist that the social forms of sexuality cannot only 
exceed but confound heterosexual kinship arrangements as well as repro- 
duction is also to argue that what qualifies as a person and a sex will be 
radically altered—an argument that 1s not merely cultural, but which 
confirms the place of sexual regulation as a mode of producing the sub- 


ject. 


Are we perhaps witnessing a scholarly effort to ameliorate the political 
force of queer struggles by refusing to see the fundamental shift in the 
conceptualizing and institutionalizing of social relations that they 
demand? Is the association of the sexual with the cultural, and the con- 
comitant effort to render autonomous and degrade the cultural sphere, 
the unthinking response to a sexual degradation perceived to be happen- 
ing within the cultural sphere, an effort to colonize and contain homo- 
sexuality ın and as the cultural itself? 


The neoconservativism within the Left that seeks to discount the cul- 
tural can only always be another cultural intervention, whatever else it is. 
And yet the tactical manipulation of the distinction between cultural 
and economic to reinstitute the discredited notion of secondary oppres- 
sion will only reprovoke the resistance to the imposition of unity, 
strengthening the suspicion that unity 1s only purchased through violent 
excision. Indeed, I would add that the understanding of this violence has 
compelled the affiliation with poststructuralism on the Left, that is, a 
way of reading that lets us understand what must be cut out from a con- 
cept of unity in order for ıt to gain the appearance of necessity and coher- 
ence, and to insist that difference remain constitutive of any struggle. 
This refusal to become resubordinated to a unity that caricatures, 
demeans, and domesticates difference becomes the basis for a more 
expansive and dynamic political impulse. This resistance to ‘unity’ car- 
ries with it the cipher of democratic promise on the Left. 


Dave Beech and John Roberts 


Tolerating Impurities: 
An Ontology, Genealogy 
and Defence of Philistinism 


Tam the impurity that makes the zinc react, lam 

the grain of salt or mustard...there was much talk about 
purity, and I had begun to be proud of being impure. 

— Primo Levi’ 


Since the publication of our essay ‘Spectres of the Aesthetic’ (NLR 218) and a 
number of other writings by ourselves on philistinism and contemporary art, we 
have found ourselves subject to a certain amount of critical attention and contro- 
versy.? Malcolm Bull and Malcolm Quinn have challenged our conception of the 
philistine, Julian Stallabrass and Stewart Home have questioned our political 
reading of the new art in Britain, and now Andrew Bowie and Jay Bernstein 
-have examined our theory of aesthetics and subjectivity.3 These exchanges have 
often produced more heat than light, which is not to say that they have not pro- 
duced any light at all. In fact, these exchanges have undoubtedly contributed to 
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the development of our concept of the philistine. We would admit that 
our earlier characterization of the philistine did not differentiate suffi- 
ciently between the empurical and the discursive. Having concluded that 
‘philistine categories and values are not reducible to any actual body of 
the meanings of the dominated’, we took this to mean that the philistine 
was principally a motile discursive category, the shifting ‘other’ of art 
and aesthetics. Our present characterization of the relationality of the 
philistine avoids the dichotomy of reducing the philistine to either an 
empirical or a discursive category, or indeed of reducing the empirical to 
the discursive or vice versa. This means that relationality does not resolve 
the division between the empirical and discursive, but insists on their 
co-presence as a condition of their difference. This is why we take our 
distance from Malcolm Bull's essay, “The Ecstasy of Phulistinism’, 
because for him the philistine is merely the name given to the imagined 
agency of art's formal negation, that is, a concept which is no more than a 
counter-factual token given form by utopian longing.’ Our philistine, 
on the other hand, is emphatically relational, remaining deeply entan- 
gled in the alienated conditions of art’s production and reception. 


However, if we acknowledge the value of these contributions to our 
‘research programme’, we must also point out a number of misconstruals 
and confusions which have exacerbated the would-be scandalousness of our 
position. Thus we have been particularly surprised by what the ‘Spectres of 
the Aesthetic’ has been taken to be claiming for the philistine, aesthetics 
and art. In general, these writers exaggerate the political, cultural and epis- 
temological objecteves of our critique of what we called the ‘new aestheti- 
cism’. What we present as a set of suspicions about the contemporary turn 
to aesthetics in philosophy and art history is taken to be an antipathy to the 
aesthetic and the value of art. This 1s surprising because at numerous 
points throughout our essay we go to great lengths to make clear that our 
critique of the ‘new aestheticism’ and our concept of the philistine is inter- 
nal to the philosophy of aesthetics and the criticism and practice of art. As 
we stated, ‘neither aesthetics nor its critique can go on living apart as if 
nothing was out of place’. Rather than claiming that our concept of the 
philistine shatters art and aesthetics for good, our final sentence is properly 
reticent about its subversiveness: ‘It might be that the world has got as 
much to say about art as art has got to say about the world, and that judge- 
ments about art have to survive in the same world as other judgements’.’ 


1 Primo Levi, The Periods Table, Loudon 1986, p. 35. 

4 Dave Beech and John Roberts, ‘Spectres of the Aesthetic’, NLR 218, pp. 102-27. 

3 See Malcolm Bull, “The Ecstasy of Philistinism’, NLR 219, pp 22-41, Malcolm Quinn, 
"Re-thinking the Unthinkable Ventnloquy, the Quotidian and Intellectual Work’, Therd 
Ted, po 40, Autumn 1997, pp. 13-20, Julian Stallabrass, ‘Phoney War’, Art Monthly, no 
206, May 1997, pp 15-16, Stewart Home, The Art of Chauvinism in Bamin and 
France’, everythrmg, 00. 19, March 1996, pp. 19-22, ] M Bemstein, ‘Against Voluptuous 
Bodies’, NLR 225, pp 89-104, and, Andrew Bowie, ‘Confessions of a “New Aesthete™’, 
NLR 225, pp. 105-26. 

4 Beech and Roberts, ‘Spectres of the Aesthetic’, p 126. 

> Bull, “Che Ecstasy of Philisunism’. 

6 Beech and Roberts, ‘Spectres of the Aesthetic’, p 104 

7 Ibid , p. 127 We might also point out here, contra Bernstein's reference to ‘the discon- 
certing modesty of [our] conclusion’ (Against Voluptuous Bodies’, p 89), thar the ‘mod- 
esty’ of our conclusion 1s not a mask, or the sgn of hypocrisy, but an acknowledgement of 
work yet co be done. 
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This means that the characterization of us as philistines—or rather intel- 
lectuals slumming it as philistines—is poorly conceived. ‘Spectres of the 
Aesthetic’ may set out to defend the philistine against its philosophical 
abuses, but it does not set out to supplant the aesthete or the intellectual 
as models of self-knowledge and reason. In other words, ‘Spectres of the 
Aesthetic’ is not a ‘defence’ of the philistine—in the manner of a defence 
of art, or some other worthy 1tem— it is an immanent critique of the 
repressions and aporias of art history and the philosophy of aesthetics by 
way of a consideration of that which they exclude: philistine forms of 
attention and agency. However, whereas in that essay we figured the 
philistine as a ‘corrective’ to the ‘new aestheticism’, we now wish to 
extend our inquiry into the consequences of suspending or erasing the 
customary derogation of the philistine. This leaves open, as work to do, 
the question of the exact cultural and political consequences of our the- 
ory of the philistine It is urgent, in our view, to acknowledge the politi- 
cal dimension of the derogatory use of the term, bur it is ill-advised to 
anticipate the outcome of the research project which interrogates the 
social and cultural divisions of a society which takes this derogation as 
read. As such, the philistine is of interest precisely because it is a deroga- 
tory term, yet it would be of no interest at all if we could not rethink the 
philistune in a way that puts a question mark over the content of this 
derogation. 


Why Pick on the Left? 


But why, in a dispute about the operations of power within discourses on 
culture, did we settle on the writings of a small number of left intellectu- 
als, rather than, say, the institutionalized authority of postmodernism? It 
would seem as if we have taken a sledgehammer to crack a nut; the new 
philosophers of aesthetics certainly do not have anything like the same 
kind of institutional power and cultural influence enjoyed by critical 
postmodernists and the like. Yet this lack of cultural power is slightly 
musleading, for the philosopher's turn to aesthetics offers a charitable and 
comfortable home for the many attacks on the cultural and intellectual 
achievements of the Left since the 1960s: the social history of art, cul- 
tural studies, women’s studies and gay and lesbian studies, post-colonial 
theory, and the philosophy of science. We are all now familiar with the 
homeostasis of these relations and groups by the use of the ugly reduc- 
tivisms of ‘political correctness’, a term that the philosophers themselves 
are not too adverse to using. It is undoubtedly the case that the institu- 
tionalization of identity politics has made critical postmodernism an 
intellectual liability, given the ease with which its politics of difference 1s 
self-defeatingly interpreted ın terms of constituencies of identity instead 
of the dialectic of power between groups and classes. This is why the 
authority of critical postmodernism should be challenged. Critical post- 
modernism has become a sympathetic ideology for the weak post- 
labourist social democracy of the 1990s. 


But the problem with the ‘new aestheticism’ is that it challenges critical 
postmodernism on the wrong grounds and from the wrong direction, 
allowing Bowie and Bernstein to confuse our criticism of the ‘new aes- 
theticism’ with a support of ‘postmodernism’ or some aspects of it. In 
fact our theory of the philistine was designed specifically as a critique 
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both of postmodernism and what we see as an insufficient response to 
postmodernism in the ‘new aestheticism’. A cursory glance at both our 
writing in the 1990s makes it clear that we have been trying to think our 
way beyond the opposition between an identity-driven postmodernism 
and a philosophical call to ‘aesthetic order’. This makes Bowie's descrip- 
tion of us as erstwhile ideologists of the anti-aesthetic somewhat comi- 
cal, as if we bad laboured on the philistine and cultural division to end 
up chummy with Margeret Thatcher and Gary Bushell. It also makes 
Bernstein’s attempt to label our philistine as nihilistic a disingenuous 
collapse of the critique of aesthetic value into the abolition of value alto- 
gether. 


Bowie and Bernstein object to our use of the philistine ın a critique of the 
‘new aestheticism’ for its apparent lack of philosophical and historical 
ambition: ‘Short-term benefits are thus traded for long-term solutions’, 
claims Bernstein;® ‘The freedom involved in both aesthetic reception and 
production of the kind at issue here is not freedom for voluptuous bodily 
pleasures without guilt; it is instead the ability imaginatively to engage 
with and transcend constraints, ın ways which feed into so many aspects 
(including erotic aspects) of our dealings with others’, says Bowie.® 
What ıs at issue is whether the philistine of our writing threatens the 
‘substitution of illusory pleasure for the radical demand for happiness’ 
(Bernstein),*° because whatever the philistine has it does not have ‘the 
aesthetic claim to disclose truth, characteristic of masterpieces like 
Whiteread’s Howse’ (Bowie).'* Such anxieties about the philistine are, as 
we will show, widespread and deeply entrenched. Indeed, the dual 
assumptions that art discloses truth and (therefore) that the philistine’s 
pleasures amount to an illusory happiness have given shape and weight 
to the derogation of the philistine throughout the social history of mod- 
ern cultural division. 


However, Bernstein and Bowie are oot making the usual elitist jibe at 
the philistine’s lack of discrimination; their arguments are not primarily 
cultural, but epistemological ones. That is, art and aesthetics is invoked 
as part of the philosophical articulation of philosophical problems. 
Insofar as the philistine has been invoked by us as a guide to cultural 
position-taking, these issues of epistemology are not unintentional by- 
products, but misconstruals of what the philistine 1s and what we seek to 
achieve by it. Firstly we do not see the philistine as solving the philo- 
sophical problems of modernity. Secondly, we do not see it as solving the 
problems of art and culture. But if we are not claiming that philistine 
pleasures disclose the truth, what are we claiming? In one sense, more 
than Bowie and Bernstein would clam for the philistine, but not as 
much as they claim for the sesthetic subject: the philistine is no guaran- 
tor of truth, ethics and reason, nor much of a witness to cultural impov- 
erishment and social conflict. But in another sense, the philistine is the 
most exacting cultural category imaginable within the context of mas- 
sive inequalities in cultural capital and the symbolic violence that goes 





8 Bernstein, ‘Against Voluptuous Bodies’, p. 7 

9 Bowie, ‘Confessions of a “New Aesthete”’,p 21 
1° Bernstein, ‘Agsinst Voluptuous Bodies’, p 13 

1 Bowne, ‘Confessions of a “New Aesthete”’, p. 17 
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along with it. It ıs because of this conjunction of culture, violence and 
knowledge which impels suspicion of the widespread use of the term 
‘philistinism’ as simply a derogatory category. This suspicion alone 
would not be enough, which is why we need to do more work on the 
ontology and genealogy of the philistine than Bowie’s, Bernstein's and 
Bull’s concept of the philistine as the negation of art would allow. 


The Ontology of Philistinism 


Even though the philistine can be analyzed in terms of economic and 
political relations, it 1s not to be defined primarily as an economic and 
political category, or reduced to any specific social or political group. 
The philistine is first and foremost a cwliwral category. For instance, if it 
is unacceptable to assume all proleterians are philistines, then it 1s 
equally unacceptable to assume all philistines are proletarians. But more 
fundamentally, because culture is relatively autonomous, it is mistaken 
to turn to the proletariat to settle the content of the philistine as cultur- 
ally deviant, derogatory or excluded. Yet as Marxists we more than sus- 
pect that questions of class and other forms of social conflict and 
inequality will not be eclipsed by issues bf epistemology and aesthetic 
value, and yet questions of class will not eclipse issues of the philistine. 


Does this lack of fit between the philistine and any social group, then, 
mean that the philistine is a rogue signifier and therefore just another way 
of talking about dominant taste and subordinate taste, cultural discontent 
and culturel difference? In the many obvious instances of artists appearing 
to take on the identity of the philistine ın the nineteenth and twentieth 
centuries (Manet, Duchamp, Pollock, Warhol and so on) this seems to be 
the case. In fact, if philistinism is considered to be the collection of all 
deviance from established taste, then it may seem as if philistunism has 
played an unrivalled part in the history of avant-gardism and modernism. 
Indeed, ıt may look as if the history of avant-gardism has been the history 
of philistinism. Yet, it would be an extremely impoverished and insulting 
view that gathered all the ‘others’ of dominant taste under the heading of 
the philistine. For instance, the fact that African sculpture is the ‘other’ 
within early modernism does not thereby establish its philistinism—even 
though modernism looked to African sculpture for ‘unsophisticated’ plea- 
sures, and ‘uncultivated’ forms. Its ‘otherness’ to modernism has a very 
different basis. It is imperative, therefore, for the ontology of philistin- 
ism, that we distinguish philistinism from other ‘others’ that might be 
confused with it as part of a more general resistance to dominant taste. 


If this is so, then the philistine cannot be taken as the repository of cul- 
tural otherness, subsuming all other ‘others’, but has to be positioned in 
relation to the non-European, the feminine, the abyect, the grotesque, 
primitive and anti-intellectual, and so forth. This requires us to express 
the positionality of the philistine in terms of the shifting relations of per- 
meation between the uncultured, pre-culrural and the ‘otherly’-cul- 
tured. This tells us something fundamental about the ontology of 
philistinism. For, the non-European is ‘other’ to dominant taste because 
such taste is racially specific, and the feminine is ‘other’ to dominant 
taste because such taste is gendered in the masculine. The philistine, on 
the other hand, is the ‘other’ of dominant taste because it is primarily 
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determined—as we argue in our genealogy of the philistine below—by 
its relation to the history of the modern aesthetic subject. Whereas the 
aesthetic subject has been regarded as something close to the epitome of 
subjecthood, the philistine has been taken to lack all attributes of aes- 
thetic sensitivity and judgement, usually extended to include the attrib- 
utes of subjectivity itself. 


In outlining an ontology of the philistine, we do not thereby intend to 
brush aside overlaps and interrelations between issues of class, race and 
gender in questions of taste and culture. We do, however, want to mini- 
mize the confusions which such interrelations tend to bring up. Think of 
the place of decoration ın modernist discourse, and how it can operate 
equally well as an index of savage ritualism, feminine triviality, and prole- 
tarian crimunality—for example, the tattoos on sailors and prison inmates. 
The logic seems to be that decoration is other to modernism, and is then 
found to be symptomatic of social groups who are themselves other to 
modernism’s enlightened technocrats and engineers." The point is that 
decoration is treated by modernists as a non-specific ‘other’ of good taste. 
This is also the case for grotesquerie, awkwardness, incompetence, naiveté, 
anti-intellectualism and, more recently, the abject. In our argument, the 
philistine is not a non-specific other, but holds a non-transferable position 
ın cultural relations. And, ın this way, it is related hierarchically to other 
non-transferable positions such as the aesthete and the connoisseur. This 1s 
because the philistine is che outcome of the complex positions produced 
by the internal relations of cultural division—sesthetes, connorsseurs, his- 
torians, critics, specialists, artists, consumers, amateurs, outsiders and so 
on. It is within these complex relations thar the philistine, as the category 
par excellence of the uncultured, is established. It follows, therefore, that 
the philistine cannot be ‘the absolute negation of the aesthetic’™ because 
this would mean turning a relation into an emphatic disavowal of that 
relationality.“4 These relations are the philistine’s ontological ground. Yet, 
they are not stable or fixed. In this, our relational concept of the philistine 
18, we believe, a more nuanced and dialecticized answer to the prevailing 
accounts of cultural exclusion, whether of the Pierre Bourdieu-type socio- 
logical revaluation of popular taste, or the Hilton Kramer-type moderniste 
retrenchment of aesthetic value." 


1 The sheer cendentiousness of this 1s shown in the pronounced example of Adolf Loos’s 
caminal proletamat who, at the same cume as being castigated for indulging in an excess of 
decoration, were Lrving ın abject squalor. And you can't get more functional than that! See 
‘Ornament aod Crime’, 1908, in Arts Council, The Archetecters of Adelf Les, London 1987 
Pp. 100-3 

13 Malcolm Bull, Ecstasy of Philistinism’, p 24. 

™ Negation’ implies a relacion, but does noc idenufy one Think, for instance, of what 
would be left out uf the proletariat was defined as the ‘absolute negation of capital’. Even if 
the proletariat is the historical agent of the abolition of capital, it 18 backwards to chink 
thar ıt us produced by this capacity, instead of its relacion to the ownership of the means of 


production 

' Kramer bas become one of the more strident voices in the current ‘crvility’ debare in the 
us Although whet American conservatives call the ‘new incrvility'—thar us, any attack 
on bigh-cultura! values and middle-class fantasies of ‘community’ and mutual respect—is 
noc strictly identifiable with the debate on philistinism, Kramer's and others’ violent dis- 
taste for the new art, the 19800 legacy of sdentity politics and the ‘vulgarity’ of popular 
culture, us certainly framed by the percerved growth of philistine excess within North 
American culture. See Benjamin DeMort, ‘Seduced by Civility Political Manners and 
The Cris of Democratic Values’, The Netra, vol 263, no. 19, 9 December 1996 
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The Philistine as Real Absence 


Just where you might expect to find a discussion of the philistine, in 
Bourdieu’s sociology of cultural distinction, the philistine is deliber- 
ately erased.‘® This is because Bourdieu is taking the negative defini- 
tion of those said to be without taste and redescribing this 
sociologically as otherly cultured: a lack of cultural capital is not 
equated with an absence of taste but with the presence of other tastes. In 
making present what is suppressed by official taste, Bourdieu seeks to 
relativize official taste by identifying a repertoire of popular pleasures 
aod forms of attention where previously there was supposed to be 
merely an absence of taste. The explanatory potential of Bourdieu there- 
fore lies in his use of sociology to submit aesthetic ideology to critique, 
offering representation where there had been misrepresentation by see- 
ing a purported absence (tastelessness) as a presence of a different kind 
(unofficial tastes). In a sociological account of cultural distinctions, 
then, the philistine bas no place, for the uncultured has been 
redescribed as differently cultured. Two things can be drawn from this. 
First, the philistine 1s not, as Bourdieu and our critics presuppose, a real 
presence described ideologically as an absence, it ıs a real absence. A 
prima facie case for the real determinate absence of philistinism can be 
made, therefore, as we have already done, by showing that the hierarchi- 
cal relations which shape the philistine cannot be put aside in order to 
treat philistinism as equal but different from official taste. Thus, a soci- 
ologist of culture might note that philistinism is regarded as an absence 
(of cultivation) in order to go on a search for the presence of culture else- 
where. This is simular to the Sartrean/Bhaskarian conundrum of Pierre’s 
absence from the cafe. Sartre takes this absence to imply the presence of 
Pierre at another place, at home for instance. Whereas Roy Bhaskar 
argues that ‘Pierre’s absence from the cafe doesn’t sean the same as his 
presence at home (although the latter entails the former——which is 
equally entailed by his death) any more than it means the same as Jean's 
occupying his customary place’.’7 In our ontology, philistinism 1s a real 
negation in Bhaskar’s sense because it cannot be analyzed in purely posi- 
tive terms. Illness is an absence of well-being, not the presence of well- 
being elsewhere. The ontological status of philistinism as a real 
determinate absence can be made successfully on the basis of the culti- 
vated assessment of the philistine as uncultured, but when the question 
of alienation is brought into play, the case for the philistine as a real 
negation is even stronger, as we will argue below. 


The second point follows from this, which is that the philistine is not a 
sociological concept. It is, instead, an aesthetic concept, derived from 
within the categories and values of aesthetic and cultural discourse and 
artistic practice. Which means that the philistine cannot be adequately 
understood through sociological analysis, but through a genealogy of its 
use and development as a term of cultural abuse and derogation. It is to 
this that we now turn. 


16 See Pierre Bourdieu, Distraction: A Social Crittqza of the Judgement of Teste, trans. Richard 
Nice, London 1984. 
7 Roy Bhaskar, Dialect: The Pulse of Freedom, Verso, London 1993, p 7. 
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The Philistine in Romanticism 


It is customary to discuss the origins of the modern concept of the philis- 
tine with reference to the distinction made by students in eighteenth- 
century Germany berween themselves and the ‘philisters’-—referring to 
the uneducated townspeople. The distinction 13 then said to be formal- 
ized and generalized in early Romanticism with the use of the term 
‘philistine’ to refer to all chose insensitive to culture. In the customary 
history, the passage of the term ‘philister’ from its beginnings as German 
slang to cultural classification is taken as seamless and cumulative: the 
related events of the gestation and birth of a new, modern concept. We 
would argue, however, that the early Romantics used the concept of the 
philistine to set up a novel opposition which does not correspond to the 
modern distinction between philistine and cultured. This is because they 
did not recognize the distinction between the cultured aesthete and 
uncultured philistine. Instead they sought to separate the spontaneous 
and intuitive creator (Genius) from the ercultured scholar—whose 
acquisition and inheritance of pre-established codes of evaluation (Learn- 
ing) the Romantics disparaged. This locates the Romantic concept of the 
philistine within a very different philosophical dispute. For instance, 
Herder argued in his treatise On the Origin of Language (1772) that to 
speak of the origin of the word as name presupposes the really important 
step has already been taken: namely, the origin of the idea that some 
things (signs) can refer to others. Herder attributes the origin of words 
with the expression of feelings such as fear. In this, language emerges 
precisely because ‘man’ is not merely an observing, knowing, denomi- 
nating, physical monad, but an active, expressrve, feeling subject. 


Yet, if it is customary to return to the German Romantics in discussions 
of the philistine, what also needs to be recognized is that the philosophi- 
cal material for this ‘turn to feelings’ bad already been established in 
Britain in the late seventeenth and early eighteenth centuries. It is this 
British tradition of the philistine, with its unevenness, peculiarities and 
absences, which we want to address. For it 1s the philosophical materials 
of this British tradition, we would argue, from which the present debate 
on the philistine is formed. "8 


This tradition is inaugurated by the third Lord Shaftesbury (1671-1713) 
and his follower Francis Hutcheson (1694-1746).’9 Shaftesbury learned 
from the practices of seventeenth-century religion that intellectualism 
might be rejected in favour of preaching and devotion ‘calculated to 
arouse, stimulate and guide passions, affections and sentuments’.”° For 
this reason, he turned his philosophical attentions to the passions of indi- 


18 Although the modern debate on aesthetics u commonly assumed to be formed out of 
the wotings of Adorno and Benyamin—oe other German philosophers such Manfred 
Frank and Gadamer—we want to stress thar the Bush reception of German sesthetic 
philosophy rehearses subtended, but nonetheless, important debares within the Brush 
tradicion of writing on culture 

19 In saying this we are not trying to beck-dete the birth of the concept of the philistne, or 
to deepen its intellectual bentage, rather we want to flesh our the philosophical debares 
which determined the recruitment of the term in circumstances quite different from the 
class politics of the twentieth century. 

æ Alasdair MacIntyre, Whee Jastra? Which Ratreaalsty?, Loodon 1988, p. 169 
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viduals. It wes Hutcheson, however, who gave Shaftesbury’s term ‘moral 
sense’ the precise meaning of a mode of perception sui generis which tells 
us what to do in the absence of definite rules. What this amounts to is not 
the emergence of the word ‘philistine’, but the emergence of the concep- 
tual framework which will define how the word came to be used in 
Romanticism and Victorian aestheticism. 


In this sense, the intra-class concept of the philistine, as the name given 
by bourgeois artists to an indifferent bourgeois public, has little or noth- 
ıng to do with the modern concept of the philistine as the culturally 
impoverished proletarian, or the radical nay-sayers of art. Its definitive 
boundary is between the following of rules, and judging in the absence of 
rules, which produces an unnerving historical irony. For the Romantics, 
the absence of rules of judgement was progressive and emancipatory— 
being characteristic of the genius—while the ‘philistine’ was a powerful 
and cultured voice; for the modern intellectual, on the other hand, the 
phulistine represents the brutality of the uncultured and uneducated. It 
1s important to note here that the eighteenth-century conception of the 
philistine is not opposed to the cultured, learned intellectual, as it comes 
to be in the twentieth century. Rather, as a cultural category, the modern 
concept of the philistine develops according to specifically modern cul- 
tural and social relations; and therefore is overwhelmingly the product of 
the emergence of the modern proletariat and industrial capitalist society. 
And, importantly, of modern art. 


The Philistine in Victorian Aestheticism 


The nineteenth-century philistine remains primarily an intra-bourgeois 
matter, but this is during a period in which the power of classical culture 
is historically diminished. If the first half of the century was dominated 
by Sir Joshua Reynolds’s Discoxrses, the second was dominated by Prince 
Albert and the commercial ethos of the Great Exhibition of 1851. 
Reynolds's vision for the Royal Academy was based on the moral nature of 
the ‘liberal’ arts, as opposed to the low aspirations of the ‘mechanic’. To 
put it briefly, Reynolds’s aim was to establish the proper place for the arts 
within crvil society by demarcating the representation of the ‘Ideal’ from 
the material concerns of craft and commerce. By the 1840s, though, after 
the Parliamentary Commussions on Art and Design of 1835-36, and the 
setting of up a number of design and trades schools throughout Britain’s 
industrial centres, Reynolds’s sentiments could no longer secure auto- 
matic support within the bourgeoisie.” Although Reynolds precepts 
were incorporated into these trade exhibitions, specifically ın the creation 
of a special category for Fine Art, and by providing a key articulation 
within the developing languages of industry, by the time of the major 
industrial and trade exhibitions of the 1850s and 1860s, the bourgeoisie 
began to expect quite different social benefits from art. “The 1840s had 
regarded the exhibition of works of art as a means of moral improvement; 
the 1850s regarded it as a means of commercial advancement. ?? 


a See Adnan Rifkin, ‘Success Disavowed The Schools of Design in Mid-Nineteenth- 
Century Broun (An Allegory)’, Jeermal of Desige Hatery, vol. 1, no. 2, 1988, pp. 89-102. 
= John Steegman, Victories Taste, London 1987, p 256. First published 1950 See also, 
Steve Edwards, ‘Photography, Allegory and Labour’, Art Jewrnal, Summer 1996. 
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While the industrial bourgeoisie were busy mingling questions of cul- 
ture with social control and the commercial interests of the state, the 
same period saw the development of a critical aesthetic tradition which 
rejected both classicism and commercialism. Just as William Blake was 
the revolutionary conscience of Sir Joshua Reynolds's stately authority, 
Jobn Ruskin and William Morris were the great dissenters from official 
Victorian culture. For Ruskin and Morris, the industrialization of cul- 
ture and the acquisition and promotion of luxury taste was spiritually 
demeaning, socially catastrophic, and radically inhuman. As Morris was 
to say in Art end Socialism, ‘the death of Art was too high a price to pay 
for the material prosperity of the middle classes’ .?3 


This open dissent from official culture does not mean that Ruskin and 
Morris were unaffected by the shift of Victorian attitudes to art associ- 
ated with Prince Albert. They each moved away from an early interest ın 
a deep morality of human spirituality to 2 commitment to work, produc- 
tivism aod utility. But their critical account of labour could never be 
shared by the industrialists because it turned on the notion that work— 
as opposed to labour—is necessary to human flourishing, not merely the 
means of obtaining wages or profit. For them, as for Matthew Arnold at 
the same period, it is the industrial and commercially minded bour- 
geoisie who are berated as ‘philistines’ for a lack of aesthetic sensitivity 
and their emptying of aesthetics from life. In this, the concept of the 
philistine is still recognizably Romantic insofar as it is related to the 
rejection of arcane finery for the sake of a natural or spontaneous response 
to art and nature. Despite the differences and overlaps between Morris’s 
overwhelming stress on the socialization of art at the expense of ques- 
tions of taste, Arnold’s emphasis on the attaroment of ‘sweetness and 
light’ through an individual refinement of aesthetic sensibility, and 
Ruskin’s refined aesthetic critique of industrial society, all three share 
the philosophical naturalism of Romanticism. However, what distin- 
guishes these writers from the antecedent Romantic culture is their 
direct alignment between the concept of the philistine and the commer- 
cial interests and values of the industrial bourgeoisie. The enemy is no 
longer simply the over-educated connoisseur blinded by the rules and 
codes of a classical ‘liberal’ education. A greater threat 1s posed by the 
bourgeois who places profit and standardization above that of culture 
and the aesthetic good life. So, like the neoclassicist, the bourgeois 
philistine renders himself blind to what should be intuitively seen and 
naturally felt. But whereas an over-educated sensibility was one of the 
key obstacles to Romantic truth, now it 1s bourgeois venal self-interest 
and celebration of the vagaries of the market which constitutes the fail- 
ure to see the ‘truth of things’. 


The Naked Eye 


This notion of the philistine as blinded by external social forces has its 
myth already written: “The Emperor's New Clothes’. Hans Christian 
Anderson’s tale opposes the enculturally deceived ruling class to the nat- 
urally perceptive peasant and child. Throughout the text, Anderson 


33 William Morris, ‘Art and Socialism’, in AL Morton, ed , Paasa! Writrags of Willem 
Me ris, London 1973 Morns's essay was first published as a pamphlet in 1884. 
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emphasizes the way power can overrule the truth of the senses. As always 
in Anderson, the downtrodden have their day as the rulers get their 
comeuppance. It is no surprise therefore that the bearer of this natural 
perceptivity within Morris’s critical thought 1s the industrial proletariat. 
As Morris puts it: ‘Apart from any trivial words of my own, I have been 
surprised to find, for instance, such a hearty feeling coward John Ruskin 
among working-class audiences’ they can see the prophet in him rather 
than the fantastic rhetorician as more superfine audiences do.’ 


Arnold does not go this far. For him, the proletariat 1s theorized under 
his term ‘the populace’ who are characterized as ‘raw and half-developed’ 
and ‘marching where it likes, meeting where 1t likes, bawling what it 
likes, breaking what it likes’.?> This does not mean that Arnold sees the 
proletariat as the greatest threat to ‘sweetness and light’, but that they 
need to be transformed and guided. What is more, it is their very raw- 
ness which makes them potentially transformable. 


The common trope is that the chief virtue of the proletariat 1s its natural- 
ness. Although Morris finds the truth in the working class, and Arnold 
and Ruskin want to supply truth to them, the chief vice of the industrial 
bourgeoisie is, by contrast, that it has acquired an unnatural and brutal 
culture. The prolecariat’s naturalness puts it in close proximity to the 
body. For Ruskin and Arnold this is the source of the ‘ignoble’ and wan- 
ton;?* for Morris, on the other hand, the body is the place of mediation— 
through work—between the self and nature. In this, the goal of human 
and social perfectibility is treated by Ruskin and Arnold as an achieve- 
ment of the enlightened transmission of cultural tradition and ‘right rea- 
son’, whereas in Morris human perfectibility is already embedded in 
embryo in the daily practices and consciousness of the proletariat. 


With these nineteenth-century cultural critiques, we have the two main 
components of the modern twentieth-century concept of the philis- 
tine—the characterization of the proletariat as raw and uncultured, and 
the idea thar che philistine is indifferent or antagonistic to art and aes- 
thetics as such—but these two notions were yet to be combined to desig- 
nate the uncultivated proletariat as the model of philistine estrangement 
from art (and thereby also truth and humanity). 


Modernism and the Philistine 


If industrial capitalism is the ground out of which the modern concept of 
the philistine is formed, it is only with the development of modern- 
ism—as a defence of art as a special, autonomous culture—thar the 
philistine emerges as a category of cultural brutality per se. This new 
conceptuslization has the curious character of being for the first time a 
cross-class category, and yet a distinctively proletarianized or proletari- 


™ Ibid., pp 119-20. 
45 Matthew Arnold, Caltare and Anarchy [1869], Cambridge 1963, p 105 
John Ruskin, ‘Prinaples of Art’, in Freades Agretes: Resdsugs sm ‘Modern Patntery’, 
London 1896, p 2. Tr is the common consent of men chat whatever branch of any pursuit 
maunisters to the bodily comforts, and regards material uses, is ignoble, and wharever pert 
13 addressed to che mind only, 1s noble.’ 
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anizing one. This is because modernism as a model of art’s distance from 
‘everyday’ experience and cognition sees aesthetic judgement 1n funda- 
mental conflict with social transformation. Whereas Morns, Ruskin and 
Arnold, all held to the need for the true value of art to find its place ina 
socialist new world, the early theonsts of modernism in Britain, Roger 
Fry and Clive Bell, look to the survival of art as a survival of all chat was 
‘beautiful’ and ‘humane’. The consequence of this is that the authentic 
perception of the artwork lies in the cultivation of a special sensitivity to 
its ‘significant’ form, separating judgement from evaluations of techni- 
cal skill and moral worthiness. 


For Fry and Bell the historical importance of the Post-Impressionists lay 
in the way that their dissolution of form umplies a radical transfiguration 
of the onlooker—both artist and spectator—into a pure and uncon- 
strained aesthetic subject. With this view, Fry and Bell take the con- 
struction of the aesthetic subyect under industrial capitalism as an ethical 
imperative, insofar as ıt umplies a humanizing transformation. Yet, 
although this 1s framed by a socialist politics, neither Fry nor Bell devel- 
oped any notion of socta/ transformation. Without any diminution of the 
class conflicts within industrial capitalism, Fry and Bell forsake the 
interpretation of class positions in cultural attitudes so prominent ın the 
nineteenth century, speaking instead of a single division between those 
who are inside the experience of modern art and those who are not. As 
Bell was to write in 1914, ‘In saying that the mass of mankind will never 
be capable of making delicate aesthetic judgements, I have said no more 
than the obvious truth’.?? That ‘never’ is an extraordinarily significant 
moment 1n the history of the aesthetic subject and the philistine. Ruskin 
and Arnold agreed that the mass of humankind were tw fact incapable of 
fine aesthetic judgement, but they held to the belief of individual and 
social perfectibility through social transformation and education. This is 
what the ‘never’ of modernist aestheticism subtracts from the philistine, 
and working-class self-emancipation. 


The basis of this development was, we would argue, the changed social 
relations of modern artistic culture. As Fry describes it in 1917: ‘the 
artist of the new movement is moving into a sphere more and more 
remote from that of the ordinary man. In proportion as art becomes 
purer, the number of people to whom ıt appeals gets less’.?® This false 
assumption leads to an even more questionable outcome. For, whereas 
the aesthete claims that ordinary perception is inappropriate to the 
judgement of art, he nevertheless assumes that the special sensitivity of 
the art-lover is transferable to the perception of ‘ordinary life’ and nature. 
As Fry put ıt in Viston and Design ın 1920: ‘this specialization of vision 
goes so far that ordinary people have almost no idea of what things really 
look like’ .79 


In Fry and Bell, the need to distinguish ‘significant form’ from social 
sentiment, mere pattern-making or technical proficiency, requires that 
the sensitivities of the aesthete be protected from all external moral and 


*7 Cirre Bell, Art, London 1914 

* Roger Fry, ‘Art and Life’, in Vistes and Design (1920), London 1957, p 15 
® Roger Fry, ‘An Essay in Æstheucs', nVarrex and Design, p. 20. 
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social interests. Thus judgements about art made according to practical 
interests and needs were treated as pollutants of the fragile beauty of the 
aesthetic, in much the same way the smoke and grime of capitalism 
despoiled the natural world. Fry and Bell harboured no sentiment for the 
raw and vigorous naturalism of the working class which is, instead, seen 
as the measure of how far humans have lost their capacity for sensuality. 
The effect of this was not only the exclusion of the ‘unseeing’ bourgeoisie 
but the ‘unfeeling’ proletariat. It is cherefore a small step from this exclu- 
sionary concept of the aesthetic to the notion of working-class culture as 
a training 1m insensitivity itself and the construction of the philistine as its 
rebarbative agent. As a consequence, the formal innovations of mod- 
ernism from Cézanne onwards are taken to express the highest achieve- 
ment of modern humanity, insofar as their separation of ‘significant 
form’ from exogenous :nterests—Church, State, politics, morality, senti- 
ment—define the boundaries of ‘true’ disinterested culture from false 
self-interested culture. 


But if modernism was the scourge of both the bourgeois and proletanan 
philistine, the awkwardness and ugliness of modern art made it vulner- 
able to being charged with philistinism itself. By the beginning of 
World War 1, the intra~-bourgeois concept of the philistine was not only 
displaced by the proletarianized philistine, but by the bourgeois critic 
and connoisseur who judged modern art to be incompetent and vulgar 
and therefore demonstrating modern art’s exclusion from and lack of 
high culture. This places the concept of the philistine in a truly trans- 
formed cultural space within early twentieth-century culture: bourgeois 
radicals and conservatives can vie with each other over the application of 
the term, each capable of accusing the other of philistinism without any 
chance of conciliation.» It needs to be emphasized, therefore, that mod- 
emism expanded and refined the context in which the concept of the 
philistine was used. At the same time as modernism drove ‘ordinary’ 
cognition out of the realm of aesthetic judgement, its openness to disso- 
nant notions of gaucherie and ‘primitivism’ allowed conservative buyers 
and critics to characterize modernist painting as pandering to the unedu- 
cated and insensitive. 


As the dominated section of the dominating class, modernist intellectu- 
als such as Fry and Bell found themselves in a predicament which has had 
a profound umpact on the experience of culture in the twentieth century. 
They were unable to think any practical co-joining of advanced art and 
radical social transformation because their own position as intellectuals 
seemed so frail in the face of the institutional and monetary power of 
conservative culture, and the indifference of the masses—and this 
despite their utter conviction of the cognitive legitimacy of modernism! 
Unlike Morris, Ruskin and Arnold, they did not believe in the persua- 
sive powers of education; all they saw was the brute power of money and 
machines, and the dehumanizing inertia of the masses. And so, while the 


» The conflicting and shifting nature of these attachments are given an interesting gloss 
tn che treatment meted out to the uppermiddle-class collectors of the Poet- 
Impressionists For :scance, in Jobo Galsworthy’s The Forsyte Sage, the rich Soames 
Forsyte is satirized as philistine for buying Post-Impressionists on the grounds that he did 
so merely for effect. John Galsworthy, To Læ, The Fersyts Saga, Vol 3, London 1921. 
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conservatives have social and economic power, and the modernists have 
cultural legitimacy, the proletariat have neither. Which means that accu- 
sations of philistunism stick to the proletariat more easily and more stub- 
bornly. The result is thar the concept of the philistine undergoes a 
fundamental proletarianization. Released from the position of the encul- 
tured but unfeeling connoisseur, the philistine’s modern identity as the 
culturally excluded per se, finally becomes synonymous with the prole- 
tariat. However, this does not mean thar the concept settles on a prole- 
tarian referent, but chat its intra-bourgeois uses become inflected by 
proletarian attachments. An important outcome of this proleterianiza- 
tion is that the philistine is ‘out in the open’ as the excluded ‘other’ of 
bourgeois culture. Although conservatives are now 1n a position to rad 
the concept in order to denigrate modern art and modernity, for the first 
time ın history, ıt becomes available ın a positive fashion to defenders of 
working-class struggle and the critics of cultural and social division. 


Philistinism and Mass Culture 


For fifty years, the philistine was a determining presence in English writ- 
ing on aesthetics and culture, giving the construction of the concept a 
particular English complexion. Retrospectively, Fry and Bell can be seen 
as situated at a turning point within an English socialist and dissenting 
tradition on culture, replacing the socialization of the aesthetic with the 
theorization of the aesthetic subject in conflict with mass, industrial bru- 
talization. During the ensuing decades, this trajectory, in the hands of 
Herbert Read, the Leavises, Orwell, Hoggart and the wz, had a largely 
impressionistic view of mass culture and its technologies. Even though 
Hollywood cinema and popular literature were generally denounced as 
trivializing and demeaning by the Left, these attacks were ad hoc, cursory 
and under-theorized. In the late 1960s and early 1970s 1n Britain, as a 
reaction to this, there was a widespread turn in cultural studies to the 
European Marxist tradition of Gramsci, Lukács, Benjamin and Adorno. 
One of the results of this now over-familiar historical turn has been the 
neglect of an indigenous radical debate on culture and the popular from 
the 1930s. Tom Steele has recently drawn out some of the positions and 
problems of this period of British cultural thinking, suggesting over- 
looked continuities with current debates on aesthetics and the philis- 
tine.3? Nevertheless, the provincial core of this tradition could not be left 
unchallenged. In particular, the left critique of mass culture had to be 
dragged out of the confines of Fabian and workerist moralism. And this 
critique was inaugurated not in Britain, but ın Germany principally by 
Horkheimer and Adorno. They developed the concept of the ‘culture 
industry’ as a critical variation on ‘popular culture’, Brecht had also 
argued against the populist submission to ‘popular culture’ with the idea 
of social and cultural transformation as a process of baomsag popular. 
These debates in Germany of the 1930s are usually referred to as between 
realism and modernism, where both sides at least agree on one thing: the 
culpability or inadequacy of mass culture. In this context, the philistine 
can no longer be treated as a vague and unexamined token of cultural 
exclusion and aesthetic insensitivity when mass culture bas marginalized 





+ Tom Steele, The Emergence of Cultural Stmdees 1945-65: Cultarail Politis, Adult Educatron 
and the English Quectrex, London 1997. 
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high culture. Indeed, the philistine now takes on a paradoxical role, both 
sliding out of view as a term of abuse against those who take pleasure from 
mass culture and popular pastimes, yet looming ever larger as a threat to 
bourgeois civilized values. Thus, despite the absence of the word ‘philis- 
tine’ as anything other than an elitist term of abuse, the positive content 
of the concept ıs extended and transformed ın theories of mass culture, 
directly inspired by the huge upsurge in class struggle after World War 1 
and the victory of the Bolsheviks in Russia. As the conservative skill- 
based culture of the academy and the Salon 1s finally overturned by the 
Russian avant-garde’s appropriation of photography and film, questions 
of aesthetic value are challenged by an uncompromising de-eestheticiza- 
tion of art and its judgement. However, if these debates ın Soviet Russia 
were concerned with mass education and the technological transforma- 
tion of art; they were not and could not have been addressed to questions 
of mass culture and its reception. Soviet Russia, obviously, had no com- 
mercial mass culture. Nevertheless, the Soviet avant-garde’s reappraisal of 
the proletarian reception of culture did come to feed into debates around 
mass culture, through writers such as Walter Benjamin who drew on 
Soviet experience to rethink the cultural predicament of Western indus- 
trial capitalism. 


Benjamin Versus Adorno 


Armud the discussion of the possibility of an alternative mass culture in 
Germany in the 1930s, a new debate ensued regarding the actual popu- 
lar reception of commercial mass culture. In an exchange between 
Adorno and Benjamin, the reception of mass culture was contested from 
the opposing frameworks of working-class self-activity and bureau- 
cratic manipulation of ‘the masses’. Adorno’s essay, ‘On the Fetish 
Character in Music and the Regression of Listening’, written as a 
response to Benjamin’s ‘Art in the Age of Mechanical Reproduction’ , 
takes Benjamun’s positive political ‘prognosis’ to task with a social psy- 
chology of the reception of mass culture.3? As is well known, Benjamin 
describes how the technologies of reproduction offer unprecedented 
opportunities for social and cultural transformation, whereas Adorno 
sees the mass propagation of the culture industry as producing nothing 


3: The Soviet avant-garde’s use of photography as a means of mass propaganda and prole- 
tanao documentation links artistic practice directly to social transformation and the 
effects of mass culture, producing a remarkable funcoonalization of arnstic value 
Judgements of value are defended according to whether or not they promote democratic 
dialogue and the interests and needs of the working class. With this, che cransformation of 
the caregonies of artuustic production by the noo-specialist application of photographic 
technologies brings about a subsumption of the disinterested aesthetic subject under the 
dictates of the interested, proletarian subject—thereby revealing the interests entailed in 
disincerestedness The outcome of this is thar the breakdown of prevailing sesthetic hier- 
archies through the socially interventionist uses of photography and film produce an 

ted historical convergence between artistic value and the experiences, needs 
end wants of the philisrine as the culturally excluded. Alexander Rodchenko, El Lissitsky, 
Sergei Eisenstein, Dziga Vertov and Boris Arvatov all see the mass use of technology 10 art 
as an extension of democratic dislogue rather than es a deminishment of sesthetic expen- 


ence 
33 Theodor Adorno, ‘On the Fetish Character in Music and the Regression of Listening’, in 
JM. Bernstein, cd., The Culture Indastry. Selected Essays on Mass Cultert, Loodon 1991 
Walter Benjamin, ‘Art in the Age of Mechanical Reproduction’, in Haæwssatrens, London 
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more than ‘displeasure in pleasure’ and ‘deconcentration’.34 Mass cul- 
ture for Adorno is hardly culture at all; it is an industry. The technolo- 
gies of mass production and distribution function to create specific 
forms of reception which are destructive of the very core of the individ- 
ual subject itself. The lover of catchy tunes is not just without taste, but 
ts ‘subjectless’. Adorno takes mass culture to be administered by a hand- 
ful of executives and businessmen who conjure up tantalizing distrac- 
tions for millions of willing customers. “They need and demand what 
has been palmed off on them. They overcome the feeling of impotence 
that creeps over them in the face of monopolistic production by identi- 
fying themselves with the inescapable product.’?5 For Benjamin, on the 
other hand, the technologies of mass culture might well be harnessed by 
capitalism for the centrifugal production and centripetal consumption 
of commodities, but monopoly is not the essence of these technologies. 
It ıs merely a circumstantial fact of capitalist history. In fact, Benjamin 
separates the brutalizing uses of mass reproducibility from the potential 
inherent in these technologies for enhanced dialogue and mass partici- 
pation—which, for him, results ın a transformation of the perception of 
the world and ourselves. So, whereas for Adorno the consumption of 
mass Culture infantilized the subject through the pursuit of self-negat- 
1ng pleasures, for Benjamin the technologies of mass culture bring to an 
end an epoch in which a small number of producers of culture were 
faced with a large number of consumers. Instead, mass cultural tech- 
nologies mean that ‘the distinction between the author and public 1s 
about to lose its basic character... At any moment the reader is ready to 
turn into writer’. 


For Adorno, producers are producers and consumers are consumers; 10 
Benjamin the consumer is always potentially a producer, such that the 
relations between them are never stable and fixed. Consequently, 
Adorno’s consumer of mass culture is always presumed to be a passive 
recipient of administered goods, while Benjamin figures the reception of 
mass Culture in terms of an active, dialogic subject. It should be pointed 
out that the precondition of Benjamin’s prognosis was the transferral of 
power from big business—which reduces opportunities for production 
while expanding consumption—to the dispersed hands of the prole- 
tariat. The idea that Benjamin was defending actually existing mass cul- 
ture as technologically democratic or emancipatory 1s therefore mistaken 
on exactly these grounds. The means of cultural distribution remained 
tied to commercial interests, and so these technological developments 
were to have effects that Benjamin left uotheorized. It might seem, 
therefore, that Adorno, who took it for granted that mass culture was 
monopolistic, was right all along. Except that Adorno made the mistake 
of thinking that Benjamin was arguing for the benefits of the culture 
industry, hence the assertiveness of his reply ‘On the Fetish Character of 
Music’, analyzing the effects of radio technology and gramophone rec- 
ords ın the listener's ‘regression of hearing’. Each seems to block the 
truth of the other’s interpellation of mass culture: Benjamin envisioning 
an ideal horizon beyond the hell of monopolistic alienation; Adorno 


M Theodor Adorno, ‘On the Fetish Character in Music’, pp. 29, 43. 
35 Ibid , p. 42. 

26 Benjamin, ‘Arc in the Age of Mechanical Reproduction’, p. 225. 
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insisting on recognizing the complete eradication of the subject, seeing 
only identifications with mass products and blocking off all signs of 
resistance, redemption and dialogue. 


Contemporary Cultural Studies 


This historical stand-off 1s still very much alive in contemporary dis- 
putes between critical theory and cultural studies. Indeed, it is common 
to practically all current debates on the popular and its critics. To be 
accused of elitism, an uncritical acceptance of the popular, or technologi- 
cal determinism, is to play out these now standard dichotomies. 


Today, the dispute between critical theory and cultural studies is at an 
impasse.37 Mass culture and popular pleasures are taken to be either the 
effects of commercial interests or the means of resistance to them. As 
such, critical theorists regard cultural studies as uncritical, whereas cul- 
tural sociologists regard critical theorists as elitist. And yet this sharp 
demarcation is not simply an opposition between those who celebrate 
and those who criticize the products and experiences of mass culture. It 
is also a question of how intellectuals might address cultures beyond the 
academy. It is as if the founders of cultural studies, in thinking through 
the discomfort they felt with university culture, and criticizing high- 
culture, came to affirm the fact that they had been Black Sabbath fans 
all along. At its inception, working-class experiences were revalued, 
such as in Phil Cohen's study of ‘mods’, and Paul Willis’s examination 
of schoolboys’ complex modes of resistance to authoriry.$® Subculture 
theorists such as Paul Corrigan and Simon Frith, followed up by Dick 
Hebdidge, extended this work to discern counter-hegemonic activities 
in rock music culture and punk, distinguishing it from the puerile sub- 
missions of pop fans. Around the same time, Julie Burchill and Tony 
Parsons took sides with pop, against the masculinist assumptions of 
subcultural theory.29 For Burchill and Parsons, pop was no worse for 
being a feminized form of consumption, but rather might be credited 
for its sincerity and unpretentiousness. It was not that the music was to 
be regarded uncritically, only that the passions and desires which 
accounted for the commercial success of the music had to be recognized 
as authentic in some way. This meant that pop fans might be defended 
from the masculinist accusations that they were submissive, manufac- 
tured, and vacuous. Consequently, a writer working out of this trajec- 
tory such as Kobena Mercer can speak of the ‘covert politics’ of black 
hairstyles and dance steps.*° In a similar way, it might be said that even 
unworthy and generally disparaged pastimes such as bingo, playing 


37 For a recent discussion of che growing awareness of this impasse, see Gary Hall and 
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fruit-machines or watching male strippers can be legitimated as form- 
ing alternative communities of resistance. Indeed, the rise of cultural 
studies has redeemed a whole range of popular pastimes, hobbies and 
unofficial pleasures from high-brow condescension through a process of 
politicized ‘readings’ However, it 1s this redemptive thrust of culrural 
studies which is attacked by critical theorists as overly-generous 
towards commodity culture. So, where the cultural sociologist discovers 
resistance in everyday pleasures, the critical theorist knows that politi- 
cal readings of subcultures limit the efficacy of resistance to codes and 
positions within the cultural sphere alone. 


To be fair, the early subculturalists knew of this from the beginning, for 
instance, Clarke’s concept of ‘magical resolution’ made something of 
this point as early as 1976, and Stanley Cohen developed a cntique of 
subculturalism in the introduction to his 1980 edition of Folk Devils 
and Moral Panics.4' This limited use of the term resistance, then, is 
synecdochal: cultural experience is taken to be resistant to the social 
structures as a whole. From the critical theorist’s point of view, all that 
talk about the politics of popular culture 1s a charade, substituting a 
micro-agency of insubordinacy for the absence of collective working- 
class action. The impasse stands: there is no shared ground between see- 
ing mass culture as the site of popular resistance to structures of 
authority, and the view that mass culture 1s one of the main structures 
by which individuals are alienated from their humanity and interests. 
Admittedly, the dispute between Benjamin and Adorno was not 
couched quite in these terms—for instance, Benjamin’s insistence on 
the significance of transformed social relations as a precondition of 
transformed cultural activities has slipped away. Nonetheless, the 
underlying disagreement about the reception of mass culture which 
structures their arguments is present in today’s controversies in which 
the knowledge, discrimination and activity of the recipients of mass 
culture is either presumed or denied. 


None of this intellectual work has been done as a deliberate attempt to 
develop the notion of the philistine. Quite the contrary in fact: the Left 
has been theorizing mass culture and unofficial pleasures on the under- 
standing that it 1s no longer acceptable merely to speak of the popular 
in terms of the phtlistine. Ironically, though, it has been through the 
denial of the validity of the application of the term ‘philistine’ to popu- 
lar activities which has resulted ın the development of the concept of 
the philistine as the ‘excluded other’ of high-brow taste. So, for 
instance, the sociologist turns to the lover of horror movies as a subject 
with discriminatory powers and complex passions—as an alternative to 
merely categorizing the horror film buff as a philistine. Yet, the result us 
that the sociologist has fleshed out the content of the philistine not as a 
derogatory term, but as a specific position within the relations of cul- 
tural division. If we can develop the notion of the philistine through 
consideration of actual responses to mass culture and popular pleasures, 
and if this can be done on the basis that the philistine 1s an active agent 
as well as subject to the machinations of the culture industry, chen it 


“J Clarke, ‘Style’, in Stuart Hall et al., eds, Reststence Threagh Rosals, Loodon 1976; 
Stanley Coben, Folk Deols and Moral Paass, London 1980. 
62 


may be possible to theorize the philistine as the missing term of the 
impasse in contemporary disputes over mass culture. Our concept of the 
philistine cannot resolve the contradictions of a divided culture, but 
perhaps consideration of the contradictory predicament of the philistine 
can go some way to resolving the contradictions in the understanding 
of art and culture. Hence, we do not offer the philistine as a solution to 
cultural and social division, or as a sign of artistic fashionabilicy, but as 
a corrective to certain blindnesses in the questions of culture and 
pleasure. 


Dupes, Radicals and Philistines 


Marxism has typically been unapologetic in its suspicion of popular 
pleasures, and especially the industries and technologies of mass cul- 
ture. In this, it is sentimental to stand up for whatever the working class 
happen to want, regardless of what is in their interests as a class—par- 
ticularly when their desires conform so readily to the commercial or 
political interests of others. This 1s why cultural studies set out to 
retrieve popular culture from the abuse and neglect of intellectuals only 
on the basis that consumption is never merely passive, conformist and 
mindless—in a word, philistine. Instead, cultural studies presents pop- 
ular pastimes as sites of resistance, and therefore in accordance with left- 
wing injunctions. Although cultural studies discards the critical 
theorist’s critique of mass culture, the notion that hairstyles or dances 
are forms of symbolic resistance reinstates the Marxist distinction 
between wants and interests by arguing that popular pleasures promote 
the interests of individuals who seem merely to pursue cheap thrills and 
throwaway identities. In Marx’s Aristotelian view, every individual 
wants what is in their best interests, taking ıt as axiomatic that if an 
individual does not want what is in their best interests then that must 
be because they do not know what their interests are. Subjects of class 
division, it goes without saying, often contribute to their own subjuga- 
tion by permitting their rmmediate desires to take priority over their 
long-term, rational interests. 


The whole discourse on mass culture, including its celebrators and crit- 
ics, is a refusal to let truth be taken over by alienated pleasures and fool- 
ish thrills. Cultural studies writers went out of their way to delve behind 
the backs of working-class pleasure-seekers for signs of political resis- 
tance and consciousness. Benjamin was interested in technological mass 
culture only insofar as ıt had progressive social implications, and Adorno 
waged his relentless critique against mass culture because of its alienat- 
ing, subjugating effects. Fry and Bell held out for autonomous modern 
art against popular distractions because it seemed to offer the greatest 
promise for happiness and community. Even more than this, Ruskin 
treated aesthetic judgements as moral and political imperatives by 
another name. Similarly, Morris always linked his cultural judgements 
with a political commitment to working-class emancipation, while 
Arnold designed his theoretical structure in terms of a politicized oppo- 
sition between an orderly culture and the anarchy of desire. 


No wonder therefore that today the philistine appears in left cultural 
debate as either a radical agent of political resistance or the dupe of dom- 
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inant ideology. This is because, while the critical theorists and aes- 
thetic philosophers acknowledge the philistine as alienated, they con- 
ceive of the philistine and alienated as negative attributes. Cultural 
studies, in turn, reads this negativity as elitist, and as a result, squeezes 
both alienation and the philistine out of the analysis and defence of pop- 
ular pleasures. Our reclamation of the concept of the philistine, however, 
attempts to move the debate on cultural division beyond both options, 
beyond the antinomy of dupes and radicals. 


The Philistine’s Alienation 


Yet, if other writers have claimed to move beyond this impasse, such as 
Gary Hall, Simon Wortham and Angela McRobbie, they remain within 
the older antinomial framework. What they have taken from cultural 
studies 1s the absolute conviction that there are no such things as 
philistines, only various kinds of popular pleasures and pursuits. But at 
the same tıme they want these pleasures to be reopened to ideological 
critique. McRobbie, for example, argues that the ‘continuing emphasis 
on consumer pleasure... fails to raise the question of displeasure or disap- 
pointment in consumption’.43 To counterpose feelings of displeasure 
and disappointment against the fun-house of consumer pleasure 1s to 
settle for something meagre, and much less than Bowie, Bernstein and 
ourselves would insist on. What is more, this lowering of the stakes of 
cultural critique is accompanied by an attenuation of the connectedness 
of pleasure and politics: ‘Emphasis on reproduction does not deny the 
pleasures of consumerism by replacing them with drudgery, but it reg- 
isters the intersection of social control, state intervention and leisure 
culture’.44 In avoiding so-called reductionism, she reinstates an earlier 
Marxist-feminist (post-Althusserian) agenda, but her concept of ‘inter- 
section’ is simply benign—pleasure and politics fit where they touch. 
The effect 1s to give too much credit to what counts as popular plea- 
sures—taking pleasure and displeasure at face value—whilst treating 
ideological critique as a kind of addendum. The impasse is overcome in 
McRobbie’s view by reviving a critical approach to popular pleasures 
shorn of elitism. 


Our response to this impasse, on the contrary, is to judge popular plea- 
sures through the conflictual voice of the philistine, who because of his 
or her positionality, is extraordinarily well-placed to register the violence 
of cultural division as both victim and insubordinate. Thus, our concep- 
tion of the philistine 1s not value-free or normatively neutral. We are 
suggesting, instead, that the philistine is both self-determining and self- 
opaque, both valuable and dubious, and therefore cuts right through the 
impasse of cultural criticism’s binary oppositions. But what needs to be 
explained is how the philistine can be thought of ın this way without 
merely becoming the embodiment of these oppositions. 
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If, in expropriating the philistine from elitist derogation (as low, worth- 
less, vanquished and so forth), we grounded it in economues of cultural 
derogation (such as questions of taste and value, or the sociological dis- 
tinctions of cultural capital), the philistine’s contradictoriness would be 
based on no more than its manifest contradictions as a positional con- 
cept. This would be a circular argument. We have argued that the philis- 
tine is given shape and then developed by the modern division of culture 
and the history of modern art and mass culture; what we are now object- 
ing to is the idea that the philistine ts to be judged merely ın terms of the 
hierarchies from out of which it is produced. A reappraisal of the philis- 
tine must find some other basis for evaluating popular pleasures. In order 
to do this, we will pick up our earlier definition of the philistine as a real 
determinate absence to ground our ontology of the philistine in the 
Marxist concept of alienation. 


The concept of alienation has largely fallen into disuse since Althusser’s 
critique of humanism and the post-Althusserian underlabouring of cul- 
tural studies. The concept of alienation is seen to subtract class and other 
conflicts out of accounts of human suffering. This 1s why, for Althusser, 
Marx’s concept of alienation is both too early and too late. Early because 
it belongs to an early period of Marx’s writing—or earlier still for being 
based ın the bourgeois ideology of Rousseau, Feuerbach and Hegel. Too 
late, because it 1s a concept used by ‘bourgeois interpreters’ of Marx, who 
distort Marx by treating Marxism as a ‘humanism’ instead of ‘part of the 
political fight’ of the class struggle. “The untenable thesis upheld by 
Marx in the “1844 Manuscripts” was that History is the History of the 
process of alienation of a Subject, the Generic Essence of Man alienated 
in “alienated labour”.’4> If Althusser’s phr/asophy of anti-humanism has 
been subject to extensive and necessary criticism,*° we can nevertheless 
emphatically support his polsticed analysis: history is not the history of 
the process of alienation; history is the history of class struggle. And, it 
must be said, other struggles too. Hence, Althusser is ruthless toward 
bourgeois feelings of loss and corruption in romantic anti-capitalism, 
particularly in the rise of existential Marxism and the anthropologizing 
of politics and culture. 47 But if the concept of alienation has tended to 
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‘anthropologize’ political debate, this is not the result of Marx’s early 
writing, primarily the “Economic and Philosophic Manuscripts of 
1844’.48 In fact, it is the jettisoning of anthropocentrism which separates 
Marx’s concept of alienation from all his predecessors. Marx’s theory of 
alienation is complex and requires to be unfolded in detail and depth. 
Such an account ıs impossible here. Suffice it to say it 1s not enough to 
describe this achievement as giving an Hegelian twist to Feuerbach’s 
humanism—by historicizing it—for Marx also elaborated the relation- 
ship between anthropology and ontology. In this, ‘man’ is not alienated 
from ‘nature’ or even ‘human nature’ as in Rousseau’s primitivist 
account, but rather, the alienation of ‘man’ from human being, or 
anthropological nature, that is to say, from the ontology of anthropolog- 
ical ‘species-being’.49 In this, the exchanges between humans and 
pature—essentially, productive activity or industry—are mediated 
through class division, so that original reciprocal interrelationships are 
transformed into alienated ones Briefly put, alienation is the result of 
conflictual social relations which split anthropological species-being, 
shaping experiences and conceptions of nature and activity through this 
split. Alienation, ın eclipsing the human behind the second-order medi- 
ations of capital and labour, transforms a whole series of relationships: 
human to human, human to nature, human to ‘industry’, individual to 
itself, and so on. Ontological alienation 1s then variously experienced and 
understood according to knowledge, class position, gender, race and so 
forth. For example, the class-conscious worker may be well aware of the 
alienated relations between classes and even between workers competing 
for the same job, and yet be completely unaware of how an identification 
witb labour can entail alienation from their own productive activity. 
Another example would be the mother who is aware of the sexual div- 
ision of labour ın the household, and yet is unaware of her alienation 
from her species-being by equating mothering with herself as mother. Jn 
this way, the concept of alienation is superior to ideology-critique 
because it retains an ontological hold on the historical process of anthro- 
pological splitting, avoiding relativism, subjectivism, voluntarism and, 
not least, political preaching.>° 


The Inoculation of Aesthetics 


With this we reach the heart of our argument on the philistine. Without 
a theory of alienation as a split rm specus-being, concepts of cxlinral division will 
lack an ontology. This is why cultural division is so often discussed using 
relativistic criteria—sociologically 1n terms of cultural differences, 
morally in terms of ressentiment and restraint, and normatively in terms 
of binary oppositions. Deontologized ın this way, cultural division 1s 
always transitive, interchangeable, reversible. With alienation as its 
ontological basis, however, the philistine does not merely occupy an 
empirical relationship to, say, the aesthete, it traces that relationality as 
the product of the division of species-being ın the sphere of culture. 


48 See Marx and Engels, Collected Werks, Vol 3, London 1975, pp 229-346; and also ‘On 
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Strictly speaking, then, the philistine is no more or less alienated than 
the aesthete—or any other player in the network of cultural relations— 
yet, because the philistine is the chief term of cultural exclusion and 
derogation, it offers che most direct route between alienation and the 
sphere of culture. Aestheticism seems prepared to talk about the rela- 
tionship between philistinism and alienation, but keeps questions of 
cultural value, and the epistemology of art and aesthetics inoculated 
against alienation.>* What 1s more, the foregoing account of the rela- 
tionship between alienation and the split of species-being suggests a 
vivid link between the demonization of the philistine and the aesthete’s 
resistance to the concept of cultural difference and che plurality of cul- 
tural values: each serves to obfuscate alienation in their account of art 
and aesthetics. Cultural studies, on the other hand, obfuscates alienation 
10 its account of cultural differences by seeing only diversity, and affirm- 
ing ıt, instead of recognizing how the split of species-being is secreted 
within this play of differences. This can be seen ın the way that cultural 
studies refuses to talk about the philistine, preferring empirical differ- 
ence to the ontology of alienation What each of these general 
approaches underestimates 1s the epistemological value of the philis- 
tine’s proximity to alienation, leaving abstractions where there should 
be interrelations. That 1s, the very existence of the philistine mast pre- 
suppose cultural division which in turn wast presuppose alienation. But 
even though this sequence is also true of art and aesthetics—for, as we 
have said, art and aesthetics, along with philistinism, are co-present ele- 
ments of cultural division—they are not equals ın this respect.3? The 
authority of art and aesthetics shelters it from the epistemological 
implications of cultural division, whereas the philistine’s very lack of 
authority means thar it stinks of cultural division and alienation. In this 
way, the philistine must be seen as a cal/twral partisan, and thus draws us 
inescapably to consider questions of cultural authority, cultural division 
and ultimately alienation. 


Without a theory of alienation, the philistine can nonetheless be estab- 
lished as a real determinate absence. However, ıt can go no further than 
putting a question mark over the structure of cultural division. When 
interlocked with a theory of alienation as a split ın species-being, che 
relational or positional concept of the philistine is no longer victim to 


31 Adorno 1s the exception here, but despite being widely read among contemporary aes- 
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being into well-being? The ontology of the philistine as an alienated culcural subject, 
however, does not confirm the suspicion thar it us the philistine itself which ought to be 
absenced, for alienation umplies an antagonistic split of species-being, and ıt us this split 
which must be absented. Thar is, even though the philistine is a real determinate absence, 
it ıs not alone un being so, alienation 1s the state and activity of being divided, and so the 
dominant, powerful and contented are no less alienated despite the goods they possess and 
the privileges they enjoy Whar this means xs that 1n order for the real determinate absence 
of the philistine to be absented, the entre alienating split of species-being must be 
abeented Ultimately this can only be brought about with che absencing of capital If there 
isa substantive connection between the philiscine and che proletenat, chis 1s it 
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the ensnarements of relativism and vicious circularity. In this way, the 
ontology of the philistine does not subsume our relational understanding 
of the philistine, it confirms it by setting out a causal and explanatory 
framework for its differences and antagonisms. And this is why these 
connections between alienation and philistinism could not have been 
made ın advance of our genealogy, that 1s, these differences and antago- 
nisms do not exist outside the historical processes of cultural division. 
Without a genealogy of the philistine, you would only have the most 
lımited and abstract sense of what an alienated subject of culture might 
be. In short, without a genealogy of the philistine you would not know 
what philistines look like, talk like, act like and most importantly, what 
philistines actually like. On the other hand, what our ontology estab- 
lishes, which our relational concept of the philistine alone cannot, is that 
the revaluation of the philistine is much more than a matter of opposing 
an established—legitimated, dominant or elitist—axiology of culture: 
rather than treating cultural values as re/ateve to one another, the ontol- 
ogy of the philistine shows them to be secassary to one another. This 
means that the ontology of philistinism, unlike the genealogy, is able to 
extend and deepen this constellation of cultural relations, insofar as 1) 
that there were alienated cultural subjects prior to the historical emer- 
gence of the philistine, and 2) that there are also alienated cultural sub- 
jects whose identity is other than—and opposed to—that of the 
philistine and its pleasures. 


Modes of Philistine Attention 


What our genealogy and ontology of the philistine begins to suggest, we 
would argue, are crucial resources for research in art practice and criti- 
cism, cultural theory, aesthetics, theories of the subject, and political 
action. In conclusion, then, we want to sketch out some of the possibili- 
ties which our theory of the philistine might yield. We will focus on two 
main areas in which this research can be directed, linking our conclu- 
sions with our opening remarks on art and culture. First, we will draw 
out some of the implications of what the phiulistine is, by thinking of 
philistinism not as a personality type or trait, but as certain modes of 
attention. And secondly, we will elaborate what these modes of attention 
are or include, suggesting a revaluation of distraction, relaxation, idle 
pleasures and so forth. 


Instead of expenencing and judging culture in terms of aesthetic criteria, 
the philistine is condemned for importing ‘extraneous’ interests, needs 
and desires into its evaluations and uses of culture. For the aesthete, this 
importation 1s not merely untenable, but dangerous, because it 1s ın this 
that the philistine risks her very humanity, autonomy, well-being, or 
happiness. Hence, the philistine does not merely do without art and elit- 
ist culture, but betrays a severe loss—for example, of reason, self-con- 
sciousness, or self-determination. This is why the philistine is so often 
charged with exhibiting the instincts of the ‘primitive’ or the ‘animal- 
istic’; the absence of fine discrimination gives way to a ‘slavery’ to the 
body and its urges. The obvious consequence of this 1s to subsume the 
particular and specific modes of attention of pbilistrmtsm under the per- 
sonification of the philistine. A good example of what we mean here is 
the fate of the presumed relationship between the female and feminine. 
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Prior to feminism, ıt was conventionally thought that the feminine was 
derived from the female—the feminine as what women qua women do. 
Feminism showed that it is gender division, not the narural distinction 
between the sexes, which establishes what counts as feminine. Simularly, 
it ıs cultural division, not the pathologies of individual persons, which 
establishes what counts as philistinism. Or, in other words, philistinism 
1s not derived, as is conventionally understood, from what philistine sub- 
jects do. Rarher, it is the other way around, philistinism is shaped by the 
economies and processes of cultural differentiation, forming the distinc- 
tion of phzltstine modes of attention from other modes of attention. It 1s this 
distinction which in turn produces the spectral personification of the 


Philistine subject. 


From the above, it is crucial therefore that we draw a line under the cus- 
tomary philosophical approaches to the philistine as a type of cultural 
subyect. The idea of the philistine as a brutal ‘type’ can then be consigned 
to the same historical dustbin as the association of black peoples with 
‘backwardness’ and ‘laziness’—1mplying a similar status for terms such 
as ‘nigger’ and ‘savage’. Thus, moving from talking about the philistine 
subject to talking about philistine modes of attention 1s not merely a 
matter of swapping one methodology for another and leaving all else as it 
was. Focusing on philistine modes of attention not only de-naturalizes 
the philistine subyect, but also forces us to consider the possibility that 
philistine modes of attention might be found in surprising places and 
unexpected persons which a personified definition of the philistine rules 
out, that 1s, within art and within aesthetes themselves. Amongst other 
things, this gives us another genealogy to construct, not the genealogy of 
the philistine as a historical character, but the genealogy of philistine 
modes of attention. This 1s work for another time, but ıt can be antici- 
pated that a genealogy of philistine modes of attention will not be coter- 
minous with a history of popular forms of cultural reception because 
philistinism, unlike populism, 1s predicated on the alienation :mtagral to 
cultural division. Instead of discovering actually existing models for 
alternative cultural reception, the genealogy of philistine modes of 
attention would seek to identify disparaged modes—such as Kant's 
‘appetite’ and Adorno's ‘distraction’——-1n order to trace the lines of cul- 
tural demarcation and power. This is because a genealogy of philistine 
modes of attention will be a genealogy of cultural derogations. 
Following such a genealogy, 1t would then be possible to develop a non- 
relativistic critique of cultural division, and consequently a reappraisal of 
the abusive misperceptions of philistinism concomitant with the uneven 
distribution of cultural authority. 


What are philistine modes of attention? Since these are attributed to 
philistines through specific cultural derogations, philistine modes of 
attention are to be discovered ın the changing and various occlusions of 
art and aesthetic theory. This 1s why there are no philistine modes of 
attention per se. Our genealogy of the philistine indicared this much, 
but a genealogy of philistine modes of attention will take us further than 
the vague idea that philistines enjoy ‘illusory pleasures’. In advance of 
such a genealogy of philistine modes of attention, it 1s nevertheless possi- 
ble to suggest the sort of results we might produce from this enquiry. Let 
us consider briefly two historical examples: 1) the Kantian derogation of 
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the hungry, needful body—as exhibiting no aesthetic discrimination— 
and 2) the Adornian derogation of the subjectless subject—as distracted 
by the seductions of the culture industry. Now, if ıt 1s possible to charac- 
terize the targets of both the Kantian and Adornian derogations as exam- 
ples of ‘illusory pleasures’, this 1s only by failing to register the different 
kind of occlusions at work. For instance, Kant derogates the utilitarian 
and the appetitive as biological prerequisites but nonetheless physical 
barriers to taste. Adorno, for his part, derogates the cognitive laxity and 
complicit pleasures of popular tastes as the false and corrupting residue 
of capitalist exchange. In Kant, therefore, the fact that the body needs 
something means that the subject cannot claim to be making aesthetic 
judgements: needs create illusions. In Adorno, however, the fact that the 
culture industry produces goods that deny what people actually need 
means that those who love the products of the culture industry are 
deluded cultural subjects: these needs themselves are illusions. 
Following from this, it would be short-sighted to suggest that philistine 
modes of attention are typically reducible esther to bodily functions and 
appetites, or the mechanisms of capitalist commodity exchange. They 
can be either or both or, perhaps, neither, depending on historical cır- 
cumstances. What is telling about the new aestheticism 1s that it reverts 
to obsolete definitions: of philistinism rather than engage with the 
philistine modes of attention specific to contemporary culture. We now 
want to suggest what these might be 


Loving Your Alienation 


One of the most significant—and serious—shifts in culture, which has 
crucial implications for our understanding of philistine modes of atten- 
tion, is the transformations of feminisms ın the late 1980s and early 
1990s, 1ovolving, for instance, the move away from the equation of 
pornography with the oppression and violation of women.>? This intel- 
lectual work has weakened a series of external and self-censoring prohibi- 
tions on sexual conduct and the representation of sex, including the 
censuring of the sexual ‘objectification’ of women, by arguing for women 
as active agents of their own diverse sexualities and sexual fantasies. In 
the work of a number of mostly women and gay writers and artists in the 
last fifteen years this has meant an engagement with sex, sexuality and 
sexiness, with an exploration of the pornographic, violent and gro- 
tesque.” Consequently, notions like ‘perversion’ have been decidedly 
‘problematized’, in favour of an inclusive, anti-moralistic and generous 
sensitivity to the untold variety of desire and play. Lesbian and gay S/M 
subcultures have thus found themselves particularly well placed to artic- 


35 Te should be obvious that we are not hanging our theory of the philistine simply on the 
emergence of certain sexual subcultures These examples can easily be muluplied, includ- 
ing reference to numerous contemporary artistic practices We will be extending this 
argument in a subsequent essay on philistine modes of attention 

H See, for example, Linda Wiliams, Hard Core Power, Plaasere and the Frenzy of the Visible, 
London 1990; Gillian Rodgemon and Elizabeth Wilson, eds, Perwegraphy and Feminism 
The Cass Agacxst Cousershtp, London 1991, Tessa Boffin and Jean Fraser, eds, Stales G lancas’ 
Lesbians Taks Phetographs, London 1991; Della Grace, Love Bries, London 1991, Lynda | 
Nead, The Femals Nade. Art, Obscensty and Secxality, London 1991, Anne McClintock The 
Return of Female Fetishigm and the Fiction of the Phallus’, Perwerssty: New Formatrens, 
DO 19, 1993 
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ulate a challenging riposte to the 1970s feminist avowal of ‘vanilla’ sex. 
The perverse has moved out of the shadows. 


In view of this, we would argue, the question of pleasure in particular, 
and the question of cultural modes of attention in general, have under- 
gone a radical revaluation. In an important sense, pleasure (and pain) and 
politics are simply not what they were in the 1970s and early 1980s, 
when it seemed that taking pleasure in what was harmful, or not in your 
best interests, was to be challenged as bad faith and false consciousness, 
and complicit with your own subjugation.’ If pleasures and pastimes 
can no longer be challenged in this way, then philistine modes of atten- 
tion—for instance, the love of distraction, dissipation, relaxarion and 
idle thrills—cannot be so confidently censured for being culturally 
impoverished, politically worthless, and philosophically deluded. This 
means that we need to rethink the relationship berween needs, wants, 
desire and pleasure in relation to philistinism. In this, the culturally 
downgraded activities of cultural inattention find a new political status 
and role. That 1s, if the philistine is not someone who exhibits certain 
traits but enjoys particular kinds of pleasures, then he or she 1s not pris- 
omed by distraction, dissipation, relaxation and idle thrills. Instead, 
philistine modes of attention become subject to choice, modification, 
customization just as much as tronization. 


Following this, the ‘inalert’ and leisurely forms of attention associated 
with Tv viewing, radio listening, movie-going, watching football and 
sex-shop browsing, are freed from their recerved subordination to the 
authority of great art and the cognitive discipline of cultural critique, 
without thereby denying either the alienated condition of such pleasures 
and activities, or the importance of appreciating great art and the cogni- 
tive discipline of cultural critique. An examination and reappraisal of 
philistinism is thus necessary and urgent as part of an immanent critique 
of (left) aesthetics and cultural criticism, for the philistine represents 
precisely that which the ‘new aestheticism’ 1s ill-equipped to tolerate, let 
alone love. 


33 Tf the philistine, as we are arguing, 1s someone who loves his or her alienation, then 
sadomasochism is shown to be an extremely vivid example of the sort of contradiction 
which inheres in the philistine, but sadomasochism 1s also a Limited case The concept of 
the philistine will need to be developed according to its own contradictions, and not led 
by those of the sadomasochist. 
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Oskar Lafontaine 


The Future of German Social > 
Democracy 


[...] Over the past few years, we have not only achieved greater unity in the 
party, we have also refocused the image of the Social Democrats.” In recent 
times, throughout the years of Kohl’s government, something has gone miss- _ 
ing from our society—something which is essential for the proper function- 
ing of society. I am speaking of a sense of public spiritedness, a sense of social 
responsibility, a sense of social justice. In the light of all the mistakes of the 
recent past, it has become necessary to announce once more the fact that a 
large party exists that, like no other party, absolutely insists on upholding 
social justice. There is a large party that says ‘yes’ to protection against 
wrongful dismissal in the workplace, a party that says ‘yes’ to the continued 
payment of wages when workers fall ill, a party that says ‘yes’ to earnings- 
related unemployment benefit and fights against any reductions, that says 
‘yes’ to income support and fights against reductions. We want a country. 
where social justice rules. That is why we are the German Social Democratic 
Party. 
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The coming election has to be about a change of policy. It must 
be about a change of direction. Social justice no longer rules in our 
country. Social responsibility has been forfeited. Let me give you two 
examples. 


First example: not so long ago there was a discussion about whether here, 
just as in America, the goal of a business should be to increase the value 
of shares in that enterprise. Such an example shows the extent to which 
our society has lost its way spiritually? over the last few years. Actually 
the primary goal of business is not to increase share values. The goal of 
business is, first and foremost, to bear a social responsibility for the 
work-force entrusted to ıt. Indeed, the goal of business 1s to bear a social 
responsibility for society as a whole. 


Another example: it is no coincidence that ever fewer training places are 
on offer to young people. This too is connected to our spiritual orienta- 
tion. It relates to a situation ın which considerations of cost are put first, 
and the humane values of our civil society are essentially neglected. A 
society thar allows young people, at the beginning of their working lives, 
to be chucked on the scrap heap is not a humane society. That is why we 
want to change it, comrades. 


To demonstrate this much-needed change of policy, the first thing I want 
to speak about 1s international cooperation. The fostering of interna- 
tional cooperation is a pert of our tradition. Our party’s fundamental 
principles cannot be defined ın a regional or a national context alone. 
Solidarity—a key value—is a global value. It cannot be portioned out 
just to Lander or regions. That’s why we are the party of social and inter- 
national cooperation. We intend to make international cooperation the 
hallmark of a future federal government led by the spp. 


Resisting Financial Speculation 


International cooperation is imperative. Globalization is the word on 
everybody’s lips. But to avoid reaching the wrong conclusions, we have 
to look very closely at what globalization actually means. It ts a fact that 
financial markets are global. It 1s true that we are witnessing ever more 
world-wide financial speculations, which interfere in the economic life of 
individual countries. Many people harboured all sorts of hopes when the 
system of fixed exchange rates collapsed, and flexible exchange rates were 
set, but it is also the case that those hopes remained unfulfilled. A num- 
ber of the world’s nations have been subject to ghastly developments. 
That is why international cooperation—1n the context of the G7—-means 
undertaking the attempt to act against speculation, and against all 
money movements that are not economically justified. In other words, 
we need to get back to fairly stable rates of exchange. At the very least, 
rough targets have to be agreed, in order to inhibit speculation and once 
more enable rational economic decision-making. 


* This 1s an extract of che text of the speech by Oskar Lafontaine, chair of the spp, to the 
SPD Conference, Hanover, 2-4 December 1997. AL footnotes have been provided by che 
translator. 


2 The German word 1s gestig, which means ‘spiritually’ or ‘intellectually’. 
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That is one response to globalization. If you abandon international finan- 
cial markets to untrammelled speculation, then you mustn’t be surprised 
if the result turns out to be the one that we have witnessed ın numerous 
countries. 


But it is not just a question of financial markets. There’s also the ques- 
tion of commodity markets and, of course, increasingly, labour markets, 
particularly those ın Europe. We Social Democrats insist on the mis- 
taken nature of neoliberalism’s response to the increasing world-wide 
ıntegration of trade—making nations participate in a competition to 
sink costs ever lower. At root it signifies a farewell to politics, leaving ıt 
all up to the market. 


But Social Democrats insist that politics must be put back ın its nghtful 
place. Wage dumping, tax dumping and welfare dumping are not our 
responses to the globalization of markets! 


Whenever I hear the neoliberals argue that it is naive to sign political 
accords involving the regulation of financial markets, or the tax system, or 
the welfare system, or environmental standards, thar it 1s simply wishful 
thinking, cut loose from reality, I respond with a quote from Wilhelm g, 
this time appropriately enough ın Hanover—I am thinking here of the 
first vI visitors’ book.3 I enjoy quoting this passage here. Wilhelm n 
knew, namely, thar ‘the difficulties of umproving the conditions of our 
workers—a result of international competition—can be eased, if not fully 
overcome, only by international understanding between those countries 
that participate ın the domination of the world market’. 


To the neoliberals and the supply-side ideologues I say: You are regress- 
ing to the time before Wilhelm I if you deny that international coopera- 
tion can provide a political framework within which the free 
competition of individuals and enterprise can develop! 


Of course ıt is true that financial markets are international, but com- 
modity markets and labour markets tend to be regional. Therefore, ini- 
tially, our efforts have to be concentrated on Europe. For, as in the US, in 
Europe, too, the percentage of foreign trade 1s less than 10 per cent. That 
means that the decisive switching points with regards to commodity 
traffic and labour markets still operate within the larger regions: 10 
America, on the one hand, and here ın Europe, on the other. 


That is the reason why we Social Democrats want to play an active role in 
building a united Europe, which overcomes the national conflicts that 
have been so characteristic of this century. 


And that ıs also why the SPD says ‘yes’ to the introduction of the Euro 
within a prescribed period of tame. The Euro is well suited to hemming 
in international speculation, while, at the same time, creating a firm 
basis for pursuing policies of growth and employment in Europe. 


3 The great militanst Kaiser Wilhelm 0 (who reigned 1881-1918) was a frequent visitor 
to Hanover—where he often inspected troops or opened fain and buildings Harly in his 
reign, he designated Hanover one of the few royal seats in Germany 
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Unemployment 


But we Social Democrats across Europe have also insisted that the 
European debate cannot simply be a debate about money. We can’t just 
talk about currency. We can’t just talk about price stability. No, grven 
the fact that twenty million European workers seek employment, the key 
issue for the European Union has to be the fight against unemployment. 
That is the key issue for the European Union! 


That is why Kohl’s government made a terrible mistake when, together 
with the Spanish government, it resisted the European employment 
summit. We are grateful to the Social Democratic governments of 
Europe—in particular we thank Lionel Jospin and his goverament—for 
pushing through the employment summit and for putting on the agenda 
the issue that all Europe has been waiting for. 


To be sure, the results of the employment summit did not meet our 
expectations. Bur art least a start has been made with the issue of youth 
unemployment, with long-term unemployment, and with the fostering 
of small business and support for new enterprises. 


But there is one thing that even Kohl’s government has to take on 
board—at the very latest, in ten months’ time we'll switch course— 
without an economic and financial policy that is coordinated on a 
European level, it will not be possible to boost growth and employment 
in Greater Europe, and nor will it be possible to boost growth and 
employment ın Germany. 


That is why we are not only saying ‘yes’ to the Euro, but we also say ‘yes’ 
to article 103 of the Maastricht treaty which commits us to coordinating 
economic and financial policies across the European Community. The 
European issuing bank needs partners. The issuing bank cannot guide a 
monetary policy on its own, if ıt does not know what economic and 
financial policies are being implemented across the region Increasingly 
wage policies will also have to be coordinated 


We are faced with the challenge of Europe. It would have been good 1f 
the proposals made by that great European, Jacques Delors, in his White 
Paper, bad been taken up at the right tıme. But, instead of implement- 
ing them, the conservative governments of Europe threw these proposals 
in the waste-paper basket. It falls to us, in a few months time, to begin 
implementation of these proposals in Europe! 


We welcome the fact that, in contrast to the previous Conservative 
regime, the government of Tony Blair has signed the Soctal Chapter. For 
we know that the welfare state 1s a part of Europe's civilized heritage. And, 
dear comrades, Social Democratic governments will continue defending it 
in this epoch of globalization too and we will not let it be dismantled. 


Competitive Debasement 
Attempting to further develop tntegration, while letting employees bear 


the brunt of restructuring, would be unacceptable. It would undermine 
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confidence in the European Community, and we would find no-one who 
supported us. It would be umpermussible if che wrong response were put 
into practice in the European Community—the one preached by the 
neoliberals—that globalization must be met with wage dumping and 
welfare dumping. 


It would be a mistake to get involved in a competition to see who deliv- 
ers the lowest welfare benefits, who has the least employment nights 
when 1t comes to workplace dismissals, and who has the least worker par- 
ticipation in management. Some conservatives are of the opinion that we 
should stage such competitions in the European Community, but it 
would be a mistake. What has gone on in the building trade 1s a good 
example. We do not want to prohibit foreign workers taking jobs on 
German building sites, but we insist that foreign workers be employed 
on our building sites according to collective tariff agreements laid down 
in Germany! 


It ıs now apparent that labour markets can no longer be organized on a 
national level. It ıs also clear that, just as with commodity markets, it is 
necessary to agree European regulations. Is that really so difficult? 
German particularism was overthrown once it was realized that things 
could no longer be accomplished within the framework of the small 
state! Attention then turned to the national state, and that became the 
new form of organization, bringing its own problems with it, as we know 
only too well. 


Today, we live in an age of global media, an age of escalating air and sea 
travel, an age of increasing international commodity exchange. It must 
be obvious to everyone that Bavarian recipes involving the regionaliza- 
tion of living conditions are no longer up to solving the tasks of the 
future. No! We need the Europeanization of politics and the 
Europeanization of social and economic organizational frameworks! 


Of course I am referring to the CsU here and not the good citizens of 
Bavaria, or, indeed, our friends in Bavaria. But it has to be said once and 
for all: A csu thar for years has lived off the fact that Bavaria is supported 
by the redistribution of revenue between union and region, and by the 
welfare funds of the other Laxder, represents its region very poorly if it 
revokes its solidarity at just that moment when it has done very well out 
of the bargain. What sort of a state of affairs 1s that? Whar kind of a party 
1s that? 


Without a doubt we need Europe-wide environmental standards. 
Monika, my dear, it 1s a good thing that the European Commission con- 
tinues to work towards enforcing environmental regulations in Germany 
as well.‘ It is wrong-headed to think that you can entice investors into a 
country because thet country has the lowest possible environmental stan- 
dards. This type of thinking has to be corrected. What we need is a 
European framework for environmental standards, ın order to make 
tnvestment and free competition possible. 


4 Monika Wolf-Marhis ıs the HU Comissioner in Brussels, and was the head of the dtv- 
Unica ` 
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To make all of this more concrete, let me remind you of the suggestion 
that we made some years ago: Harmonize tax in the European Comm- 
unity. I am again reminded of Wilhelm u. In contrast to Wilhelm 1, the 
CDU/CSU and the FDP intoned: No, no, it is all a fantasy, all too fantastic; 
we need competition between nations and the deal has to involve paying 
the lowest wages possible, the lowest welfare benefits, and, of course, 
demanding the lowest possible taxes—I have to add here that this means 
lowest possible taxes for the employers and for the investors. Right 
across the European Community, a development took place which made 
the employees the losers-out in this damaging competition. What do I 
mean? Property owners can avoid property tax by shifting their place of 
residence. People with money can avoid tax on their interest by moving 
their accounts. Owners of businesses can evade national tax by shifting 
their firms’ headquarters. The people who suffer in all the member states 
are the employees, asked again and again to put their hands in their 
pockets, in order to subsidize this tax evasion. 


By the way, the same holds true for increased national insurance contri- 
butions. That things have gone wrong here is obvious to anyone search- 
ing for sensible economic remedies for combating unemployment. The 
amounts that property owners, account holders or owners of businesses 
have withdrawn from national taxation has to be made up by increased 
social contributions in all member states, because previous tax revenues 
are no longer available. When this happens, not only does social injustice 
increase, but also, effectively, contributions start to operate as a tax on 
jobs. This tax on jobs means, of course, that fewer and fewer jobs are 
offered. This ıs why we need tax harmonization on a Europe-wide level 
—for social justice, and also, in order to encourage employment across 
‘the whole European Union. 


The first goal of a government led by us will be to promote tax harmo- 
nization across the member states, something that was essentially 
blocked by the conservatives If we do not do this, we will lose the trust 
of employees across the whole European union. Social Democrats can 
never allow that to happen. 


Developing an infrastructure also has to be thought through in 
European terms. If we now extend the Trans-European Network—for 
the benefit of coming generations—we might lift some of the burden 
off those coming generations. That is why we support the European 
Commussion’s recommendation to extend the Trans-European 
Network. And we admonish the government of Kohl and Waigel for 
always saying no to the European Commission's proposals for extending 
the Network. 


Defence policy has, of course, to be organized more and more on a 
‘European basis. Seeing as Egon Bahr 1s here, and because earlier we were 
shown a commemorative picture of Willy Brandt, it is appropriate to 
add that we would be betraying our Ostpolitrk and our policy of détente, 
if now that NATO has now expanded eastwards, we were to allow a new 
barrier to be erected in Europe. That is why we Social Democrats argue 
that Europe’s new defence architecture has to include Moscow. Thar is 

the brief of our policy of peace and of détente. 
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Supply-Side Economics 


I have talked about our new policy of international cooperation. The sec- 
ond theme that I want to spend some time on is that of economic and 
financial policy. It is really rather amusing when you hear people say, or 
when you read somewhere, that there simply are no political alrernatives. 
I just have to ask myself if it is really so hard to note just a few simple 
points. I know from my own experience that it is difficult to get a grip on 
the whole picture and to keep all the various aspects ın your head. But 
because every now and again I hear or I read ın our debates that no alter- 
natives are on the horizon, I just want to name a fundamental one. We 
demand a fundamentally different economic and financial policy in 
Germany, because the one we have had till now—one organized around 
supply-side economics—has failed us, year after year, with ever worsen- 
ing results. 


Of course it is quite possible for somebody to be simply uneducable, and, 
even after years of failure, still be holding tenaciously to his or her old 
ideas. But once we realize that, after fifteen years of supply-side econom- 
1¢8, quite the opposite has been achieved from that intended by supply- 
side policy—defined as a competition over cost-cutting—one has to ask 
whether it is not now time to reflect and reconsider those old concepts. 
Supply-side economics promised a lower level of unemployment. The 
result has been the highest level of unemployment since the War. 
Supply-side economics promised to cut the national debt. The result 18 
the highest national debt that there has ever been. That would have been 
quite unimaginable a few years ago. Supply-side economics promised to 
lower taxes and contributions It has turned out that taxes for businesses 
and employers are indeed approaching zero, while employees are bur- 
dened more and more. Supply-side economics has failed, and that is why 
it must be replaced 


Of course we are not going to naively embark on some huge state- 
financed programme of stimulating demand, as if that were the only 
alternative that existed. Let us talk for a moment about Social 
Democratic supply-side economics. I once remarked in the Bundestag 
that, on occasion, making savings in public spending 1s an unavoidable 
necessity. Now it may well be the case that there are odd individuals who 
are fans of the slim-line state, or of economuzing in general. But, if that 
need for thrift arises, you really do not have to begin with the brain, that 
is to say, you do not have start with schooling, the universities, research. 


That is why we Social Democrats are not prepared to compete with the 
mini FDP and with parts of the CDU to see who 1s the party of lowest taxa- 
tion. We Social Democrats do not want a poor state; we want a well- 
equipped state, which—for the greater benefit of our economy—funds 


schools, universities and research. 


That is one of the main reasons why we blocked the tax reform Ata time 
when tax revenue is declining—35 billion DM less in this year alone—we 
could never agree to a tax reform which would have led to further losses 
of 40 billion DM. And in future we will continue to block such madness. 
It’s our duty, comrades. 
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Clearly there is method behind it. Public finances are being plundered. 
The treasury is securing less and less revenue. And those dramatic losses 
of revenue are, of course, particularly noticeable in those Lander where 
expenditure per head is high—-say around 40 per cent, and in those local 
authorities with per head expenditure of around 30 per cent—beaning in 
mund that our Federal Republic as a whole has an expenditure per head of 
only about 10 per cent. Now a rather transparent game begins. In order 
to detract from failings ın economic and financial policy, globalization is 
made responsible for everything. And ın order not to confront his own 
domestic chores, the Chancellor blusters about regionalized policies for 
schools and law and order. That was not part of the deal. You plunder the 
Lauder coffers and then you wag your finger at us: “We must do more for 
the schools and the police’. No way! We can see nght through that! 


We realize what significance policies on schools have for the economy. 
We are aware of the significance of universities for the economy. But we 
are not going to reduce schooling, research and training to simple eco- 
nomic categories. The Anglo-Saxons have a much better word. They 
have the word ‘education’. Included in that term 1s the transmission of 
values. We do not just mean economic values. We are talking about val- 
ues which establish rhe cohesion of our society. We are talking about sol- 
idarity, social responsibility and consideration. A modern education 
system must be able to transmut those values. 


The coalition has proposed that the student grant be further reduced and 
that interest be charged on the student loan during the period of study. 
Faced with this, we reiterate one of our fundamental pnnciples—in this 
regard we are traditionalists. We want to make sure that a person’s chances 
of receiving a decent education are not dependent on their parents’ wallet. 
That ıs how it will remain 1n a social and democratic republic. 


That is why we are having talks at the moment designed to improve stu- 
dent grant and loan regulations. That is also why we are submitting pro- 
posals to the Bundestag that involve financing the expansion of the 
universities. The students are right. A country that one minute has 850 
million DM spere to finance the Eurofighter, but then coughs up a miser- 
able 20 mullion DM for the universities, is on the wrong path. The stu- 
dents are quite right to make that point. 


Supply-side economics—fine, but not reduced to a competition about 
cost-cutting, which cannot work economically because the winners 
profit at the expense of others. Supply-side policies in schools, in educa- 
tion, in research, in development, in universities and so on—fine! But 
without sufficient demand an economy can't work either. The great 
American economist Paul Samuelson once said: teach an intelligent 
parrot just two words—supply and demand—and straightaway he 
counts as an excellent economust. Please don’t reduce that phrase to the 
word ‘supply’. No, we also need ‘demand’, my dear colleagues. 


And that 1s a question of distribution of income. I am not entering into a 
debate about the politics of envy. It is an economic debate. If the gap in 
earnings gets bigger and bigger, and, on the one hand, higher and higher 
wages are incurred, though consumption 1s relatively low, and, on the 
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other hand, practically 100 per cent of money received is spent, while 
incomes get lower, what we end up with 1s a lack of overall state and pri- 
vate demand. And, if the welfare state is cut back more and more, then 
the economic significance of the welfare state has not been grasped at all. 
Irrespective of compassion or any other values, the economic significance 
of the welfare state consists in its stabilizing of the economic system 
when demand declines. When will the Conservatives finally realize that 
our welfare state has an eminently important economic function? 


When tt comes down to it, to put it bluntly, the policies of Kohl’s gov- 
ernment got the results that they wanted.[...] 


Wages and Taxes 


Social Democratic governments and Social Democratic majorities have 
passed legislation in which four goals of economic policy are defined: 
price stability, high levels of employment, reasonable and steady growth, 
and balance of foreign trade. Should the complete package be renounced 
and only two of the goals addressed, for instance, only questions of 
export and price stability, then you are going to end up precisely where 
we are today with exports booming, stability fine, but growth and 
employment far too underdeveloped. That 1s the reason why we have 
mass unemployment in the Federal Republic of Germany too. Why? We 
cannot live from exports alone. Export accounts for 20 per cent of our 
national economy. 80 per cent 1s domestic economy. That is why I wish 
that, just as the champions of export economy, Messrs Stihl, Henkel and 
Hundt and whatever their names are, pronounce daily on opportunities 
for the export market, for once the retailers, the artisans, all those who 
represent local services and businesses, would speak out on the question 
of stabilizing the domestic market. 


That is why we have put the accent on tax policies, even though there are 
supposed to be no differences between the parties. Our tax system is set 
up so that every relief of the burden at the lower end of the scale, in terms 
of the basic tax allowance and the basic rate of taxation, works to the bene- 
fit of all tax payers, even the million-mark earners. But lowering the rate 
of taxation of the top-earners only benefits the recipients of higher wages. 
Therefore we Social Democrats are compelled to say that we will start at 
the bottom of the ladder. We will begin with the basic race of taxation and 
with the basic tax allowance. If we are talking about a reorganization of 
the tax system, then these are the issues that we have to deal with. 


That is why every now and again—as part of our advocacy of employees’ 
interests—we refer to a formula that economic scientists find uncontro- 
versial. Namely, that a wage policy that is tied to productivity concedes 
to employees a just portion of communal savings. The value of shares and 
size of profits cannot be allowed to go up and up while real wages stick at 
zero for years. Surely that can’t be right. 


When thinking about wage policy, two things have to be taken into 
account. The first ıs uncontroversial and goes like this: it is a mistake if 
wages exceed productivity, because that leads to inflation and the loss of 
jobs No-one contests this analysis in discussions in our republic. 
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The second fact, however, is denied by certain interested parties. It 
observes that it is equally as bad if wages fall too far behind productivity 
developments, because this then leads to a systematic weakening of the 
domestic market. This fact, too, must play a role in wage policy, and it 
represents our standpoint on this matter. 


I would like to turn to another important theme, the theme of preserving 
the environment. In his drama, The Just, Albert Camus, criticizing com- 
munism and the communist regimes, once wrote: “You cannot smack the 
faces of those who are currently alive in the name of future justice’. He 
refused to accept dictatorships which merely held out the promise that 
one day paradise would be achieved. Today he would probably pur the 
argument differently, saying something like: “You cannot gamble with 
the survival chances of future generations, for the sake of your current 
standard of living’. This is the new type of responsibility, which we have 
to face. No other generation had such a responsibility. That is why ıt is a 
terrible pity that ecological consciousness has waned—I suppose it is to 
do with fashion. One day we will be asked by the generations thar follow 
us: what did you do in order to bequeath to us a planet that 1s worth liv- 
ing on? 


That is why measures will be taken—at both a European level, and also 
in the Federal Republic of Germany—+o reform the tax system and the 
contribution system ın ways that do justice to the environment, accord- 
ing to the dictum ‘down with the tax on work, up with taxes on energy 
usage and environmentally damaging consumption!’ That is a central 
component of our programme. 


We cling fast to the vision of building a bridge into the solar age. We 
want to be a part of it when the world breaks through to a photosynthesis 
of energy. 


We hold onto the notion that generating electricity from nuclear energy 
comes loaded with too many risks. That is why we will organize our 
retreat, turn to more usage of renewable sources of energy and construct 
the bridge to the solar age. 


A new dimension to social security emerges out of all this. Solidarity ts 
not just reserved for those who are currently living, but it must also 
include those generations who will follow us. Social security no longer 
refers to the classic welfare politics of old. Nowadays social security has 
more to do with the organization of world energy markets and con- 
straints on personal consumption. Everyone is aware that our consump- 
tion habits cannot be translated onto a global scale. This 1s a part of the 
question of globalization, too. Our consumption and habits must not be 
translated onto a global scale. Through an ecological reform of the rax 
and contributions system we now have the opportunity to combine a 
rethinking of the welfare state with the challenge of protecting the envi- 
ronment. 


Let me slip ın a remark about the debate around the welfare state in the 
Federal Republic of Germany. In the West, the welfare state quota is 
lower than at the beginning of the 1980s. The Kohl government man- 
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aged to pull off a quite unimaginable propaganda coup that we have to 
expose. It makes out that high unemployment is a consequence of glob- 
alization, and it pretends that our welfare systems are not structured to 
withstand crises. No, it is the high level of unemployment that has jeop- 
ardized welfare funds. Added to this, the injurious financing of untfica- 
tion has dented welfare funds. Kohl passes the buck. He speaks of 
globalization, instead of accepting responsibility. 


Financing unification is not just the duty of employees, and ıt is not only 
the duty of those who pay contributions. Financing the reconstruction of 
the East is a task that has to be borne by the whole society. Demands 
must be made on all sections of society and so, this task has, therefore, to 
be financed via taxes and cannot be off-loaded onto the welfare funds. 
Surely that 1s a structural failure. 


Pensions 


The mistaken route that our society has taken is evident in the way that 
pensions get discussed. Please don’t let ıt be the case that pensions can 
only be considered from the point of view of the Confederation of 
German Industry,> who are only interested in how high they believe 
additional costs ought to be. Thar 1s not the first question that we ask 
when we discuss pensions, comrades. We ask: How high does a pension 
need to be to enable elderly people, who have spent their lives working, 
to live well and with dignity in their old age? 


We know that the average pension for women is still about 900 DM a 
month and for men it’s about 1600 DM. Let us think about the average 
female pension of 900 DM. What 1s going on in the heads of those people 
who devise plans to cut pensions—because of the issue of additional 
costs—when what we are talking about is a pension for women of 900 
DM? They cannot be serious! This is evidence of the way in which our 
society has taken a wrong turn. 


It is true that not everyone who crops up in the statistics 1s living off a 
900 DM pension. It is true that some people also own property. It is true 
that some of them recerve an employer's pension too. That is all true. But 
there is also a portion of our society that does have to live off 900 DM a 
month, We are thinking about these people. Social Democrats have a 
duty towards them. That’s why we reject the coalition’s plans for cuts. 


If pension reform 1s the issue, then please let us consider two other fig- 
ures. If the cost of carrying out unification had not been off-loaded onto 
the social coffers, the West would have had a pension-fund surplus of 70 
billion DM, and a national insurance surplus of 120 billion DM. I am giv- 
ing these figures in order to make clear that it is the misfinancing of 
tasks that should have been borne by the whole society that suddenly 
lands us at the conclusion that we have got to change our welfare sys- 
tems. Of course, those who then suffer the cuts are the asset holders. But 
asset holders does not mean the spokesmen of the business associations— 
those whose names I mentioned earlier. No, the asset holders are women 


3 The BDI, Bund deutscher Industrie, 1s the German equrvalent of the CBI. 
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who are cheeky enough to defend a pension of 900 DM per month. That is 
the level of debate ın our country. We cannot allow it. It is shameful to 
want to cut monthly pensions of 900 DM. That is the view of the Social 
Democrats. 


That is why our discussions do not just look at formulae to do with 
demographics, but also take unto account the wealth in our society. In 
view of the immense wealth in our society, we inquire what elderly peo- 
ple, who have spent their lives working, have a right to expect. Our 
answers are quite different. Our discussions of pension reform also cover 
the position of women and their pension rights. These must be reformed, 
10 line with our committee's proposal. Since Bismarck, the rule has been 
100 per cent for men, 60 per cent for women. This is no longer ın keep- 
ing with the times. If we want structural reform, this is where we must 
start, and not with demographic formulae. 


Another factor is the ever-increasing numbers of part-time workers. If it 
is the case that reduction of working hours and the new distribution of 
earnings have led to more and more part-time jobs being created, then 
pension legislation also has to be reworked, in order to make part-time 
work viable from the perspective of future pension expectations. This 
means a pension reform, which, on the one hand, keeps in mind the costs 
of business and the burden on the employee, but, on the other hand, 
bases itself on that key issue of what older people have earned. From this 
basis we can attempt to grasp the structural developments in our soci- 
ety—namely that more and more women are working, and more and 
more people want to take on part-time jobs—and we can attempt to 
incorporate this into pension legislation. I’ll make the offer here once 
more: If the coalition rejects the demographic formula, that ıs rejects 
pension cut-backs, we are prepared to cooperate with a policy of refi- 
nancing via consumer tax, ın order to prevent further rises in pension 
contributions That could be set in motion tomorrow. 


Of course there is a connection here to tax legislation. I’ll make that offer 
again: We are prepared to lower the tariff by 4 per cent, but social justice 
must, in turn, be safeguarded by corresponding factors. We stand by our 
promise that skilled workers and commuters must not be allowed to be 
the losers-out in tax reform. I make that comment also on account of dis- 
cussions being held within che coalition fractions. 


The East 


Talk of national contributions and taxes leads us on to the important task 
of rebuilding the East. Discussion of this question often seems to assume 
that this important task is unaffordable, as if it had no impact on the sys- 
tem of national insurance, or no role to play in the question of tax 
finances. Such a position was valid in the discussions in the 1980s, the 
1970s, or in the discussions about the time prior to Wilhelm n. But we 
find ourselves in a different situation The present generation bears a 
double burden. The children must be fed and reared. The adults must be 
fed coo. But this generation must also fashion the rebuilding of the East. 
That is the peculiarity of the present situation. I would like to ask all the 
parties that go on about big tax cuts, how this ıs supposed to compute? 
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The dishonesty and the untruthfulness that goes on in politics today 
should not permitted. 


Rebuilding the East wil require our solidarity for quite some time to 
come. We are all the more happy to give, because solidarity is tethered 
to the basic value of freedom We were happy when the Wall fell. That 
was a red-letter day for freedom and ıt provided the opportunity for our 
fellow citizens in the East to build a selfdetermined existence for them- 
selves. 


We know that freedom without social security 1s unthinkable. We know 
that solidarity must be maintained for many years yet. We also know the 
fraudulence of that promise—that the landscape would bloom after a 
short while, and that this task could be carried out without tax rises. 
Whar a chain of broken promises! What an insult to our democracy too! 
Real Social Democratic dialogue presupposes the quest for truth and 
truthfulness. This quest has been ignored by Kohl and his coalition. 


In future we want to concentrate state subsidies in che East, in the form 
of investment bonuses for industry, because we need new jobs and new 
places of production. These have to be created. It was wrong to institute 
tax-saving models via levies. That is why we now have empty flats, 
empty commercial premises, and empty office blocks. Tax legislation 
was abused ın practice; the rebuilding of the East transpired to be the 
building of fortunes in the West. That was not supposed to be the mean- 
ing of this whole arrangement. 


We want our friends in the new Laudern to know that they can rely on us 
to make a start on research, on industrial investment and on the 
strengthening of the infrastructure, using the classical economic mea- 
sures that have proved themselves in the West and will also prove them- 
selves in the East in the rebuilding of industrial production. 


Low- Wage Jobs and Gender Equality 


Td like now to take the opportunity to say a few words about female 
equality at work and in society at large. I see Jochen u front of me, with 
whom we agreed the quota, ten years ago, comrades.® Jochen played a 
decisive part ın that. I want to remind everyone of that today. 


He was one of the first to be converted to woman-power in our party— 
while a few other machos—no names mentioned—were not yet ready to 
be converted. It was this point that lent the Miinster conference its his- 
toric significance. But such decisions are unable to determine wider 
social developments on their own. If we take a look at the rebuilding of 
the East, the continuing inequalities become obvious. Take unemploy- 
ment; the first people to have suffered yet again from the reduction in 
jobs are women. Childcare; the people who suffer from a cut in the num- 
ber of nursery places and créches are women, particularly those women 
who are in employment. 610 DM jobs;? the people who suffer from this 


6 Hans-Jochen Vogel was formerly the party chief of the spp. 
7 This is currently a common way of describing low-paid jobs. 
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undesirable trend are, first and foremost, women. We cannot accept this 
development in our society. 


That is why I say chat we do not just leave it at the introduction of the 
quota and at the advances that have been made so far. We must begin 
with the response that we gave ın the Berlin policy statement: An honest 
solution to the question of how to achieve equality of women in the 
workplace and in society at large is only possible if we say ‘yes’ to the 
reduction of working hours and ‘yes’ to the new distribution of income 
in our society. Only then will ıt be possible. 


But please don’t let that reduction in working hours take the form that it 
takes under the conservatives: Proper jobs for men and poorly-paid 610 
DM jobs for women. We cannot accept this terrible development. And, in 
response to the speech from Kurt van Haaren, who is sitting before me, I 
say that you, your union and the post office workers have our solidarity ın 
your struggle against the post office’s attempts to carve the workplace up 
into more and more 610 DM jobs. 


Training 


Because I am short of nume, let me say just a few words on the training 
situation. We have had lots of debates about ıt. I am committed to the 
opinion that our society, ın spite of various structural problems and other 
problems, has at its disposal of enormous wealth, such that it is unac- 
ceptable not to provide young people with a place on a training scheme. 


The differences between us on this point are not as large as they are made 
out to be. For a start, none of us want to put the state in the position of 
making decisions that affect the whole society, when, in actual fact, these 
decisions should be made by the economy and the two sides of industry, 
unions and employers’ representatives. If the economy on its own can 
manage to make avatlable an adequate number of apprenticeship places, 
then we are grateful and see no reason for the state to intervene. Make no 
mistake about it! We wish that ıt could be that way. And we are grateful 
to all the skilled manual workers and white-collar workers who fulfil 
their job-training responsibilities in exemplary ways. 


But make no mistake about this either! If, because of the spiritual defor- 
mation, that I attempted to outline earlier, if, because decisions are made 
purely from the perspective of cost, some people really believe that this 
area can be cut back and dismantled, because then maybe share values 
will rise a little bit, then a gauntlet is thrown down to the whole society. 
Given all the unemployed youth that we have, nobody can just stand 
back and say that they will do nothing! That ıs what it is about. And we 
Social Democrats insist that if the economy and the society cannot man- 
age it, then the state 1s called upon to make sure that those who do not 
provide muning pay a financial contribution in order to support those 
who do train. That is how it should be, and that is how it must be. 


And now, at long last, that 1s no longer a wild suggestion in the 
European Community. Remember how they all went crazy about Tony 
Blair—from Henkel, to Stihl, and even Kohl and Waigel, all friends of 
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Blair! He was completely overwhelmed when he was embraced by 
Conservatives here. But what was the first thing that he did? He put in 
place a tax-financed programme ın order to combat youth unemploy- 
ment. What sort of comparable measures has Kohl’s government insti- 
tuted? 


Social Democratic policies can also be witnessed in France. One of the 
first decisions of the Jospin government was to put in place a tax- 
financed programme to combat youth unemployment. 350,000 new 
jobs are supposed to have been created. That 1s Social Democratic poli- 
tics in Europe, and we in Germany want to join in with them, when we 
take over responsibility for government! 


The Social Democratic Future 


Dear comrades, I mentioned the election campaign thar lies ahead of us. 
Of course I am aware of the three State Parliament elections, but right 
now I am thinking first and foremost about the Bundestag elections. 
This election campaign is really going to be a decision about what direc- 
tion we take. Our insistence that the values in our society have shifted is 
not simply a polemical point made by a party in opposition. Helmut 
Kohl surely meant it in good faith, when, at the beginning of his time in 
government, he spoke of moral and spiritual rejuvenation. But ıt 1s not 
just a polemical point 1f we claim today that solidarity has gone astray, 
social responsibility has been lost, and egoism and selfishness are spread- 
ing across our society. 


The Conservative economic revolution, linked to the names of Reagan 
and Thatcher, has spread across the whole world. It led to the collapse of 
the communist regimes. That then brought about certain developments 
which have now to be corrected. For too long we have allowed the central 
concepts and contents of our policies to be dictated by the neoliberals. 
Brothers and sisters, this must change. 


The concept of reform belongs to us. What 1s reform? Social Democrats 
across the world and here ın Germany understand reform to mean that 
people are better off after reforms than they were before them. That ts the 
content of the concept of reform. It cannot be the case that dismantling 
of the welfare system, cuts ın unemployment benefit, cuts in pensions 
and the abolition of sickness pay for the ill, constitute reforms! Don’t let 
them steal our concepts, comrades! Those are not reforms! 


And what about this question of modernity? I am always reading about 
the traditionalists and the modernizers. What is this concept of moder- 
nity that you get ın some of the commentaries? It seems to think that 
modernity is the race to dismantle social gains and workers’ rights? No, 
actually modernity adheres to the tradition of the Enlightenment, the 
idea of cosmopolitanism, of freedom and equality. Modernity means free- 
dom of the individual. Freedom without rights and social security is not 
possible! That is modernity! Don’t let them pinch our concepts! 


And now something that has really concerned me in recent years and 
sometimes led me to have doubts. For too long comrades, in the wake of 
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the conservative revolution, we allowed our song to be strangled. We 
stand by our founding values—of compassion, solidarity values for 
which generations before us fought, until they achieved today’s democ- 
racy and its welfare state 


Recently we were told that the Social Democratic age had come to an 
end. But take a look at the news. There's mass unemployment, starvation 
in parts of the world, and now the tragic game with the land-mine agree- 
ment, whereby the major weapons exporters once again refuse to sign. 
That too will be a hallmark of our government’s policies We will place 
relations with the Third World on the agenda once more, and, 1f we are 
talking about securing peace, then let us make a start with the arms 
trade. 


The Social Democratic era has come to an end? No, dear comrades, a new 
Social Democratic era is about to begin. We owe it to generations who 
fought for these values, for the ancient human ideals which say that com- 
passion and freedom belong together, and that they are the foundations 
of a peaceful world. 








Translated by Esther Leslie 
Cuttural Marxism In 
Postwar Britain 
History, the New Left, and the Lisa Lowe and David Lloyd, 
Origins of Cultural Studies editors 
Dennis Dworkin The essays in this volume 


In this intellectual history of Bntsh 
cultural Manasm, Dennis Dworkin 
explores one of the most influential 


demonstrate how localized and 
resistant social practices challenge 
contemporary capitalism as a highly 











bodies of contemporary thought. differentiated mode of production. 
Post-Contemporary Interventions Post-Contemporary Interventions 
328pp, £15.95pb 608pp, £22.95pb 

Lukács After Communism | Displacing Whiteness 
Internews with Contemporary Essays in Social and Cultural 
Intellectuals Critiasm 

Eva L. Corredor Ruth Frankenberg, edstor 

Ten lively and engaging interviews Approaching whiteness as e plural 
with a diverse group of interna- rather then a singular concept, 
tonal scholars including Etienne Displacing Whiteness makes a 
Balibar, Peter Burger, Terry unique contribution to the study of 
Eagleton, Fredric Jameson, Susan race dommance. 

Suleiman, and Cornel West, that 352pp, £16.95pb 

address the continued relevance of 

Lukács’s theories to the post- Duke University Press 
communist era. 1 Gower Street London WC1E 6HA 
Post-Contemporary Interventions tel/fax: 0171 580 3994/5 

248pp, £14.95pb email: monk@easynet.co.uk | 








87 


Donald Sassoon 


Fin-de-Siécle Socialism:: 


The United, Modest Left 


In his biography of Stalin, Isaac Deutscher asserted that the historian, 
inevitably, believes in inevitability: “The historian deals with fixed and irre- 
versible patterns of events: all weapons have already been fired; all wills have 
been spent; all decisions have been achieved; and what is irreversible has — 
assumed the aspect of the inevitable’.* 


To some, this quasi-determinism will sound distinctly old-fashioned. The era 
of grand narratives—in the sense that the past can be understood as having the 
shape of a story—is supposed to have come to a close. Thirty years after 
Deutscher’s death, modern Marxists are people who are no longer quite sure 
whether they are Marxists; or do not care whether they are; or do not know 
what it means to be one; or who, after admitting, with a slight embarrassment, 
that they are still Marxist, add quickly: ‘but not in any simple way’. 


Yet, while the sophisticated gauche marxisante is preoccupied with deconstruct- 
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ing the Self and subverting Totalities, the somewhat deterministic 
Marxism of yesteryear has triumphed. Stripped of its messianic and 
humanistic hopes for a world without exploiters and exploited—not a 
munor excision—it is now the dominant ideology in the world. If 
post-Marxist bourgeois Marxists had read Marx they would certainly 
quote his celebration of the bourgeoisie ‘who compels all nations, on pain 
of extinction, to adopt the bourgeois mode of production; it compels 
them to introduce what it calls civilization into their midst, 1.e. to 
become bourgeois themselves. In one word, it creates a world after its 


own image.’ 


But Marx also warned against using as ‘one’s master key a general his- 
torico-philosophical theory, the supreme virtue of which consists 10 
being super-historical’. Today's bourgeois Marxists have no such fears. 
Vulgar, reductionist, deterministic Marxism has triumphed with a 
vengeance. Most explanations of contemporary transmutations have the 
economy as their starting-point and a world-wide market economy as its 
inevitable destination. Examples proliferate: the superiority of the inter- 
national market—manifest in its post-Fordist phase—has destroyed the 
inefficient centrally planned economy of what was the Soviet Union and 
has forced China towards a capitalist revolution that must have the most 
profound consequences for the twenty-first century. Pundits everywhere 
ridicule all those who still believe that there are alternatives. The world 
is going one way, and those who don’t like it had better get off the train. 
They proclaim that there is one way and one way only for economic 
development, whether we are in India or Indiana, in Georgia or...in 
Georgia. They celebrate a globalized economy which has apparently 
deprived national governments of all significant powers. Governments 
must be little more than the executive committee of international mar- 
kets and do as they are told or condemn their own electorate to poverty 
and unemployment. Political parties—we are reliably :nformed—are 
tied to specific classes. When that class vanishes or shrinks, ‘its’ party 
must follow, disappearing in a puff of smoke, unless it discards ‘its’ old 
class and looks around for new and younger ones. Ideas which inhibit the 
advance of the new world economic order, such as socialism, belong to 
the dustbin of history. In fact the end of history has finally arrived. It is 
called capitalism not socialism. Bond dealers of the world shout in uni- 
son down their fibre optic lines: ‘Long live the economic base, down with 
the superstructure!’ 


In these circumstances, it is not surprising that those celebrating the 
historic defeat of socialism are not troubled by the unprecedented elec- 
toral victories of socialist parties throughout most of Western Europe. 
They point out—with considerable justification—that these surviving 
forces have made their peace with capitalism and can aspire to last 
another century only by accommodating themselves to it, as they have 
done for the past one hundred years. How they will do so 1s the ques- 
tion before us. Capitalism ıs not an ideology. It is a mode of produc- 
tion. It can be managed in a variety of ways. Modern politics 1s a 
battlefield in which contending forces clash over how best to tame the 
beast, if at all. 





* This is the text of the Isaac Deutscher Memorial Lecture, given on 2 December 1997 
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The First European Left 


Europe is socialism’s last redoubt and its last hope. As we approach the 
end of this century, a review of its achievements and its prospects is on 
the agenda. For those on the Left it is vital to avoid celebrations, or nos- 
talgia, or a misplaced optimism. It was never written in the Great Book 
of History that a socialist movement should arise with industrialization. 
Nor is it written that ıt should last for ever. The correct attitude is to 
adopt Deutscher’s perspective when he remarked that he, who had been 
one of those whom Stalin had cruelly defeated, had forced himself to ana- 
lyze Stalinism in ‘as cool and impersonal’ a way as possible. Gramsci, 
another great loser, had urged his followers to adopt not only the ‘opt:- 
mism of the will’ but also ‘the pessimism of the intelligence’. 


The starting-point for such a fin-de-siécle review must be the final years 
of the nineteenth century when the soctalist movement organized itself 
as a European-wide system of political parties—the Second Inter- 
national. The central assumption of these parties was convergence: they 
supposed that the societies which surrounded them already possessed or 
were about to acquire common characteristics. Capitalism was their col- 
lective destiny. Everywhere pre-capitalist classes and intermediate 
groups would disappear leaving the field clear for a conflict between 
workers and bosses whose outcome was predetermined: the collapse of 
capitalism and the victory of socialism. It followed that all socialist par- 
ties—regardless of their national differences—could have the same pro- 
gramme and be committed to the same medium-term goals: the 
expansion of political democracy, the establishment of the welfare state 
and the regulation of the labour market—the eight-hour day. They all 
shared the same strategic principle: no cooperation with bourgeois par- 
ties. They all had a common ‘foreign policy’: a vague internationalism 
buttressed by an equivocal pacifism. 


This assumption of convergence was not entirely unjustified. There was a 
very real trend towards globalization thanks to an unparalleled growth in 
world trade and colonialism. Nations which had achieved sustained 
industrialization—Britain, France, Germany, Belgium and Holland— 
had created modern empires. Others—Italy, Russia—ought to catch up. 


The Great War of 1914 interrupted this development. The socialist 
movement broke up, overwhelmed by a nationalism it had never really 
inhibited. With the birth of the Soviet state and of communism ıt frag- 
mented itself further. Tactics were modified. Socialists achieved power 
democratically only by cooperating with previously despised bourgeois 
parties. Capitalism did break down—albeit temporarily—but this 
brought about not the long-awaited proletarian take-over but national- 
ism, fascism and authoritarianism. Instead of convergence, there was 
protectionism, depression and war. 


When Western Europe resurfaced from the hell of the Second World 
War, the way was clear for the full implementation of the old programme 
of the Second International: full democracy, the welfare state and the reg- 
ulation of the labour market. Immediately after 1945—in democratic 
Western Europe—the parties of the Left were either in power, often with 
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social Christian alles who were as suspicious of capitalism as the social- 
ists themselves, or they bad become the main opposition parties. In 
Britain and France, Gaullists and conservatives presented themselves as 
one-nation forces. Brazenly pro-capitalist parties were weak and ineffec- 
tual. The zeitgeist had moved to the Left. 


In the eastern part of the continent, centrally planned economies success- 
fully imposed an ostensibly uniform authoritarian model of moderniza- 
tion. A scrupulous historical analysis would show how different it was 
from country to country. In the West, during the long post-war boom, 
full employment and the welfare state prevailed but with little or no 
convergence between the parties of the Left. Some supported European 
integration but the overwhelming majority did not, at least initially. 
Some supported NATO, others chose neutrality. Some favoured national- 
izations. Others, notably in the Nordic countries, did not. 


The Left’s Three Families 


Until 1989 it would have been entirely acceptable to divide the parties 
of the European Left—broadly defined—into three large ‘families’. 


The first, quite distinct from the other two, was made up of the commu- 
nist parties of the so-called socialist camp in eastern and central Europe. 
They shared with the Left ın western Europe a commitment to social 
equality, a disdain for market forces, and the assumption that states did 
better than markets, especially in health and education. The differ- 
ences—above all in the domain of democracy and civil Liberties—are too 
obvious and well-mapped out to warrant further elaboration. 


The second ‘family’ consisted of the ‘northern’ social democratic parties, 
with those of the Scandinavian countries offering the most celebrated 
examples, but ıt also included the Austrian and German social democra- 
tic parties as well as the labour parties of the Netherlands and Britain, 
and the Belgian socialists. All these parties operated—often in coali- 
tion—uin relatively well-developed capitalist countries. Their task was 
not the modernization of capitalism but ıts management, and the proper 
distribution of the wealth resulting from its growth. Most of them, espe- 
cially the Swedish, German and Austrian parties, were strong and based 
in the working class, with large memberships. Their fundamental aims 
were full employment and the establishment of a sturdy welfare state. 


In the third group we find the parties of the Left in southern Europe. Here 
we have two sub-categories: France and Italy where the communists for a 
long time were the main force on the Left; and Spain, Portugal and Greece 
where the communists led the opposition when authoritarian regimes 
were extant only to be replaced by the socialists when democracy prevailed. 


The principal objective of these southern parties was modernization and 
the development of welfare policies where none or few existed previously. 
In Spain and Portugal they came to power after a lengthy epoch of dicta- 
torship; in Greece after a period of quasi-democracy followed by military 
tule. They entered government when the ‘thirty glorious years’ of 
post-war capitalist development had come to an end. Thus they were not 
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able to enjoy the full fruits of capitalist prosperity, but had to prioritize 
economic development. 


In France and Italy—whose capitalism was widely regarded as backward 
even when both countries had become prosperous—the Left reached 
power only when their chief political anomalies, the hegemony of the 
communist parties, had been eliminated, thar ıs, when Muitterrand’s 
socialists had supplanted the communists and when the Italian pcr had 
transformed itself into the Democratic Party of the Left. 


Like all taxonomies, these distinctions between ‘state socialism’ in the 
East, ‘classic’ social democracy in the North and a ‘modernizing socialism’ 
in the South subsume strong internal differences. Nevertheless, though 
they have not entirely lost their validity, they should now be contrasted to 
an unprecedented, Europe-wide convergence of the parties of the Left. 


Convergence of the Left 


The state socialist parties of eastern Europe have disappeared. With some 
significant exceptions, such as in the Russian Federation, post-commu- 
nist parties, more or less well-entrenched ın their respective countries, 
have redefined themselves as social democratic parties. The post-com- 
munist parties of Poland, Hungary, Bulgaria and Slovakia have 
embraced the new market economics with varying degrees of enthusiasm 
while trying to regulate market forces, sustaining employment and 
defending the welfare state. In foreign policy they all seek admission into 
the European Union and NATO. In so doing they have put behind them, 
with varying degrees of credibility, ther communist past and come 
closer to the western model of social democracy. In the space of a few 
years, the erstwhile intransigent upholders of central planning and of de 
facto one-party states have adopted the historical stance of the heirs of 
the Second International, once denounced by Lenin as renegades and 
revisionists. 


In Western Europe, the gap between southern and northern socialism 
has decreased in relevance. Portugal, Spain and Greece have entered the 
world of modern West European politics. No well-organized and poten- 
tially destabilizing extremist party of the Rught has survived. The main 
socialist parties of Spain and Greece and of France and Italy dominated 
politics throughout the 1980s while those of the North faltered or— 
especially in Britain and Germany—-were in opposition. 


Italy was late in this race towards convergence. Craxi was no Mitterrand 
and preferred to support a Christian Democratic Party in the throes of a 
terminal crisis rather than courageously joining forces with a PCI rapidly 
proceeding towards social democracy. The end of the Italian anomaly 
required the demolition of the pst. Once this had taken place—thanks to 
the unintended collaboration of northern separatists, magistrates and the 
Italian prison system—it became possible to spin the web which would 
produce for the first time in Italian history, via a complicated system of 
deals and agreements, a government dominated by the Left. 


The Nordic social-democracies—so proud of their hegemonic positions 
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and their undoubted achievements—likewise joined in the process of 
convergence, though in their case, it was more a matter of enduring ıt 
than enjoying ıt. The jewel of their crown, full employment, was lost in 
the north too. In social-democratic Sweden, where, as late as 1990, 
unemployment levels of 3 per cent were considered scandalous and 
unbearable, there were, by the beginning of 1997, proportionately more 
jobless than in Conservative Britain. The continuing expansion of their 
welfare state came to a halt; the protection of existing positions became 
the watchword of the Left. 


This reduced the welfare gap between north and south. Though the dif- 
ferences are still very significant, the improvements in welfare provisions 
in Spain under González and in Greece under PASOK are undeniable. 


Further convergence has been achieved under the rubric of “European- 
ization’. As recently as the early 1980s, Papandreou’s Greece regarded 
itself an anti-imperialist country on the margins of Europe; PASOK’s 
socialist ideology was a blend of nationalism and populism profoundly 
hostile to the European Union and NATO. Under Kostas Sımıtis (though 
the changes had preceded him), PASOK has wholeheartedly accepted that 
Greece has no role except inside Europe. All the post-communist social- 
ist parties of eastern and central Europe yearn to join the Union which 
they see as offering them security and the vision of a prosperous future. 
In the West, socialist parties, for so long reluctant to enlist in the 
European project, applied to join, successfully in the case of the 
Austrians, the Finns and the Swedes, not so in that of Norway. Parties 
which have for so long been hostile or lukewarm Europeanist, such as the 
British Labour Party, though still far from out-and-out Euro-enthusiasts, 
have repositioned themselves among the integrationusts. 


Wider continental convergence has been further facilitated by the 
decline in intra-left rivalries in countries where the mainstream socialist 
parties faced a more radical competitor to their left—often but not 
always a communist party. Cooperation between the parties of the Left 
have grown less tense: social democrats frequently cooperate with the 
Socialist People’s Parties ın Denmark and Norway, with the post-com- 
munist parties in Sweden and Finland or with the Greens in Germany. 
Jospin has declared he is ‘proud’ to have the communists in his govern- 
ment. In Italy the pps and Rifondazione Comunista coexist, unhappily 
perhaps, but they coexist. 


In Britain the Labour Party is now far closer to mainstream European 
social democracy than at any previous tıme ın its history. It abandoned 
its commitment to wide-ranging nationalization, to neutralism, and its 
hostility to the European Community. Like its continental counterparts, 
it no longer has collective ownership as its final goal. Indeed, it no longer 
has a final goal. One hundred years after Bernstein, the Labour Party too 
has declared that ‘the movement is everything, the end is nothing’. 


Convergence and the Mass Media 
Convergence is also facilicared by the increasing homogeneity of the 


communication systems and, above all, by the mass media. When radio 
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and television were less influential, the political parties of the Left relied 
on their own organization and their own subculture to carry their mes- 
sages. Even during electoral campaigns, a relatively sophisticated agenda 
could be handed down from leaders to followers who would, in turn, 
carry the message to their netghbourhoods and workplace, adapting it to 
specific audiences. In the 1950s socialist and communist leaders could 
address directly large meetings of loyal followers in open squares or large 
halls, and, at length, explain party policies using a relatively select lan- 
guage. Now political messages are filtered through a complex 
top-to-bottom communication system. Leaders do not speak directly to 
their loyal followers, but to a much larger and less attentive audience. 
They compete with sitcoms, films and soap operas. The politicians’ mes- 
sage must be short and succinct—the celebrated ‘sound-bite’. As the 
political products are srmilar——-prosperity, no inflation, low taxes, good 
public services and so on—politicians tend to sound the same. As ıt 18 
easier for top leaders to obtain access to the media, there is a marked con- 
centration on personalities. In curn, the leaders are often selected on the 
basis of their ability to perform adequately on television. There is ao 
tıme for democratic consultation of the membership when decisions 
must be taken on the spot. Reactions to the policies of one’s opponent 
must be instantaneous. This leads to an enormous concentration of deci- 
sion-making power in the hands of the leader. Major policies are now 
announced on television by leaders thus able, ın practice, to coerce their 
parties into accepting the new line—whether ıt is Blair's dropping of the 
old Clause Four or Achille Occhetto’s decision to change the name of the 
party. Disagreement with the decision of the leader would now weaken 
the party as a whole and risk electoral catastrophe. As leaders jostle for 
positions on television and engage in a war of sound-bites, the complexi- 
ties of party policies go by the board. 


Less than ten years after the end of the communist system, the European 
Left, across both east and west, speaks with a consistency of language and 
tone unrivalled in 1ts history. The contrast with the period between the 
creation of communist parties and their collapse after 1989 are obvious 
enough. But even in the years before 1917, the differences between the 
organized parties of the Left were glaring: then ın Britain a powerful 
trade union movement was still torn between supporting a reformist 
Liberal Party and a nascent Labour Party taking its first faltering steps. 
In Germany a mighty, extremely well-organized Marxist social-democ- 
ratic party had constructed a real state within a state while expecting the 
terminal crisis of capitalism. In much of the Balkans barely existing 
organizations of leaders without followers were struggling to emerge 
from what were still largely agrarian societies. In Spain and, to a lesser 
extent in Italy, the vestiges of anarchism still held sway over important 
sections of the working class. In France it was only in 1905 thar a social- 
ist party emerged, united in name yet deeply fractured between the 
Jacobin workerists of Jules Guesde and the gradualism of Jean Jaurès. 


The Unifying Force of Globalization 


The end of the Cold War—a complex and far-reaching turning-point in 
contemporary history—has had intricate and differentiated effects on the 
politics of the Continent. Its contribution to convergence—especially 
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the convergence between the Left ın the East and the West—1s evident. 
But it would be one-sided to focus exclusively on this. Globalization— 
real or percerved——has been the other great force towards convergence. It 
is undeniable that globalization has contributed significantly to a 
realignment of the European Left away from its traditional terrain: a 
‘national’ social-democracy based on a welfare state and full-employ- 
ment. The new pan-European Left has accepted the constraints of the 
new global capitalism. 


The perception of globalization bas brought convergence not only to the 
Left but also between Left and Right—and largely and unavoidably on 
the terms set by the Right. Such convergence, in reality, had existed 
before. for most of the 1950s and the 1960s, Left and Right shared the 
values of full employment and of the welfare state. The terms, then, were 
set by the Left. 


By the 1990s the situation had changed radically. The mood on the Left 
has become more pessimistic, a predicament vaguely reminiscent of the 
defensive strategies adopted in the 1930s. Socialist parties may or may not 
succeed, but the point 1s that they face an agonizing dilemma. Will ıt be 
possible to pursue the restructuring required by the international busi- 
ness community and by the apparent reluctance of voters to pay taxes 
while defending the welfare state and promoting economic growth? 


European integration may have become the great hope of the Left, but 
the Maastricht convergence criteria have imposed considerable difficul- 
ties which may rebound unfavourably on Europeanism and damage the 
Left ın member countries. A resurgence of nationalism in the Continent 
would favour the Right far more than the Left. 


Yet, there are opportunities in sight. Europe is poised to become an inte- 
grated single market with a single currency. The further construction of 
this unprecedented political formation we call the European Union, less 
than a state but more than a mere treaty association of nation-states, may 
incorporate, finally, an input from the Left. This would be a novelty: all 
previous major turning-points in the formation of the new Europe, 
including its birth, saw conservative forces at the helm. On the not too 
distant horizon there is a possibilty chat Union enlargement will 
include most, perhaps all, of the countries of central and eastern Europe. 
Socialism could be at the very heart of this united, peaceful and consoli- 
dated continent, in charge of its destinies, able to establish a model of 
society where markets serve people and not the other way round. Europe, 
which exported to the rest of the world the great ideals of the French 
Revolution along with colonialism and imperialism, could become a 
new source of inspiration everywhere ın the world. 


A further opportunity is offered by the indication that key sections of 
European and international capitalism favour integrationist policies and 
are increasingly dismayed at the Right’s nationalism and lack of enthusi- 
asm for Europe. Nowhere is this more visible than in Italy, Greece and 
Britain. In Italy, with an almost audible sigh of relief, the ‘markets’ wel- 
comed the 1996 defeat of Berlusconi ın the way they knew best: the lira 
bounced back against the mark and the Milan stock exchange shot up. A 

95 


cautious welcome to Kostas Simitis was expressed in Greece by bankers 
and employers. In Britain, Labour has become so clearly the ‘pro-bus:- 
ness’ party that even the Fivancial Times—pro-Labour throughout the 
1990s—is warning Tony Blair not to believe everything businessmen 
tell him. Does this signal the beginning of a new ‘historic’ compromise 
between the Left and capitalism? Will it generate a new model of social- 
ist management of capitalism, efficient, yet humane and progressive, a 
beacon for the rest of the world? It is too early to tell. Historians must 
resist the temptation to write the future as well as the past. 


In any case nothing is predetermined. The parties of the Left might win 
power and lose their soul. The consensual European model might be 
defeated. A widely canvassed scenario is that we are witnessing the 
long-delayed alignment of Europe to the USA. From a longus durs per- 
spective, European socialism may turn out to be merely a footnote in the 
Americanization of Europe, long-feared by some, long-hoped for by oth- 
ers: a welfare state reduced to a rudimentary safety net; massive inequali- 
ties in the distribution of wealth, the prevalence of market-oriented 
instruments for the distribution of all resources—including health and 
education. This would be a convergence of sorts. At the end of the last 
century, socialists wondered why the usa did not have a large socialist 
party. At the end of this century conservatives wonder why we still have 
them. 


The Poverty of Theory 


A further negative aspect of convergence 1s the practical end of an intel- 
lectual framework able to guide or inspire the parties of the Left. The 
European Left can no longer rely on theoretical instruments—such as 
Marxism or Keynesianism—to find a way out of the present impasse. 
Here the fault lies not with the politicians but with the intelligentsia. 
Intellectuals are now an unprecedented mass. A majority are still sympa- 
thetic to the Left. Yet these numerous cohorts have not been able to con- 
tribute to its renewal half as much as the solitary great intellectuals of 
the past, whether beavering away in genteel poverty, plagued by carbun- 
cles, in the British Museum library or, rather more comfortably, at 
King’s College, Cambridge. 


Deprived of their pathfinders, the parties of the Left have adopted, more or 
less overtly, a defensrve strategy. Its basic attributes are an acceptance that 
market forces can be regulated but not eliminated; that such regulation 
must often be coordinated with other countries; that the growth of public 
spending should be curbed; that the welfare state can be defended but not 
extended; that privatization may be unavoidable and, when it eradicates 
monopolies, desirable; that equality, though still appealing as a goal, may 
be tempered by the need to preserve incentives and competition; that the 
power of international financial instirations—and, above all, of financial 
markets—amay be contained—f at all—only by international agreement 
and not by unilateral state policies, that European integration provides 
opportunities which no longer exist at the national level. At a time when 
capitalism appears triumphant, has no world-wide opponent and is 
poised—eas Marx put it—to entangle ‘all peoples in the net of the world 
market’, such defensive ambitions may not be as modest as they appear. 
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Geoff Eley 


Soctalism By Any Other Name? 
Illusions and Renewal in the History of 
the Western European Left 


The 1990s are hard times for socialists. A dynamic capitalism is no 
longer much restrained by labour, or by the constraints imposed by 
socialism’s presence. Eric Hobsbawm, the most judicious of commenta- 
tors from inside the socialist tradition, could only end his recent book, 
Age of Extremes, on a note of sombre regret. While at pains to distinguish 
the question of socialism in general from ‘really existing socialism’, he 
could find no means of translating this abstract defence into the materi- 
als of an actual revival. The ground of a feasible socialism seems to have 
vanished.* 


Not only has the abolition of capitalism been abandoned, but along with 
it many of the more modest goals of the post-war settlement. This has 
had a profound effect on our understanding of what a radical and democ- 
ratic transformation of society might mean. The end of communism 1s 
pot so much the ‘end of history’ as, in Göran Therborn’s compelling 
phrase, the end of a future ‘as a new place that might be visited’.? This 
loss threatens to destroy the capacity for umagining utopia. 


Since 1989, attempts to write the history of the Left's contemporary 
predicament via an argument about this century as a whole have tended 
to highlight the role of social democracy. Its limited aspirations have 
apparently acquired vindication in the wake of revolutionary commu- 
ousm’s collapse. The opposition between the two is an old one, but what 
13 arguably new 1s the move of Marxists towards this position: the left- 
Eurocommunist discourse of the late 1970s was an early sign of this 
development, and the essays of Therborn and Perry Anderson develop a 
particularly coherent argument of this kind.? Such arguments historicize 
the socialist tradition, along with the politics of class, as a revolutionary 
utopia bound to a particular time, which 1s now over. These works tend 
to see socialism as a particular project of development, in the Soviet 


See Enc Hobsbawm, The Ags of Extremes: A History of the Warid, 1914-1991, London 
1994, PP. 498, 584. 
2 Göran Therborn, “The End of the Future’, Marxism Today, November 1991, p 24 
3 See, for example, Göran Therborn, ‘Classes and Scates: Welfare State 
1881-1981", Stuwses rm Political Economy: A Sectalsst Reveew, no 13, Spring 1984, pp. 7-41; 
“The Prospects of Labour and the Transformation of Advanced Capitalism’, NLR 145, May- 
June 1984, pp 5-38; Perry Anderson, ‘Introduction’ to Anderson and Parnck Camuller, 
eds, Mapping the Wat Exrepees Left, Verso, London 1994, The Light of Europe’, ın 
Anderson, Eug/ith Questions, Verso, London 1992 
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Union and the underdeveloped world as a project of forced industrializa- 
tion, or in the West as a regulatory project for humanizing capitalism. 


Donald Sassoon’s new book 1s an outstanding contribution to this trend. 
In almost 800 pages of text, and another 150 of notes and bibliography, 
Sassoon presents an exhaustive account of the socialist Left’s political his- 
tory in Western Europe since the Second World War, introduced by a 
much briefer conspectus going back to the 1889 foundation of the 
Second International.4 The book is notable for its breadth, and while the 
large states of France, Britain, West Germany, and Italy necessarily 
receive a good deal of attention, the same is also true of Sweden, because 
of 1ts long record of social democratic government and the salience of the 
‘Swedish model’, while the smaller countries of Belgium and Holland, 
Austria, and Norway, Finland, and Denmark also receive very full treat- 
ment. The penultimate of the book’s seven parts, dealing with the 1970s ` 
and 1980s (“The End of the Great Capitalist Boom 1973-1989’), shows 
this coverage especially well, as the chapters proceed largely on a country 
by country basis, moving through ‘Social Democracy ın Small Countries’ 
(Austria, Sweden, Holland, Belgium), the years of socialist government 
in West Germany and Britain (1969-82 and 1974-79, respectively), the 
French Socialist experument (1981-85, 1988-89), and the failure of the 
Italian Communist Party’s bid for government participation, gathering 
Portugal, Spain, and Greece along the way with the end of the dictator- 
ships in the late 1970s. Sassoon also addresses both the domestic arenas 
of socialist politics and the international dimension, including not only 
the transnational contexts of NATO, the Cold War, and the progress of _ 
European integration through the EEC/BU, but also the detailed histories 
of socialist foreign policy making—or their absence—within each coun- 
try. The book 1s divided about equally between the contemporary con- 
yuncture of economic recession and socialist crisis since 1973 (‘Book 
Three: Crisis’), and the earlier period of post-war reconstruction and cap- 
italist boom (‘Book Two: Consolidation’). 


The Enlightened West 


At the same time, “Western Europe’ is a limiting term in Sassoon’s 
account, and there are some striking omissions for a book so imposing 
and encyclopedic in scope. Geographically, the project falls short of the 
genuinely comprehensive, leaving out Iceland and Luxemburg on 
grounds of smallness, Ireland and Switzerland, ‘where the Left does not 
play a leading role either ın government or opposition’, and Spain, 
Portugal and Greece, because the socialist and communist parties were 
illegal for most of the post-war era, since the book is about ‘the parties of 
the Left in a democratic and electoral context’ (p. xxv). These exclusions, 
and the related decision to ignore Eastern Europe, are defensible. But 
Sassoon’s positive construction of ‘the West’ begs some questions: 


This is where serfdom was first abolished, where the ‘nghts of 
man’ were first promulgated, where the ideas of the 
Enlightenment first manifested themselves. This is where indus- 


4 Doasld Sassoon, Oxs Harndred Yans of Socialism. The West Exrapecn Laft rm the Twentieth 
Century, I.B Tauns, London 1996, £35 HB, £14.99 PB 
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trialization and modernization—in a word, capitelism—origi- 
nated, beginning with Britain, Belgium and the Rhineland, 
though often using technologies which arose as far east as China. 
That Western Europe, never under the rule of a single power, pro- 
duced ideas used to subject others—including nearly all non- 
Europeans—to new forms of despotism and exploitation is 
undeniable. But so is the fact that those who fought against 
Europeans did so largely on the basis of concepts of freedom which 
also originated in Western Europe. (p. xxv) 


This highly classical conception of Western Europe’s centrality to the 
conditions of social progress and human freedom in the world has certain 
consequences for Sassoon’s use of the Left as an operative category, affect- 
ing the parts of its history he chooses to stress, and the parts that drop 
out or recede. Invoking Gramsci’s aphorism—wniting the history of a 
party is to write the history of a society from a monographic point of 
view-—he stresses the metonymic qualities of his approach, in which the 
writing of the Left’s history becomes just one way of telling a general 
story, so that in principle ‘everything in the history of Europe’ acquires 
relevance. Yet Sassoon’s catalogue of areas—‘from economic develop- 
ment to international relations, from elections to coalition-building, 
from trade unions to feminism and ecology’ (p. xxv)—and the dominant 
structuring of his history effectively marginalize perspectives that have 
become important both to the best achievements of the Left’s historiog- 
raphy during the past few decades and to some of the ways in which its 
future is currently being rermagined. 


Socialism’s central history, according to Sassoon, is sof the utopia of an 
alternative society or the vision of an anti-capitalist revolution, but the 
pursuit of small changes, as a project for the reform of capitalism. From 
the very beginning—the founding of the socialist parties and the 
launching of the Second International in the late nineteenth century— 
there was a tension between the movement’s end-goal, the abolition of 
capitalism, and the immediate push for improvement, for greater mater- 
ial security, access to cultural goods, and the recognition of workers’ dig- 
nity and well-being. Consistently, the end-goal of revolution gave way to 
the immediate or ‘transitional’ goals of reform. The main form of the 
pursuit of improvement, through the collective organization of the 
working class in trade-union, sub-cultural, party-political organizations, 
strengthened the accommodationist logic by giving socialists a stake in 
the given society. Outside Western Europe—in Russia, China, South- 
East Asia, southern Africa, and large parts of the colonial and under- 
developed Third World—socialism ‘became a force for modernization, 
agrarian reform, decolonization, nationalism’, but by the end of the 
twentieth century its momentum in this respect has been spent (p. xxiii). 
Thus in both these principal settings, the advanced capitalist and under- 
developed worlds, the hopes of pursuing ‘a non-capitalist path’ are now 
utterly defeated. Instead, socialism has achieved its greatest lasting suc- 
cess, with some remaining prospects of future relevance, in the wealthy 
societies of capitalist Western Europe, sinking to marginal and opposi- 
tional status during economic crisis and depression, but winning signifi- 
cant social and political victories when able to take advantage of general 
prosperity. 
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For Sassoon: ‘the idea of socialism was not born among the most 
wretched of the earth. It was born ın Western Europe, in industrial soci- 
etes or societies on the verge of industrialization. It was born among 
skilled workers, not the /wmpenproletartat. It was born inside capitalism, 
in the midst of the great wealth produced by the workers themselves’ (p. 
xxu). So Sassoon shrinks the realistic application of the socialist pro- 
gramme to the successful capitalist societies of Western Europe: “The 
history I present here is the history of the socialist organizations which 
modified the trajectory of [Western] European society’ (p. xx). 


The Left’s Limited, Democratic Project 


For Sassoon, the history of the Left describes a subaltern project, one 
whose commutment to change was self-limiting, and whose radicalism 
was constrained by the boundaries that the rules of democratic govern- ` 
ment and capitalist reproduction each umposed. In this ight, the main 
principles of socialist politics, he argues, have been remarkably consis- 
tent for a hundred years: namely, ‘the extension of democracy, the peace- 
ful evolution towards political power, the regulation of the labor market, 
the end of sexual and other forms of discrimination’ (p. xxi). The difficul- 
ties of achieving these goals should never be underestimated, he 
acknowledges, nor should the fragility of these gains. Democracy has 
only ever been extended as a result of extreme societal crises, sustained 
popular pressure, extensive confrontation with the existing authorities, 
and large-scale military and political violence. Overall, the socialist pro- 
ject has had impressive constancy and staying power. Whatever the 
chances at different times for a programme that was genuinely revolu- 
tionary—for Sassoon, they were always small—the more modest goals of 
strengthening democracy and making capitalism more bearable were an 
honorable and radical achievement. 


In Europe, far more than elsewhere, the parties of the Left, acting as 
the political expression of the labour movement, have in fact re- 
formed capitalism, making it politically tolerable by separating the 
distribution of welfare services from market relations... Thus, social 
democracy bas been an tmportant stage in capitalist development... In 
Western Europe, the masm achievement of socialism in the last hundred years 
bas been the civilizing of capttalism. (p. 767, my emphasis.) 


Sassoon’s perspective is not narrowly drawn around this thesis. On the 
contrary, he pays attention to the full range of socialism’s progressive 
commitments, from the democratic franchise and the demand for a con- 
stitution, through the politics of culture and educational reform, to the 
struggle for crvil liberties, and the general expansion of society’s legally 
guaranteed human freedoms. But in Sassoon’s view it 1s really the build- 
ing of welfare states in the broadest sense, and the Keynesian manage- 
ment of the economy, that together constitute the post-1945 legacy of 
the Left in Western Europe. It is this regulatory sphere of legislative and 
political action that remains primary to the account, and here Sassoon 
has three big points to make: 


1) The socialist effort at regulating capitalism 1s predicated on the per- 
manence of the capitalist economy. In practice, even before 1914, when 
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revolutionary commitments were at their most vital, social democrats 
had pursued their goals by observing the requirements of capitalist 
reproduction, and by abstaining from policies that would result in the 
system’s collapse. Outside the general European crisis of 1917-23 and its 
aftermath, and certainly since 1934-35, moreover, the same has been 
true of communist parties too. Accordingly, the revolutionary languages 
through which parts of the Left—sometimes even the majority—have 
organized their thinking are consigned to exceptional historical circum- 
stances. For contemporary purposes they no longer marter. 


2) Socialist efforts have observed the constraints of the nation-state 
framework, and have always been far more circumscribed than the opera- 
tions of capital in their ability to think and act across existing state 
boundaries. Thus, one of the greatest tasks facing socialist parties has 
been the development of an adequate transnational strategy. But interna- 
tionalism, in either its pre-1914 Second International or post-1919 
Third International versions, has not delivered. The priority of clear and 
effective thinking in this respect becomes all the more vital, given the 
contemporary logic of globalization and the ratcheting forward of 
European integration. Socialist foreign policy remains one of the greatest 
deficits of the era since 1945. 


3) The main contents of the socialist programme have been remarkably 
constant and were already clear in the tradition’s founding period, both 
in the inaugural meeting of the Second International—with which 
Sassoon opens his book—and could also be seen in the terms of the SPD's 
Erfurt Programme in 1891, which becomes a theoretical benchmark for 
Sassoon’s overall account. As he says, ‘in 1891 the spp had already for- 
mulated the core demands which in one form or other would constitute 
the central coordinates of virtually all programmes of West European 
social democracy ın the twentieth century: the democratization of soci- 
ety, the welfare state, and the regulation of the labour market’ (p. 24). 


At all events, Sassoon situates his history of socialism within a very 
strong argument about the development of capitalism and the structur- 
ing consequences of capitalist logics in the political arena. Following 
Charles Lindblom, he accepts that the latitude available to socialist 
movements and governments is fundamentally limited by the health of 
capitalist markets, by the requirements of capitalist growth and stabil- 
ity, and by the normal functioning of the mechanisms of profitability. 


The Crucial Decade 


Sassoon follows this agenda through with impressive consistency. This is 
certainly the most comprehensive, coherent, and analytically controlled 
account of West European social democracy after 1945 we are likely to 
get. Despite the book’s title, and the grounding of its thesis in the 
Second International’s debates before the First World War, it 1s the 
1950s that form the foundation of the argument. Then the radical hopes 
invested in post-war reconstruction were disappointed. Socialists found 


3 See Charles Lindblom, Pedstes ard Markets The World's Polstrcal!-Ecomemsc Systems, New 
York 1977. 
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themselves once more at the margins of political Life, either excluded 
from the governing coalitions altogether (in West Germany, Italy and 
Britain), or else compelled to endorse a revival of pro-capitalist policies 
focused on the progressrve dynamism of the market (especially in the 
Low Countries, France, and Austria, and more ambiguously in Scandin- 
avia). Nevertheless, the cohesion of the new consensus was fashioned 
from the international solidarities of the Cold War—the domestic effects 
of the anticommunist and Atlanticist foreign policies of Western 
European states, the prestige of the American model, and the emergent 
post-war capitalist boom. Given these conditions—capitalist stabuliza- 
tion backed by us hegemony—it was hardly surprising that social demo- 
cratic leaders began revising their ideas, as the economy of consumer 
plenty delivered. 


American hegemony was registered in various ways: the infusion of eco- 
nomic resources through credits, goods and, of course, the carefully man- 
aged machinery of Marshall Aid; us military dominance through NATO; 
the more elaborate mechanisms of the Western political community of 
the Cold War; the consumerist vision of permanent growth; and finally 
through cultural prestige. By the 1950s the international arena was 
structuring the options for socialists: “The Pax Americana, though ulti- 
mately based on the most powerful military machine in human history, 
was really founded on the image of an American lifestyle endlessly adapt- 
able to national and regional particularities which all could obtain’ 
(p. 196). The socialist parties had no independent answer to this interna- 
tional situation, and simply sank their futures into the general Cold War 
consensus developing with increasing virulence between the spring of 
1947 and the Korean War. The growing militarization of European for- 
eign policies between the launching of NATO in 1949 and the integration 
of West Germany in 1955, and the obdurate disbelief in Soviet initia- 
tives for an understanding, from the Stalin Note of 1952 to the Rapacki 
Plan in 1958, signalled the bankruptcy of social-democratic internation- 
alism. Rather than seeking a viable socialist foreign policy, the West 
- „European socialist parties followed a ‘national’ or ‘consensual’ line keyed 
to the Atlantic Alliance Neutralism remained confined to the socialist 
parties of neutral countries—such as Austria, Finland and Sweden—and 
the options of pacifism and solidanty with Third World struggles over 
decolonization were pursued by minority factions rarely linked to wider 
support in their national movements. A creative transnarionalism, 
through the institutional avenues of European integration, became pos- 
sible only later in the 1970s and 1980s. 


The 1950s were the crucible of revisionism. Socialists bought the premise 
and the promise of a successful capitalism. As Sassoon shows, the new 
latitude for socialism, no longer at the center of government and acutely 
conscious of capitalism’s successful stabilization, was essentially adminis- 
trative and managerial, organized around the priorities of making capital- 
ism more humane: ‘in the context of the 1950s, success for social 
democrats could only mean the ability of achieving “American” goals— 
i.e. high productivity and high consumption, by social-democratic means 
and in social-democratic forms’ (p. 206f). In practice, this meant an 
incomes policy to guarantee ‘social peace’, focused on centralized wage 
bargaining and corporatist systems of social partnership, triangulated 
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tee the national negotiations of employers, trade unions, and the 
state.° Moreover, the success of this Keynesian social contract, which also 
ıncluded the construction of the welfare state, was embedded ın experi- 
ences of sacrifice and solidarity—in the patriotisms of national defence 
and reconstruction—which also contained strong elements of conformity 
and caution. Socialists were able to think of social improvement without 
the risks and burdens of revolutionary struggle but were also constrained 
by the forms of intolerance, political coercion, and cultural repression 
locked into place by the Cold War. This is what Sassoon means by the Pax 
Americana: 


It should not be surprising 1f this engendered a deep conservatism 
in socialist parties, which became trapped in the defence of a gener- 
alized status quo. They defended the growth model of Western cap- 
italism, which provided sought-after consumer goods and the 
necessary surplus with which to pay for the welfare state; they sup- 
ported the Atlanticist international order, thus demarcating them- 
selves from authoritarian forms of socialism in the East; they 
endorsed the liberal-democratic organization of the state, which 
provided the political conditions for their obtaining a parliamen- 
tary victory and/or participating in governmental power; they 
upheld the prevailing form of the family, with its peculiar division 
of labour, because it seemed best suited to existing conditions and 
was not overtly challenged by anyone. Consequently, many tradi- 
tional socialist commitments were in practice abandoned or rele- 
gated to an ever-receding long term: the end of capitalism, 
universal peace, the reform of the state, the abolition of all forms of 
political and economic inequality between the sexes. Attention was 
entirely concentrated on the main short-term aims: full employ- 
ment for all male workers and the provision of welfare services to 
meet needs not provided for by the market. (p. 196f)’ 


According to Sassoon, this overpowering consciousness of limited possi- 
bilities provided the coordinates of socialist politics in the post-war era. It 
banished more radical perspectives from the agenda—those of commu- 
nists, the ultra-Left and other sectarians, cultural rebels and the avant- 
garde, Marxist theoreticians, even the left factions within the socialist 
parties—condemning them to a principled ineffectuality. To maintain 
credibility with the electorate, and preserve good faith with the socialist 
rank and file, therefore, socialists needed ‘to relinquish some of the 
primary features of their past radicalism’. These political exigencies were 
inscribed in what emerges from Sassoon's book as an integrated dominant 
structure of social stability and popular quiescence. Thus ‘Atlanticism, 


6 This system worked best in the smaller capitalisms of Scandinavia, the Low Countries, 
and Austoa, where collective bargaining was especially centralized, and the socialist par- 
ues stayed in government for all or most of the 1950s. These were the strongest instances 
of an ant-inflarionary uncomes strategy. In Sweden solidanstic wage bargaining and an 
acuve labour market policy became worked into the centrepiece of the most successful 
post-war social-democrate mode 

Thus 1s one of many set pieces in Sassoon's book, in which he develops a general srgument 
of great sophistication, whose authonty and penetration presupposes the 

detailed expositions of perucular themes and countries. The wealth of the lacter cannot 
possibly be registered or done justice to in a review article of this kind. 
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the family, economic growth, and perliamentary democracy were not 
imposed by some arcane outside force, but were fully legitimated’. In 
Sassoon’s account, the post-war system of politics was a popular-democre- 
tic project’ It ‘was what the people wanted! (p. 197). 


The Crisis of Social Democracy as a Crisis of Capitalism 


These chapters on the 1950s are crucial to the book’s final purpose, 
which is to contextualize and historicize the contemporary discourse of 
the Left’s revisionism.® The new departures of the later 1980s and 1990s 
certainly incorporate many intervening recognitions, given the experi- 
ence of economic retrenchment since the mid-1970s, and Sassoon mar- 
shals an extraordinary amount of detailed analysis to drive this home. 
His final part (‘Book Three: Crisis’) is the best aggregate survey we have 
of the last twenty-five years, founding his diagnosis of “The Great Crisis 
of Socialism’ (the title of Part Seven) on a range of underlying themes— 
the decomposition of class, the growth of the service sector, and the 
changing place of wage-earners; the challenge of 1968, the student 
rebellion, and the revival of feminism; the rise of new social movements 
as a left challenge from ourside the tradition; the inescapable necessity of 
the EU—all of them adeptly concretized within national settings. But 
the most notable thing about Sassoon’s approach, perhaps, is the degree 
to which he embeds the fate of socialism in the general logic of capitalist 
restructuring at the end of the century. Just as social democracy had its 
chance ın the forms of regulation and redistributrve politics accompany- 
ing reconstruction and the post-war boom, it now meets its crisis in the 
coming apart of the post-war regime of capitalist regulation. Unlike 
communism, social democracy has not been defeated in pitched ideolog- 
ical confrontations with an economically and organizationally superior 
opponent—elthough in some West European countries, like Britain, 
such direct battles have certainly taken place, witness the miners’ strike 
of 1984-85—~but has been brought down by the general changes affect- 
ing capitalism, as ‘an integral component of a fin-de-siécle turmou 
reshaping the planet at momentous speed’ (p. 776). 


This is very much a book of its time. Its sense of socialist possibility is 
extremely prosaic, a post-communist sobriety with little tolerance for 
further-reaching radicalism. The new realism thar allows so many left 
intellectuals to endorse the broad tendencies of the Labour Party's onen- 
tation under Blair—whether for defensible pragmatic and strategic rea- 
sons, or for a more permanent and principled stand—speaks clearly 
through Sassoon’s account. It comes close to sounding inevitable, a 
Marxist version of ‘the end of history’. In fact, Sassoon is careful to 
respect history’s contingency, insisting on the uniqueness of Western 
Europe's form of capitalist development and its relationship to liberal 
democracy, and making democratic citizenship the consequence of the 


1 Book Three Criss’, covering the years 1973-89, 18 disproportionately long, due to the 
detail of the country-by-country survey for the 19708, followed by two chapters focusing 
on Britain, Sweden, and West Germany in the 19800. After the presentation of the general 
argument interspersed through the first two Books, Sassoon only resumes the discussioa 
ın the final two chapters on “The New Revisionism’ and the Epilogue which looks at the 
Left's tesks in the peesent Otherwise, the theory 1s embedded ın the particularities of the 
country anslyses. 
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Left’s sustained and determined political struggle rather than the func- 
tional attribute of capitalist modernization: ‘democracy is not intrinsic 
to capitalist development as such; it is impossible to deduce a particular 
political regime from the requirements of capitalist accumulation’ (p. 
642).9 Nor are the future political forms of transnationalism in inte- 
grated Europe already given or determined, ın his view, but become the 
primary objects for left creativity ın the coming century. 


Yet, despite this, Sassoon’s grand narrative is one of convergence around 
the core positions enunciated by northern European social democrats in 
the 1950s and originally adumbrated by Bernstein at the start of the cen- 
tury. This is what little he has to say about the emergent socialisms of post- 
communist Eastern Europe, for example. Acknowledging the inevitability 
of the market, the social-democratized former communist parties retain 
only their ‘commitment to social protection’ under a drastically reduced 
version of the welfare state, and otherwise take their stand on the ground 
marked out during the previous fifty years by the hitherto reviled soctal 
democracies to their West (p. 754). But the best instance of such conver- 
gence in Sassoon’s account is ın the democratic transitions of southern 
Europe during the later 1970s, where freshly constituted socialist parties 
emerged during the phase of parliamentary consolidation as the main 
political inheritors in Portugal, Spein, and Greece. Whatever their contri- 
bution during the dictatorships themselves, Sassoon argues, che rapid dis- 
placement of the three communist parties from this process confirmed that 
they were ill fitted for democratic conditions, and created a space in which 
socialism could flourish (p. 643). This belatedly repeated the Western 
European pattern in which socialists ‘had to abandon their traditional aim, 
to overcome capitalism, as most of their counterparts in Western Europe 
already had. It was the socialists who ‘modernized’ their societies by fight- 
ing for, and promulgating, the great ‘liberal’ crvil liberties reforms for 
which liberals so often failed to fight’ (p. 643). Thus the southern 
European cases enter Sassoon’s story only as they confirm his argument 
about the crvilizing of capitalism in this period of democratic consolida- 
tion. As he says, during the end phases of their history, ‘the Southern 
European authoritanan states appeared to have been inexorably pushed 
towards the regulated welfare-state capitalism of Western Europe’ (p. 
642). And: “With the arrival of democracy in Spain, Portugal, and Greece, 
the long and difficult establishment of formal democratic rules in the 
advanced capitalist countries of Western Europe was complete’ (p. 644). 


‘The Ineluctable Force of Modernization 


Sassoon’s treatment of the period between the 1960s and the present is 
extremely intricate, allowing for all sorts of contingency—it accounts for 


9 For my own thoughts on the hrsconcal dialectics of capitalist development, Liberalism, and 
democracy, see The British Model and the German Roed. Rethinking the Course of German 
History Before 1914’, in David Blackboum and Geoff Eley, The Paculseritus of Gorman 
Hstery: Bosergeecs Secsety and Politics m Newetoenth-Castery Germany, Oxford 1984, pp 39-155; 
‘Liberalism, Europe, and the Bourgeoisie, 1860-1914’, in David Blackbourn and Richard J. 
Evans, eds, The German Bosrposzsee, Essays on the Sesal History of the Gorman Middl Class from 
the Late Esghteenth to the Early Tiwextuth Century, London 1991, pp 293-317, “The Social 
Construction of Democracy in Germany, 1871-1933’, 1n George Reid Andrews and Herck 
Chapman, eds, Ths Sena! Construction of Democracy, 1870-1990, New York 1995, pp 90-117. 
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some 500 pages of a 900-page book, after all. But there is a way in which 
the main outlines of the story are already known. That story is about the 
shedding of illusions and the surrender of dreams. The countervailing 
moments of twentieth-century history—whether conjuncturally, in the 
revolutionary upheavals surrounding the end of the First World War, the 
moment of anti-fascist opportunity in 1943-47, or the annus mirabilis of 
1968, or organizationally, ın the communist parties and other more radi- 
cal parts of the tradition—are drastically demoted in significance, to 
become blockages to feasible change, transitory encumbrances which 
modernizing logic would eventually clear away. 


In this perspective, the contemporary revisionisms of the 1980s and 
1990s were only a matter of tıme, a bringing of the socialist parties’ 
political cultures into alignment with the overriding pressure of their 
structural situation. And now that the new modernizers have done their 
work— itemized by Sassoon in his final chapter—the tasks facing social- 
ists become a new version of the reformist project of 1945: basically to 
translate the regulatory civilizing of capitalism onto the new European 
plane, preserving where possible existing forms of the welfare state, 
while inventing whatever modalities of democratic political supervision 
the Bu will allow. This is how Sassoon puts it: 


Throughout Europe, from Helsinki to Athens via Stockholm, Paris, 
Rome and Madrid, social democrats have abandoned what Willy 
Brandt called ‘the theology of the final goal’. None of them hold the 
view that socialism 1s a state of affairs that 1s to occur after capital- 
ism or thar it consists in expanding state ownership. The British 
modernizers—along with the resovadores ın Spain, the riformisti in 
Italy, and Jes noveexx réalistes ın Belgium—have built on the so- 
called revisionist tradition initiated by Eduard Bernstein at the end 
of the past century and continued by Anthony Crosland and the 
drafters of the Bad Godesberg programme of the German Social 
Democratic Party. Over the years they have abandoned the idea that 
a single class—the traditional male factory proletariat—is some- 
how endowed by History with the task of embodying the hopes and 
aspirations of the whole of humanity. This ‘loss’—if it is a loss-—has 
effectively delivered socialists of a utopian albatross. The task of 
socialists consists in devising a political framework that enables the 
advancement of certain values, such as justice and equality, while 
ensuring that the regulatory system ımposed does not seriously 
impair the viability of capitalism. Thriving capitalism does not 
guarantee socialist success, but capitalist failures and decay have 
never provided the left with an opportunity for progress. "° 


Working through the wealth of argument and insight in Sassoon’s mag- 
isterial account will be a long and rewarding process. There are many 
strengths that this review cannot possibly discuss, and these include 
both the sustained lucidity of the general argument, and the treatment of 
subjects otherwise neglected in the historiography of the Left, such as 
socialist foreign policy and the record of social democracy in small coun- 
tries. By any stendards this 1s a remarkable contribution. But the book is 


10 Donald Sassoon, Britannie Waives the Rules’, The Natia, 21 April 1997, p. 18 
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more than an exercise in academic history, and its contribution to the 
contemporary project of imagining a future for the Left also needs to be 
judged. 


The End of Class 


Sassoon’s account is basically a political history. His argument is always 
broadly contextualized, both in relation to the movements of the national 
and global economies, and sociologically in relation to class and the other 
bases of socialist support. These are the double referents of socialist strat- 
egy throughout the book.'t But the political histories of the post-war 
period are freed in Sessoon’s argument from any direct dependence on 
social determinations. This firmly disposes of one familiar sociological 
approach, which explains the de-radicalizing of social democracy by the 
recomposition and putative decline of the working class—the ‘embour- 
geoisement thesis’ and its associates. As he says, this makes no sense for 
the 1950s, because then there was no decrease ın the numbers of indus- 
trial wage-earners. Apart from Belgium, in fact, manufacturing employ- 
ment actually increased in the 1950s, and in any case there are no 
convincing correlations historically ‘between changes in the size of the 
working class and the pattern of voting for socialist parties’ (p. 198). The 
rise in working-class living standards and the associated cultures of con- 
sumption are also bit players in Sassoon’s political explanation. The revi- 
sionist departures of the 1950s preceded these developments as much as 
responding to them. Similarly, the interrelations of government policy, 
economic performance, and popular support are also notoriously opaque: 
‘Attempts to establish any correlation between growth, unemployment, 
productivity, and the political weight of the Left in government have 
proved futile’ (p. 277). 


Nevertheless, Sassoon’s practical framework of explanation consistently 
counterposes the political history of socialism—or more accurately, the 
strategic readjustments summarized as revisionism—to the ‘objective’ 
compulsions of post-war capitalist prosperity, which thereby acquire 
causal status. Of the latter, he says: “The result was the establishment of a 
“conservative” consensus which held thar the political system required 
no change and that the economic arrangements of society called for no 
fundamental reforms. Thzs situation did not result from successful conservative 
policies, but from capitalism itself: (p. 280, my emphasis.) This force of 

determination becomes all the clearer as we enter the present. 
By the 1980s, the male working class in manufacturing was dwindling 
in all the advanced industrial economies, and with ıt both the institu- 
tional weight of trade unions and a language of politics that placed the 
progressive agency of the working class at its centre. Sassoon appropri- 
ately stresses the historical complexities of socialism’s relationship to the 
working class, in that socialist parties always operated through non-class 
political appeals, and always counted more than just workers among 
their support. But this cannot alter the fact thar a strongly centred class- 


7 Sassoon panses intermittently for syscematic review, surveying the movements of the 
capitalist economy 2s such (at the height of the post-war boom and in the casis that fol- 
lows, chapters 8 and 16), and the changes in the social structure (Part Frve: The Great 
Contestarion’) 
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political identity has ceased to be axiomatic for the West European 
socialist parties. The ‘end of the working class’—as a set of changes in the 
social structure—clearly affects the kind of politics the parties of the Left 
are able to assert. Sassoon’s story ends with the Left facing a far different 
social landscape from the one imagined in 1945, let alone 1889, and this 
is decisive for his problematizing of its strategy. Furthermore, economics 
becomes even more crucial to his projection of the Left’s situation in the 
transnationalized European future: the capitalist integration of Europe 
through EU-wide legislation and the introduction of the single currency, 
with all its consequences for the viability of nationally bounded political 
strategy, provides the fundamental conditioning of the Left’s possible 
futures, and the key to sustaining any kind of socialist political vision. 


The Absence of Social History 


This referral of the argument to the limiting power of the movements of 
the economy and the associated social-structural facts—to ‘capitalism 
itself’, in the above quotation—which becomes so clear in the Epilogue, 
makes Sassoon’s inattention to the literatures of social history a serious 
weakness. Socialism’s belief in the progressive political destiny of the 
working class was sustained—we can now see—by specific histories of 
class coalescence around residence, occupational solidarity, local govern- 
ment jurisdictions, and the collective organization of everyday hfe, and 
organized into the national political agency of a socialist party, which 
lasted in Western Europe from the 1880s to the 1940s. Talk of the end of 
the classic labour movement in the early 1980s was predicated on this 
recognition, which is now grounded in substantial social histories of 
working-class formation—of work, associational life, popular entertain- 
ment, housing, local community, and so on.” If the socialist tradition 
presupposed this complex dialectic of social history and political voice— 
if the labour movement's political agency was linked to substructures of 
collective social identification ın patterns of community organization 
and collective life—then the disappearance of the latter requires some 
alternative coalescence of social solidarities for socialism to survive. 
Sassoon begins to address these questions in his chaprers on the protest 
movements of the 1960s and the new social movements, but never takes 
the analysis far enough. And here, “Think globally, act locally’ becomes 
the pertinent slogan. To grasp the Left's contemporary predicament, in 
other words, we need not only the level of transnational European inte- 
gration and the new institutional terrain of the Eu, but also the potential 


12 See for instance Enc J Hobsbawm et al., The Forsoerd March of Labour Halted?, Verso, 
London 1981, André Gorz, Farewell to the Working Class, London 1982; Rolf Bbbighausen 
and Friedrich Tiemann, eds, Das Emde der Arbesterbeweguug in Dentschland? Ern 
Diskasssoashand rae sechziyster Geburtstag vex Thee Perker, Opladen 1984 For work specifi- 
cally on Germany, see the following Michael Schneider, ‘In Search of a “New” Historical 
Subject. The End of Working-Class Culture, the Labour Movement, and che Proletanat’, 
Internatromal Labeur and Workrug-Class History, 00. 32, Fall ee PP- 46-58, Adelherd von 
Saldern, ‘Current Trends in Research on the German Workers’ Movement end Labour 
History’, in the same issue, pp 120-32, Peter Löeche and Franz Walter, “Zur Organis- 
scionsstrukcur der sozialdemokranschen Arbeirerbeweguog in der Weimarer Republik. 


Niedergang der Klassenkuleur oder solidargemeinschaftlicher Hohepunkr?', Gacbrche 


and Goalschaft, no. 15, 1989, pp uae Peter Losche and Franz Walter, Dre SPD: 


Klassexpertes-Velksparte-Quetenparte, Zar Extwecklang der Sextaldemekratic ven Wermar bis 
zur dextichen Vererusgung, Darmstadt 1992. 
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arenas of grassroots participatory mobilization, and these are missing 
from Sassoon’s account.*3 


In his orientation to the structural movements of the capitalist economy 
and in his inattention to social history, ıt needs to be said, Sassoon’s 
approach 1s itself classically social democratic. His discussion is focused 
very much on the main logics of capitalist development and on what 
used to be called the commanding heights of the economy-——both as the 
sphere that future socialists need to address, and for the useable legacies 
of strategic thinking from the past, from Karl Kautsky and Hendrik de 
Man to the more acute post-war revisionists like John Strachey, and 
thence to Eurocommunism, Stuart Holland and the Labour Party’s 
Alternative Economic Strategy, the theorists of corporatism, and so on. 
He essentially provides an insticutional perspective focused on the forms 
of concentration and organization of the national economy, usually 
grasped in corporatist terms, and this is certainly a key place for socialist 
analysis to begin. But there are a number of problems, I want to argue, if 
the present forms of revisionism are conflated with the earlier visions of 
structural reform, whether in the 1950s or before. 


For one thing, in making too strong a case for the continuities, Sassoon 
loses sight of the most distinctive features of the earlier reformism and 
its effectiveness—namely, the corporatist bases of the social-democratic 
accommodation to capitalism, including the integration of trade unions, 
the mechanisms of the Keynesian economy, and the formation of the wel- 
fare state. The key here was democratic breadth. For this was not only a 
set of institutional arrangements for organizing public power that actu- 
ally worked, but also a set of political values secured through the collec- 
tivist experience of the anti-fascist war, which generated a strong ethic of 
public goods within an exceptionally broad popular democratic consen- 
sus. Such popular investments were essential to the legitimacy of the 
postwar settlement, and their loss since the 1970s makes ıt hard to see 
the continuity of revisionisms as straightforwardly as Sassoon would 
like. In this respect, his approach is consistent with another revisionism, 
this tıme historiographical, which disputes the utopianism of popular 
expectations in 1945, and reduces the more radical agendas of post-war 
reconstruction to the misguided proyection of socialist leaderships out of 
touch with the ordinary electorate and an unrealistic inflation of what 
the situation allowed. But neither these ‘new realist’ historians of 1945 
nor general historians of socialism like Sassoon will capture the disyunc- 
tions and continuities in the relationship of socialist politics to popular 
desires unless the absent social histories of popular experience are 
brought back into play.“ 


"3 Here see especially the wntings of Hilary Wanwnghr, including Argaments for a New 
Loft. Amswertag the Free-Markes Right, Oxford 1994. 

4 The new historiography of 1945 1s a polemical response to over-romanticized construc- 
tions of the lost opportunities for a socialist breakthrough Bur the most notable aspect of 
the revisionist histories in questioa—I am thinking of an eccumularing genre of wrung 
about the Labour government of 1945—4s their extraordinarily reduced vision of politics 
and the political process, and the concomimat unimaginative use of sources, as if the 
intervening three decedes of socal history writing had never happened. The most impor- 
tant exemple us Steven Fielding, Peter Thampson, and Nick Tiratsoo, Eaglend Arie!” 
The Laboar Party and Papalar Pelitecs in 19405 Brotern, Manchester 1995 On the other 
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From Bernstein to Blair 


Equally seriously, Sassoon’s stress on continuity effaces the genuine radi- 
calism of the earlier moments. By building a bridge directly from 
Bernstein to Blair, he obscures not only the constitutive centrality of 
trade union corporatism and the Keynesian-welfare-state synthesis for 
the revisionist thinking of the 1950s, but also the anti-capitalist ambi- 
tions of social democratic thinking earlier on. Of course, Sassoon explic- 
itly recognizes the latter, but essentially as the illusions which the later 
revisionisms were to overcome. Yet the most coherent strategies of struc- 
tural reform—from Kautsky to Otto Bauer and Antonio Gramsci, 
within the larger intellectual cultures of their respective milieus—con- 
tained notions of the transition to socialism that obviously go far beyond 
the bearen-down and prosaic ambitions of the 1990s. These also permit 
somewhat different readings of the post-war moment of the mid-1940s, 
and even suggest possibilities in theory which might eventually be 
reclaimed. There are perhaps two types of argument adduced for a gradu- 
alist or parliamentary road to socialism as social democrats have defined 
it. One holds that ‘reformism can have revolutionary consequences; that, 
1f conceived within a correct political perspective, reforms which appar- 
ently strengthen the capitalist order may simultaneously establish the 
conditions for its transformation’. The other is classically ‘Kaurskyan’, to 
the effect that the ‘socialrstic’ logic of advances in the capitalist organiza- 
tion of production—for instance, through requirements for state man- 
agerial intervention and planning, public investment and regulation, 
selective nationalization, growing monopoly organization—will ulti- 
mately necessitate the formal socialization of the economy. In the mean- 
time, ‘since the time is not npe for socialism, the object of socialists 
should be to actively promote the maturation of capitalism in a direction 
favourable to socialist goals.’ 


We do not have to embrace the particular forms of the structural transi- 
tion Kautsky envisaged for the perspective of structural reformism to 
help. Clearly, the classical model of socialization of the economy through 
centralized planning, nationalization, and the strength of the public sec- 
tor can no longer be replicared—at least for the foreseeable furure—now 
that the various forms of statist socialism are so comprehensively dis- 
credited. But the issue of principle—of thinking through the require- 
ments of democratic accountability, in ways sumulraneously keyed to the 
conditions of a possible socialist advance (at the very least in the terms 
Sassoon finds allowable, namely, the ‘civilizing of capitalism’)—remains 
just as crucial, as Sassoon’s closing reflections on the BU also confirm. 
One of the book's strengths, ın fact, 1s 1ts ability to keep the importance 
of the state, or more specifically the broad domain of public policy affect- 


hand, the drawbacks of proceeding exclusrvely from the social histories of the working 
class, or taking coo sociological a view of the bases of the socialist parties’ successes and 
failures are also clear. For all his efforts at disengaging the issue of working-class support 
for socialism from che familiar one-on-one coerelations, this is 2 problem in Michael 
Mann’s comparstive argument, which underestimates the efficacy of socialist politics in 
the period after 1945 See ‘Sources of Variation in Working-Class Movements in 
Twentieth-Century Europe’, NLR 212, pp 14-54. 

13 Gosta Esping-Anderson, Sezal Class, Secta! Democracy, ena State Policy. Party Policy and 
Party Decompesttzen rx Denmark and Sweden, Copenhagen 1980, p. 36 
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ing the economy, population and welfare continuously in view, and the 
recent advent of ‘Europe’ as a primary regime of regulation, in all the 
ways entailed by 1992 and Maastricht, makes this problem of structural 
reform as critical as ever. 


Expanding Democracy 


In Sassoon’s own account, the character of the state is an area of the 
socialist tradition’s persistent neglect. Beyond democratization in the 
narrow constitutional sense of the franchise, and by contrast with the 
Leninist view ‘that in order to revolutionize society, ıt was necessary to 
revolutionize the state by destroying its administrative and political 
machine’ (p. 127), socialist parties have been entirely incapable of imag- 
ining national political forms—of the state, public authority and the 
public sphere—outside the conventional terms of parliamentary govern- 
ment and liberal democracy.?® This was true of the periods of socialist 
government in Germany and Austria after 1918, and of the Scandinavian 
governing social democracies inaugurated in the 1930s. For Sassoon, it 
signifies a key failure of socialism in government after 1945. Even when 
socialists talked of extending popular democratic participation—as 
classically in Willy Brandt's call for ‘daring more democracy’—it was 
never clear what this meant, apart from getting more people to the polls. 
Expanding the definition of citizenship to encompass direct democracy 
or @xtra-parliamentary mobilization has not troubled the socialist 
agenda since the War. There have been few attempts to rethink the con- 
stitutional question in creative ways, either to meet the challenge of 
transnationalism, or to embrace forms of local and regional devolution. 
This deficit is all the more disabling before the aspirations of nationality, 
as in the confused response of Labour to Scottish and Welsh nationalism, 
not to speak of the continuing emergency in Northern Ireland. The 
social-democratic Left foregrounded by Sassoon has been unable to 
invent a politics of democratic federalism or devolution to contest the 
reactionary forms of official and popular nationalism so prevalent during 
the past two decades. The annexation of the former GDR to the West 
German state, and the associated reordering of national identification, 


provides a particularly painful example. 


As Sassoon says, for a tradition emphasizing above all the political gov- 
erning of the economy, this failure to think creatively about political 
order is a terrible weakness. But this 1s exactly where Sassoon’s own revi- 
sionist teleology and partial perspective become a problem. The selec- 
tiveness of his history systematically displaces experiences that challenge 


16 Ror Sassoon, ‘Labour's intentions on assuming office [in 1945] were Limited to social 
reforms There was no question even of minor changes ın the politicel organization of the 
state. Thus, paradoxically, che existence of a complex charade of often ndiculous and, at 
times, mildly emusiog establishment conventions helped che party of the working class in 
its quest for legitumacy. By embracing chem and making them their own, Labour proved 
thar ıt accepted the polincal system ax bac, including the insticurions of the monarchy and 
even, eventually, the House of Lords. In so doing, it demonstrated its credentials as a 
respectable party of government, and, therefore, as 2 loyal oppostion. The Labour Party 
could be treated by the establishment as a noc too distent relative who was acceptable, in 
spite of 108 manifestly subverarve ideas, because 1¢ was quite willing to learn bow to behave 
decorously ac dinner.’ (p 126£.) 
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or complicate the sufficiency of his account. This is partly to do with his 
focus upon Western Europe. Excluding East-Central Europe may have 
an obvious justification after 1945—though even here the years 1943-47 
do not fit—but for earlier tumes this marginalizes crucial aspects of the 
tradition: before 1914, the Czech Lands contained one of the strongest 
social democracies in Europe, as did Bulgaria. Moreover, the Second 
International contained a much richer repertoire of socialisms than 
Sassoon’s truncated account of the period before 1914 allows. After the 
revolutionary upheavals of 1917-23, the communist tradition appropri- 
ated some of this radical vitality, though far less than one might have 
thought (Czechoslovakia, the much weaker cp in Italy, and some dissi- 
dent strands of the German KPD are the best cases for the 1920s), and a 
left socialist formation represented in the parties of Austria, Italy, 
France, and Spain (descending from the broader Zimmerwald majority 
and the so-called Two-and-a-Half International) mattered equally as 
much. In the period of the Popular Front and the struggle against fas- 
cism, more creative politics crystallized around issues of parliamentary 
strategy and popular democratic coalitions, and here Sassoon seems to 
have forgotten some of his own earlier work on Togliart: and the 
Gramscian heritage of the pci. He also misses the excitement of the ‘Plan 
de Man’ in the mid 1930s. Noticing all these strands as simply ‘thwarted 
alternatives’, worth barely twenty pages in his account, hardly does the 
importance of the tradition ın its pre-revisionist richness justice. 


This returns us to 1945. By focusing so narrowly on the constitutional 
changes and social reforms of the post-war years in a way that assimilates 
them to the consensus of the 1950s, Sassoon underestimates the size of 
the rupture involved. In fact, his early chapters on the war and recon- 
struction are a weak foundation for understanding the resilience of the 
post-war settlement. The war ıs discussed mainly for the final efflores- 
cence of a far-reaching militancy mobilized by the CPs, as an Indian sum- 
mer of popular revolutionism (“The Rise and Fall of West European 
Communism 1939-48’); reconstruction is a solid but narrowly drawn 
analysis of the legislative achievement of public-sector socialism, in the 
constitution-making and structural reforms of the postwar coalitions. 
But both severely underplay the generalized popular momentum for 
building a world that was genuinely different from the one that the Nazi 
umperium had swept away. In other words, the ability of social-democra- 
tic parties to carry their militants and voters along with the politics of 
accommodation in the 1950s was unimaginable without the pror 
accomplishments, involving both the constructive achievements of 1945 
and the democratic patriotisms of the anti-fascist war. Likewise, the suc- 
cess of the West European post-war order also required the systematic 
demobilizing of the earlier aspirations, and socialists’ perticipation in 
the anti-communist consensus left them no defences against this new 
conservative turn. Here Sassoon’s account seriously neglects the complex 
disciplinary consequences of Marshall Aid, anti-Communism, and the 
popular-cultural dimensions of the Cold War.'7 


7 In contrast with the book's overall emphasis on the importance of foreign policy, and 
the deficit of socialise thinking in this respect, with che signal exception of the SPD's 
development of Ostpelstzk during the 1960s, Sassoon's account of the immediate post-war 
years is remarkably indistinct, so that both the start of the Cold War and che provision of 
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The Importance of Utopia 


In reducing the socialist tradition to its main ummediate reforms, 
Sassoon not only demotes the importance of the ‘end goal’, but also sup- 
presses the more radical and extensive meanings of socialist aspirations 
for the movement, especially the rank and file. By ignoring this dimen- 
sion of the history—the utopianism, the class consciousness, the ideal- 
ism, and the cultures of militancy, all the aspects addressed by the social 
histories of the past thirty years—Sassoon fails to take us inside the skin 
of socialists. For at these rhetorical and motivational levels, the sense of 
an end goal was crucial to the staying power of the tradition, not only to 
the movement's élan, but to the sustained commitment that ultimately 
allowed the ‘civilizing of capitalism’ to occur It also transcended the 
movement’s divisions between Left and Right, and was no less true of 
Ernest Bevin than of Aneurin Bevan, to cite one of many possible antin- 
omies. 


This culture of socialism, as a complex of histories, values and :dentifica- 
tions, has been crucial to the Left’s political presence, and Sassoon’s 
analysis of regulatory and constitutional reforms, in their national gov- 
ernmental and interstate aspects, tells only half of the story. There is 
another dynamic of socialist history, situated in the multiform mucro- 
political contexts of the movement, that needs to be addressed. The 
dominance of centralist and bureaucratic models of socialist political 
organization has tended to marginalize the importance of local experi- 
ence, dismissing community-based direct democracies—communitarian 
experiments, utopian projects, mutualism and cooperation, craft social- 
isms, local soviets, anarcho-syndicalism, workers’ control—as super- 
seded alternatives no longer relevant to the late capitalist environment, 
in a time-honoured tradition going back to Engels’s Socialism: Utopian 
and Scientific. But the locally grounded sovereignty of popular democra- 
tic initiative, organized around the active citizenship of participatory 
practice, has always been the necessary counterpart to the parliamentary 
and corporatist arenas of socialist success. To write the history of social- 
ism without this dimension makes sense within a practical division of 
analytical labour but, as a sufficient basis for judging the feasibility and 
vitality of socialist political action, it is severely lacking. 


If Sassoon had taken a less strictly institutional view of the state, comple- 
menting his complex construction of the stare-economy relationship with 
a similarly elaborated understanding of civil society, this fuller context 
might have been clear. At one level, Sassoon’s perspective 1s brutally 
correct: the old class-bounded models of socialist political action, and 
the traditional ideal of the socialist party organized around the movement 
culture, are now dead. Local socialisms—growing from the residennal 
segregation, spatially distinct industrial concentrations, community 


us ad though the Marshall Pian recede from the foreground Here see espectally Michael 
Hogan, The Marthell Plax’ Amertca, Britasn, and the Receustructten of Western Enrop, 1947- 
1952, Cambridge 1987; Peter Weiler, Brotub Labour and the Cold War, Stanford 1988, 
Geoff Eley, ‘Back w the Beginning European Labour, us Influence, and the Start of the 
Cold War’, International Labour and Working-Class History, no 40, Fall 1991, pp 91-102 
18 T have made this aggument more fully in ‘Reviewing the Socialist Tradition’, in Christiane 
Lemke and Gary Marks, eds, The Criss of Secsaissm sm Exerepe, Darbam 1992, pp. 21-60 
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solidarities, and local government structures specific to a particular 
period of urban-industrial capitalism, within parliamentary frameworks 
of the constitutional stare—have disappeared, and with them the historic 
sociologies of the male manual working class. Sassoon 1s right to stress the 
necessity of the ‘new revisionisms’ in this light. This ‘recognition that the 
Left can no longer speak with the language of yesterday’ has been vital to 
social democracy’s electoral revival, which in the 1990s has returned it to 
government across Western Europe—‘in Finland, Norway, Sweden, 
Denmark, the Netherlands, Belgium, Austria, Italy, Greece, Portugal, 
Ireland, and Luxemburg’, and now in Britain, to be followed during the 
next two years presumably by Germany.'? However, here is the problem. 
Accepting the force of the liberal critique of socialism in its dominant sta- 
tist forms may now be ‘the grain of mainstream social democracy’. But are 
we really to accept the managerial and technocratic politics of the 
redesigned socialist parties, from the Clintonized Labour Party to the 
debased currency of French socialism, as all there now is to say? 


Alternative Sources of Socialist Renewal 


From this point of view, the main sources of renovation are not the revi- 
sionist leaderships currently realigning their parties with neoliberal eco- 
nomic orthodoxies. A radical democratic impulse for renewal 1s coming 
from outside the received party frameworks of the socialist Left, from the 
feminisms and new social movement politics ambiguously bequeathed 
by the non-socialist and partially socialist radicalisms of 1968. Together 
with the missing social histories of socialism, this failure to engage the 
importance of the 1960s is che key weakness of Sassoon’s account, and to 
address it would have required moving outside the conference halls and 
commuttee rooms of socialist party policy-making into the streets. At 
times, Sassoon acknowledges this. In a remarkable passage early ın the 
book, he regrets the loss of utopia 1n the social democracies of the 1950s, 
. commenting that this doomed them to be surpnsed by all the key 
‘changes of the years between the 1960s and the present: 


the permissive society, pop culture, the revival of industrial con- 
flicts of the late 1960s, student power, feminism, black conscious- 
ness, homosexual rights, the plight of the Third World, ecology, the 
end of ideology, European integration, the revival of ideology, the 
crisis of the famuly, the end of communism ın Eastern Europe, the 
growth of nationalist separatism. Not one novelty worth writing or 
thinking about had been envisioned or predicted by the European 
socialist movement. Having given up much of their past in order to 
face the present, socialists became blind to the future. (p. 197) 


In concluding his assessment of Anthony Crosland, he returns to the 
same point, arguing that Crosland’s gesturing towards a field of politics 
beyond the conventional socialist agenda—involving ‘civil liberties, the 
sociological problems of mass society, the freedom of personal and leisure 
life’—‘remained quite unheeded in the socialist movement’ (p. 248). Yet 
the same verdict can be passed on Sassoon’s own account. Amidst the 
hard-headed honouring of the neo-revisionist accommodations to capi- 


19 Sassoon, 'Brtannie Warves the Rules’, pp 19, 16. 
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talist realities at the end of the book, any awareness of the creative radi- 
calisms required by the post-Fordist logics of capitalism's everyday 
life—the New Times otherwise acknowledged by the book—+tends to 
drop out. Bur as the struggle for socialist values on the broad cultural 
front is given up, it is from elsewhere—from feminisms, Greens, and the 
advocates of what Sassoon briefly summarizes as the “New Politics’ (pp. 
670-4)—that a new vitalizing vision will have to come. 
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Goran Therborn 


The Limits of Social Democratic 
Admirableness 


Donald Sassoon’s Ome Hundred Years of Socialism is in physical form as well 
as in intellectual content very suitable to its actual object of study, 
Western European social democracy and labourtsm after World War u. It 
1s big (943 pages plus index), heavy, attractrve—from the cover to style 
and argumentation—in many ways admirable, erudite and suffused with 
humane decency, leaving an impressive roster of empirical achievements, 
all chis, however, alongside a persistent weakness of (analytical and 
explanatory) theory. It promises much more than is actually delivered — 
the book 1s ın fact mainly about the last fifty years of Western European 
social democracy——it is Eurocentric, little reflexive of its own limita- 
tions, and even less of its own mission or meaning, and ends ın uncer- 
tainty and modesty—but with the calm pride of being the only project 
of this sort and size around.” 


An Impressive Treatise 


First of all, this is a work worthy of respect and gratitude from all serious 
scholars and concerned politicians. It is an impressive scholarly achieve- 
ment. Sassoon has no real competitor ın his coverage of post-war Western 
European social democracy, which also includes an insightful treatment 
of the Italian and the French Communist parties. (I use the term social 
democracy in the continental European sense, according to which British 
Labour, both Old and New, 1s a part of it.) His knowledge of the 
Mediterranean world is excellent, and even though his grasp of central 
and northern Europe is not always firm and fully reliable, due to barriers 
of language and affinity, ıt 1s umpressive by Anglo-Saxon standards. (I 
refrain from a fault-finding catalogue of factual errors, which, as far as I 
have spotted them, are all of minor importance—names, positions, and 
policy options.) The area of topics covered, and covered well, ıs huge: 
party politics, the whole policy spectrum, social structure and conflict, 
gender relations, capitalist economic trajectory, ideology. The book is, by 
intention and in fact, a ‘history of Western Europe from the perspective 
of the history of the Western European Left’. 


The author’s judgements of parties, personalities, and policies are invari- 
ably fair and balanced, even of non-social democratic ones, without 


! Donald Sassoon, Ome Hamelred Years of Sectalisu: The West European Loft ru the Twentreth 
Cantzry, LB Tauns, London 1996, £35 HB, £14 99 PB 
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being bland. It is true that he is less patient with other scholars. Indeed, 
Sassoon has a somewhat irritating penchant, as be paces the roads of 
Western European history, for nonchalantly shooting from the hip. Two 
examples. 


One 1s his assertion, that ‘the Portuguese economy, in spite of a revolu- 
tion and six provisional revolutionary governments in two years, 
behaved in much the same way as all the others’ (p. 611). This argument, 
which is shot off against one analyst and is sustained only by reference to 
another, would, if crue, constitute a major contribution to revolutionary 
historiography: capitalist investment and production can, at least occa- 
sionally, be unaffected by seizures of property, massive redistribution 
against capital, and the prospects of full-scale socialist revolution. 
Sassoon seems unaware of the power of this thesis, 1f on target, which it 
probably 1s not, and leaves it at that—a random shot. 


Another example of shooting first and leaving the thinking for another 
occasion, is Sassoon’s assertions about the 1960 programme of the 
Swedish sap. Because the latter, in Sassoon’s reading of it (1n English 
translation), appears more egalitarian than ‘most revisionist arguments’ 
(p. 255), relating it to the 1959 Bad Godesberg programme of the spp, 
as other writers have done, is to Sassoon simply ‘not sustainable’ (p. 
813n). For someone who apparently knows of neither the changes 
between the 1944 and the 1960 programmes of Swedish social democ- 
racy, nor the main author of the latter, nor that author's deep involve- 
ment in international social democracy, especially the Austrian and 
German brother parties, Sassoon’s disparaging dismissal of another 
interpretation is pretentious and unnecessary. 


Three Books in One 
Sassoon’s oeuvre consists of three ‘books’ of highly unequal size and signifi- 


cance, containing seven parts in toto. Book One, and part one, draw a 
good, succinct sketch of the history of the Western European Left from the 
Second International to the outbreak of the Cold War. Book Two is enti- 
tled ‘Consolidation’ and covers the experiences of the post-war boom. Part 
two gives a perceptive overview of ‘The Construction of Welfare Socialism 
1945-50’, especially good about Britain, France, and Italy, but which 
would have benefited from some more knowledge of the most significant 
issues of social policy-making, of the classical labour movement concep- 
tions of che subject, and of the post-war confrontation between Beveridge- 
inspired universalism and handed-down national particularisms. 


Part three deals with the 1950s, both economically and in terms of for- 
eign policy, ending with a nch overview of ‘revisionism’, showing that 
Sassoon's main skills are those of a historian of contemporary political 
ideas, and that he is most at ease with Franco-Italian politics or when a 
reading of programmatic texts ın English or in the Romance languages 
can constitute the core of analysis. Parts four and five deal with the fol- 
lowing decade, with part five focusing on ‘the great contestation’, which 
explicitly ignores the semi-insurrectionary strikes in Belgium in 1960- 
61 (p. 357), but which, among other things, contains a succinct and 
pointed history of feminist thought. 
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Book Three is called ‘Crisis’. Its main object is the parallel crisis and 
decline of social democracy and of regulated capitalism. The connection 
is seen in employment. Without full employment, the socialist project of 
equality faced ‘insurmountable obstacles’ (p. 449). Like most others, 
Sassoon has no real explanation to offer for this turn 1n capitalism, and in 
the end he even falls back upon pop economics: “To a large extent, the 
contemporary crisis of socialism is a by-product of the globalization of 
capitalism’ (p. 772), as if the ‘globalization’ of a centuries-old world sys- 
tem were ‘to a large extent’ a satisfactory explanation of what might be 
an epochal turn of social and political history 


Part six in Book Three, two hundred pages long, deals with the Western 
European Left during the post-1973 recessions. It makes an admirable 
effort at stepping out of the author's more familiar terrain by including 
a chapter on social democracy in the small countries of Austria, 
Belgium, Netherlands, and Sweden, which unfortunately fails to make 
much out of a very interesting comparison between Austria and 
Sweden. Between those two countries there is an intriguing combina- 
tion of sumilarities and differences which, together with the Norwegian 
DNA, make up the set of the most successful post-war social democra- 
cies—both governing small, neutral countries, strongly committed to 
full employment and trade union participation in policy-making. One 
still keeping and displaying something of a Marxist heritage, but 
mainly using a unique, repeatedly absolute electoral as well as parla- 
mentary majority for a social ‘modernization’ of a profoundly conserva- 
tive society—education, the judicial system, family relations and so 
forth, while preserving its socio-economic institutions and letting 
remuneration differentials grow wider. The other, almost anti-theoreti- 
cally pragmatic, but radicalized, in the late 1960s and early 1970s, with 
an egalitarian fervour that could draw upon a wide popular mood which 
transcended party affiliation, and which did not refrain even from try- 
ing to change major social institutions, such as patriarchy and private 
property. 


Little of these stories and less of their differential dynamics seep through 
Sassoon’s chapter, very dependent as it 1s upon programmatic documents 
and institutional surveys. The level of his analysis is more on a par with 
the more limited significance of the Dutch Labour Party experience. 
From a small-state perspective, Sassoon’s attention to Belgium 1s laud- 
able, but he obviously knows very little of the country and of its two eth- 
nic social democracies. 


The best section of part six is an excellent summary of “The French 
Experiment’. On familiar terrain, Sassoon has a very good eye for the 
assumptions aod the constraints of policy-makers. The reader is also 
given, in well-sculptured form, the essentials of the role of the Left 1n the 
democratization of Greece, Portugal, and Spain. 


The chapter on Germany and Britain, however, this reviewer found sur- 
prisingly mediocre. As was to be expected, there was little analysis of the 
policy and policy-constraints of the German spp in power, but even the 
more extended look at Britain in the days of Wilson and Callaghan is 
fairly standard, middle-of-the-road Labour history. 
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The final part of the volume takes up “The Great Crisis of Socialism’, in 
which a sociological chapter on the shrinking working class, on the 
social and political position of women, and on the new Green politics, is 
followed by a look in the rear-view mirror ar the last radicalisms of the 
1980s—-the British Labour Left, the Swedish wage-carners’ funds pro- 
ject, and the programmatic German attempt at infusing social democ- 
racy with a dose of ecology and feminism. This leads up to a final chapter 
surveying, tongue in cheek, ‘the new revisionism’, the new right-of-cen- 
tre consensus among the political elites of Western Europe, which has 
conquered, more or less fully, the social democracies of the north as well 
as of the south, and the Italian post-communists, too. 


The Epilogue lifts the eye a bit from 1ts focus upon Western European 
social democracy and its perennial companion, Western European capi- 
talism. Yet finally Sassoon cautiously asserts that ‘the fate and probably 
the future of Western European socialism cannot be separated from that 
of European capitalism ‘(p. 776), and, somewhat more boldly but in big 
company, that ‘capitalism has entered a transitional phase, from an inter- 
national economy. ..to a truly ‘global’ economy...’ (p. 772) To some, this 
may sound distressingly banal. But Sassoon 1s a historian, not a prophet. 
His inconclusiveness well reflects most, if not all, of ‘the Left thar is left’. 


While enormously impressed by this work, I also think it calls forth 
some critical questions about its method and its perspective, or lack of 
perspective. Given the author’s explicit political commitment, such 
questions may be legitimately raised from a socialist as well as from a 
scholarly point of view. 


A Narrow Vision 


With all due respect, then, two sets of criticism may be made. One, the 
minor one, concerns the author’s choice of perspective, which, to some, 
will appear as unfortunately narrow, given the amount of work invested 
and the expectations raised. The Little Europe framework remains a very 
arbitrary one for a work entitled Ome Hundred Years of Socialism. For same- 
one who comes to the conclusion thar ‘the contemporary crisis of soctal- 
ism is a by-product of the globalization of capitalism’ (p. 772), this 
Western European provincialism should seem rather absurd. With the 
ongoing globalization of the Socialist International—almost recently 
with the inclusion in September 1996 of the Mexican PRD and a group of 
African parties, and the opening of the Foro de Sdo Paulo to the major 
Latin American socialist forces—a tinge of pass&sme sticks to the vista of 
Little Europe, even from an orthodox social-democratic point of view. 


Sassoon is very far from being a conceited Eurocentric social democrat, 
but his provocatively unfortunate choice of title and his somewhat cur- 
sory attempt in the epilogue to widen the horizon, all bring home the 
unreflected limits of this work. The thesis that Bolshevism and Western 
European social democracy exhaust the category of ‘resistance’ to capital- 
ism is a poor makeshift construction, which ignores both the role of 
modernized religion—Christian and Muslim, above all—and national- 
ism, the ‘national-revolutionary’ or the ‘national-populist’ currents. And 
it leaves a number of unanswered questions ringing in our ears. Why was 
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orthodox social democracy mainly confined to Europe and Australasia? 
What are the implications of the recent broadening of the Socialist 
International, reaching out to major Third World parties? Will this 
opening up of the sı be enough to offset the likely relative decline of 
Western Europe in the course of the next century? 


While not afraid of passing out value judgements about politicians, poli- 
cies, and parties, Sassoon cautiously abstains from drawing any lessons 
from the past—epart from concluding that the Bolshevik revolution 
‘against capital’ has failed, hardly a daring research result these days. He 
also refrains from indicating any preconditions or options for a future 
socialism. Personally, I have oo quarrel with this. Sincere modesty is 
much preferable to inflated egotism. But at least some of Sassoon’s com- 
mutted readers are likely to feel somewhat abandoned at the end. 


Between Two Stools 


Sassoon is not a traditional narrative historian. He 1s extensively read in 
the economic and other social science literature, and he has a clear ambi- 
tion at systematicity, statistical and otherwise. However, in my opinion, 
this great empirical treatise suffers from a basic methodological flaw. 


It was a serious methodological mistake, I think, to approach the issue of 
socialism from the angle of party history. Or, to look at the other side of 
the coin, to burden party history with much more than it can reasonably 
carry. The fundamental issues tend to fall to the ground between two 
unfocused master narratives. On the one hand, ‘the book seeks to exam- 
ine everything significant in the history of Europe that has had an 
ımpact on the history of the Left’. On the other, as the author says he 
realized only half-way through, it is a ‘history of Western Europe from 
the perspective of the history of the Western European Left’ (p. xxv). 


The consequences of this methodological option are unfortunate. For all 
its impressive knowledge, this is neither a comprehensive history of 
Western Europe nor a full-scale history of its social democratic parties. 
The author rarely, if ever, manages to grasp and convey the specific pulse 
and self-identity of the parties under review. Nor, for all his laudable 
efforts at socio-economic circumspection, does he display much of the 
sensitivity of the accomplished social historian or sociologist for key 
social issues and crucial outcomes. 


This book leaves us confused about how socialism might fare and what it 
might become in the future. It also leaves us perplexed about what it is 
and about what it has been. And even if we take the sometimes—but far 
from always—mplied definition, that socialism is what a given social 
democratic or labour party at any given moment says it 13, we do not 
even have a clear idea, when we close the book, about what ‘socialism’ in 
this sense or some other, has contributed to Western European history 
and to Western European capitalism. Thar it has contributed to the ‘civi- 
lizing of capitalism’ (p. 767), most of us probably knew before reading 
Donald Sassoon. 


To ask for an analysis of the historical contributions of Social Democracy 
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is not to ask for any Grand Counterfactual History. What it calls for is a 
systematic comparison of partisan policy traditions in a specified set of 
policy areas, say property rights, industrial relations, employment pol- 
1cy, macroeconomic policy, social policy, education, distributive issues, 
gender and generation relations. There is already a substantial literature 
of comparative public policy directly bearing upon these issues, an 
approach developed by Frank Castles, Arnold Heidenheimer, Manfred 
Schmidt and others—a strand conspicuously absent from Sassoon’s long 
bibliography. 


The other, supplementary approach to the assessment of a partisan con- 
tribution 1s to start from some goal or desirable outcome in actual exis- 
tence, and try to trace its genealogy. Did, for example, the maintenance 
of full employment occur under duress only in countries governed by 
social democrats? If not, what other political paths led to it? What about 
the origin of relatively equal distribution of income, wealth, access to 
higher education, to positions of power? Here there is the distinguished 
British tradition of analyses of income distribution, established by 
Phelps-Brown and Richard Titmuss, continued by Anthony Atkinson 
aod others, and the sophisticated mobility research, currently spear- 
headed by John Goldthorpe, Walter Muller, and Robert Eriksson, all 
also absent from the bibliography. 


Social Democracy and Full Employment 


Given its current and newly framed importance, rightly stressed by 
Sassoon, we may linger fora moment on the issue of unemployment, illu- 
munated now by hindsight and confronted with strong neoliberal and 
anti-social-democratic interpretations, though without forgetting what 
was learnt before. Full employment in the post-war period never followed 
the party map, and was never a unique and distinctive achievement of 
social democracy. Employment patterns were largely structured by 
national traditions of institutions and policy experiences from the 1930s, 
and by the location of each national economy in the immediate post-war 
world. However, on the basis of those traditions and on what had been 
learnt in the years following the war, there had developed a strong institu- 
tionalized commitment to full employment in five OECD countries. Two 
had clearly got that commitment from social democracy—Norway and 
Sweden. Two others—Japan and Switzerland—learly had not, receiving 
it rather from political economies of conservative consolidation. The fifth 
case, Austria, was a mixture of the two. 


The resilience and capability of that commitment to full employment 
was manifested in the crises of the mid 1970s and mid 1980s. Since then 
it has weakened, bur four of the five countries have weathered the cir- 
cumstances of the 1990s comparatively well. Austria, Japan, Norway 
and Switzerland still have the lowest unemployment rates in the old 
OECD—excluding the special cases of Iceland and Luxembourg. Sweden, 
however, has been a spectacular failure. 


That failure seems so great, though, in part because it involved a retreat 
from what was a very successful policy: in terms of the rare of unemploy- 
ment, the proportion of people of working age having a paid job, Sweden 
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still has more people in employment than any other non-Nordic country 
in Europe—72.7 per cent in 1996. The British rate was 71 per cent, and 
that of the EU as a whole was $9.1 per cent.” 


Why did unemployment suddenly soar in Sweden in the 1990s? Not 
because of a marked export of jobs through investment abroad, as 
Sassoon seems to think, but most immediately because of a financial cri- 
sis which brought the whole Swedish banking system to the verge of col- 
lapse, and the whole economy to a standstill. This crisis was then 
aggravated and prolonged by an international recession, and by the eco- 
nomic calamity in Finland, the latter ın part caused by the implosion of 
the ussr. The financial crisis started with the collapse of a speculative 
boom in real estate, at home and abroad, fuelled by the deregulation of 
capital markets in the mid 1980s. The situation was further worsened by 
a liberal tax reform, which had been designed for the inflationary, low 
real interest rate economy of the 1980s but which was implemented ın 
just the opposite climate. 


AL this put ummense pressure on the labour market. Could the institu- 
tional dykes against mass unemployment have been held? It 1s hard to 
say with any confidence. The fact is that they were never manned. In 
spring 1991, the Labour Market Board had spotted the signs of the com- 
ing storm and warned the Ministry of Finance. Bur this time, the Social 
Democratic Minister, Allan Larsson, reacted as most of his international 
colleagues had in 1974. Inflation was seen as the priority problem while 
the threat of unemployment was denied or played down. 


What happened in Sweden in the first half of the 1990s has a striking 
resemblance to the events in Britain, Germany and other countries fif- 
teen to twenty years earlier: a social democratic government under pres- 
sure, playing down the danger of unemployment in favour of other 
priorities; a demoralized electorate putting in a more right-wing regime. 
Once the defences were let slip, ıt proved impossible to return to full 
employment. 


Table: Unemployment and Poverty? 
Unemployment Unemployment Poverty 


1994 %* 1996 %* 1994 % ** 
France 12.3 12.4 13 
Germany 8.4 9 11 
Italy 11.4 12 18 
Sweden 9.8 10 5.5 
UK 9.6 8.2 21 


Noter * OECD standerdized rates, note, however, that by January 1998, the rate of 
unemployment in Sweden had fallen to 6 9 per cent, ** Percentage of the population hav- 
ıng a disposable income less than half of the averege national income 





* ORCD, Employment Oxtleek 1997, Paris 1997, p- 163. 

3 Sources: on unemployment, OECD, Employment Oxtleak, p. 162; on poverty, J Vogel, 
Liseng Conditions and Inegualsty tn the Exropean Untsa, Burostat Working Papers, Luxem- 
bourg 1997 
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In our current predicament, the trade-off between wages and unemploy- 
ment has to be considered. For instance, the British employment record 
is currently better than that of most European countries but this has 
been bought at the price of an increase in poverty, the only Western 
European country to be following that route pioneered by the us. In the 
dismal world of New Parties and New Economics, the question has 
become, is less unemployment with more poverty better than more 
unemployment with less poverty? 


Western Europe is divided into three parts with regard to poverty: the 
low-poverty Nordic countries, the medium-poverty countries of central 
Europe—-France, Germany, Benelux, probably Austria and Switzerland 
—and southern Europe and the British Isles, in which the numbers of 
those ın poverty ranges from 18 (Italy) to 27 (Portugal) per cent of the 
population. 


A Conceptual Void 


The fatal political weakness of the book, a criterion that it 1s hardly 
unfair to apply to this eminent piece of scholarship exgag?, is that in che 
end, after about 800 pages of text, the reader is left in the dark about 
what the book is about. What is, or what was, socialism? What has it 
accomplished? Does it have a future? If so, under what conditions and in 
what sense? If not, why not? 


The author is, at least sometimes, at a loss to what socialism means. Part 
two, for instance, is entitled “The Construction of Welfare Socialism 
1945-50’. The centrepiece of this part 1s chapter sıx, which carries the 
rubric ‘Building Social Capitalism 1945-50’ (p. 137). Here socialism 
and capitalism appear to be synonyms. On other occasions, however, 
Sassoon 1s willing to offer cocksure verdicts, not only of what capitalism 
and socialism are, but also of future prospects. ‘In China and Vietnam... 
capitalism ...1s being rapidly developed...Only in Western Europe does 
socialism appear to survive...’ (p. xxiii). Bur finally, the author abdicates 
from everything, except social democratic party politics: ‘I do not know 
whether the idea of socialism will weather the great chaos at the end of 
this millennium and the beginning of the next ... when all is said and 
done, these [Western European social democratic and post-communist] 
parties are the only Left that is left.’ (pp. 776-7.) 


There is thus a conceptual void at the centre of Sessoon’s painstaking his- 
tory, which is likely to appear both confusing and frustrating to many 
eager readers. This void is an unreflected-upon reflection of the book’s 
object of study. In Latin Europe, ‘socialism’ may very well be taken as 
what parties calling themselves socialist do and think. In central and 
northern Europe, however, social democrats have become increasingly 
anxious to distinguish clearly between socialism and social democracy. 


Though always keeping a sympathetic critical political distance to late 
1950s revisionism, Sassoon seems to have incorporated revisionist ideol- 
ogy into his own method. His own verdict of the former might well be 
applied to his own method: ‘Revisionists could never understand the dif- 
ference between watering down traditional socialism and establishing a 
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new framework. Unable to achieve the latter, they remained content 
with the former. Over successive decades the parties of the West 
European Left... made no conceptual advances’ (p. 273). 


While wisely abstaining from writing a history confronting and compar- 
ing the actually existing West European Left with some selected defini- 
tion of socialism, the author would had done even better than he has, 1f 
he had done two other things. First, in his narrative he could have paid 
some systematic attention to the discourse of ‘socialism’ among the post- 
war left parties. That is, to the changing patterns of frequency, context, 
and connotations of ‘socialism’. Secondly, i ina concluding part or chapter 
he could have discussed the two major sets of the meaning of ‘socialism’ 
——~socialism as a set of institutions and socialism as a set of values—and 
related that discussion to a policy analysis of the achievements and the 
historical significance of the West European Left. 


Even so, an infinite number of wonderful books could have been written, 
if...as well as great socialist societies which could have been built, if... 
And when the dogs of criticism ture of barking, Donald Sassoon’s One 
Hundred Years of Socialism will still stand tall. 


Scanner 
Pierre Bourdieu 


A Reasoned Utopia and 
Economic Fatalism 


To the town of Ludwigshafen, its mayor, Mr Wolfgang Schulte, and the 
Ernst Bloch Institute, my warmest thanks for the honour I have been 
awarded, which associates my own name with thar of one of the German 
philosophers whom I most admire.' My thanks also to Mr Ulrich Beck 
for the very generous address he has just given. He leads me to think thar 
we may, ın the near future, see the utopia of a European 1otellectual col- 
lective, which I have long advocated, brought into being. My only crit- 
icism of this eulogy is thar it is really too generous, especially in the way 
it attributed to my individual personality alone a number of properties 
or qualities which are also the product of social conditions. 


I cannot help feeling that in being so honoured, ın being brought into 
the orbit of a great defender of utopianism—these days so often discred- 
ited, dismissed and ridiculed in the name of economic realism—I am 
being authorized, indeed urged, to try to define what the intellectual’s 
role can and should be in relation to utopia in general and European 
utopia in particular. 


Let us acknowledge the fact that we are currently in a period of neo-con- 
servative reconstruction. But this conservative revolution is taking an 
unprecedented form: there 1s no attempt, as there was in earlier times, 
to invoke an idealized past through the exaltation of earth and blood, 
the archaic themes of ancient agrarian mythologies. It is a new type of 
conservative revolution that claims connection with progress, reason 
and science——economucs actually-——to justify its own re-establishment, 
and by the same token tries to relegate progressive thought and action 
to archaic status. It erects into defining, standards for all practices, and 
thus into ideal rules, the regularities of the economic world abandoned 
to its own logic: the law of the market, the law of the strongest. It rati- 
fies and glorifies the rule of what we call the financial markets, a return 
to a sort of radical capitalism answering to no law except thar of maxi- 
mum profit; an undisguised, unrestrained capitalism, but one that has 
been rationalized, tuned to the limit of 1ts economic efficiency through 
the introduction of modern forms of domination (management’) and 
manipulative techniques like market research, marketing and commer- 
cial advertising. 


* This ıs the text of Pierre Bourdieu's speech of acceptance of the Ernst-Bloch Press der 
Stadt Ludwigshafen, 22 November 1997 


125 


The misleading aspect of this conservative revolution is that it retains 
nothing, apparently, of the murky pastoral Black Forest beloved of the 
conservative revolutionaries of the 1930s; it 1s trapped out with all the 
signs of modernity. After all, it comes from Chicago, doesn’t it? Galileo 
said that the natural world is written in mathematical language. Now 
people are trying to make out that the social world is written in eco- 
nomic language... It is through the weapon of mathematics—and also 
thar of media power—that neoliberalism has become the supreme form 
of the conservative counterattack, looming for the last thirty years under 
the name of ‘the end of :deology’ or, more recently, ‘the end of history’. 


What is presented to us as an uncrossable horizon of thought—the end 
of critical utopias—1s really none other than an ecomomistic fatalism which 
can be criticized ın the terms used by Ernst Bloch in Geist der Utopie 
when addressing such economism and faralism as there is to be found in 
Marxism: ‘The same man—Marx—who stripped production of all its 
fetishized characteristics, who believed he could analyze and exorcize all 
the irrationalities of history as being simply obscurities due to the class 
situation or the production process, obscurities which had not been seen 
or understood and whose influence therefore seemed inevitable; the same 
man who exiled from history all dreams, all active utopias, every “telos” 
recalling the religious, behaves towards the “productive forces”, the cal- 
culus of the “process of production”, in the same over-constitutive man- 
ner, finding the same pantheism, the same mysticism, and claiming for 
them the same ultimate determining force that Hegel had claimed for 
the “idea” and Schopenhauer for his alogical “will”. 


This fetishization of the productive forces resulting in fatalism is to be 
found today, paradoxically, ın the prophets of neoliberalism and the high 
priests of the Deutschmark and monetary stability. Neoliberalism 1s a 
powerful economic theory whase strictly symbolic strength, combined with the 
affect of theory, redoubles the force of the economic raal1ties it 15 supposed to express. 
It ratifies the spontaneous philosophy of the people who run large multi- 
nationals and of the agents of high finance—in particular pension-fund 
managers. Relayed throughout the world by national and international 
politicians, crvil servants, and most of all the universe of senior journal- 
ists—all more or less equally ignorant of the underlying mathematical 
theology—it 1s becoming a sort of universal belief, a new ecumenical 
gospel. This gospel, or rather the soft vulgate which ıs put forward 
everywhere under the name of liberalism, is concocted out of a collection 
of ill-defined words—‘globalization’, ‘flexibility’, ‘deregulation’ and so 
on——which, through their liberal or even Libertarian connotations, may 
help give the appearance of a message of freedom and liberation to a con- 
servative ideology which thinks itself opposed to all ideology. 


In fact, this philosophy knows and recognizes no purpose but the ever- 
increasing creation of wealth and, more secretly, its concentration 10 the 
hands of a small privileged minority; and it therefore leads to a combat by 
every means, including the destruction of the environment and human 
sacrifice, against any obstacle to the maximuzation of profit. Supporters 
of laisser-faire, like Thatcher, Reagan and their successors, are careful in 


2 Ernst Bloch, L'esprit de Patete [1923], Paris 1977, vol. 1, p 290 
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practice sof to ‘laisser faire’ but, on the contrary, to leave a free hand to 
the logic of financial markets by waging total war on trade unions, on the 
social achievements of the last couple of centuries, in a word against all 
the forms of civilization associated with the social state. 


Neoliberal policy can now be judged by its results, which are clear for all 
to see, despite systematic efforts to prove, through statistical sleight of 
hand and gross trickery, that the United States or Britain has achieved 
full employment. There 1s mass unemployment; what jobs there are have 
become precarious, the resulting permanent imsecurity affecting an 
increasing proportion of the population, even in the middle classes; there 
1s profound demoralization linked to the collapse of elementary solidari- 
ties, especially in the family, and all the consequences of this state of 
anomie: juvenile delinquency, crime, drugs, alcoholism, the reappear- 
ance in France and elsewhere of fascist-style political movements; and 
there is a gradual destruction of social achievements, any defence of 
which 1s denounced as old-fashioned conservatism. To this we may now 
add the destruction of the economic and social foundations of humanity’s 
rarest cultural achievements. The autonomy enjoyed by the universes of 
cultural production 1n relation to the market, which had increased con- 
tinuously through the struggles of writers, artists and scientists, is under 
increasing threat. The dominion of ‘commerce’ and ‘the commercial’ 
increases daily over literature, notably through concentration in the pub- 
lishing industry which ıs increasingly subjected to the constraints of 
immediate profit; over cnema—we may wonder what will remain, in 
ten years’ time, of a European experimental art cinema—aunless some- 
thing is done to give avant-garde producers the means of production 
and, perhaps more importantly, distribution. All this, without mention- 
1ng the social services, doomed either to submit to the directly interested 
orders of state or business bureaucracies or to be economically strangled. 


Whar, I will be asked, ıs the role of intellectuals in all this? I make no 
attempt to list—it would take too long and be too cruel—all the forms of 
default or, worse still, collaboration. I need only mention the arguments 
of so-called modern and postmodern philosophers who, when not content 
with leaving well alone and burying themselves in scholastic games, 
restrict themselves to verbal defence of reason and rational dialogue or, 
worse still, suggest an allegedly postmodern but actually radical-chic ver- 
sion of the ideology of the end of ideologies, complete with the condem- 
nation of the grand narratives and a nihilistic denunciation of science. 


How, in this somewhat discouraging environment, are we to avoid 
becoming demoralized? How are we to restore life, and social strength, 
to the ‘considered utopianism’ of which Ernst Bloch speaks in reference 
to Francis Bacon?3 For a start, what should this phrase be taken to mean? 
Giving a rigorous meaning to the opposition drawn by Marx between 
‘sociologism’ (pure and simple submission to social laws) and ‘utopi- 
anism’ (the adventurous challenging of these laws) Ernst Bloch describes 
the ‘considered utopian’ as one who acts ‘by virtue of bss fully aware fore- 
knowledge of the obpectrve trend’, the objective, and real, possibility of his 
‘epoch’; one who, in other words, ‘anticipates psychologically a possible 


3 Bloch, L’aprit de Putepee, vol. 1, 176. 
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reality’. Rational utopianism is defined as being both against ‘pure wish- 
ful thinking (which) has always brought discredit on utopia’ and against 
‘philistine platitudes concerned essentially with facts’; ıt is opposed to 
‘the—ultumately defeatist—heresy of an objectivist automatism according 
to which the world’s objective contradictions would be sufficient in 
themselves to revolutionize the world ın which they occur’ and at the 
same time to ‘ectrvise: for its own sake’, pure voluntarism based on an 
excess of optimism.* 


So against this bowkers’ fatalism, that wants us to believe the world cannot 
be any different from the way it is—wholly amenable, in other words, to 
the interests and wishes of bankers—1ntellectuals, and all others who 
really care about the good of humanity, should re-establish a utopian 
thought with scientific backing, both in its aims, which should be com- 
patible with objective trends, and in its means which also have to be sci- ` 
entifically tested. They need to work co//actrvely on analyses able to launch 
realistic projects and actions closely matched to the objective processes of 
the order they are meant to transform. 


Reasoned utopianism, as I have defined ıt here, is undoubtedly what is 
most lacking in Europe today. The way to resist this Europe—the one 
that bankers’ thought is trying to railroad us into accepting—is not to 
reject Europe itself from a nationalist position, as some do, but to mount 
a progressive rejection of the neoliberal Europe defined by banks and 
bankers. Of course, ıt is ın their interests to make out that any rejection 
of the Europe they favour is tantamount to rejecting Europe in any form. 
But in rejecting a Europe defined and dominated solely by the banks we 
will be rejecting banker’s thought, a process that—aunder neoliberal 
cover—ends by making money the gauge of all things, even the value of 
men and women in the labour market, and so on from one thing to the 
next through all the dimensions of existence; a process that, by setting 
profit as the sole criterion for evaluating education, culture, art and Liter- 
ature, condemns us to a flat philistine civilization of fast food, airport 
novels and TV soaps. 


Resistance to the bankers’ Europe—and the conservative restoration it 
promises—can only be European. And ıt can only be really European, 10 
the sense of freed from interests, assumptions, prejudices and habits of 
thought that are national and still vaguely nationalist, if it is the deed of 
all Europeans, in other words a concerted combination of intellectuals 
from all the European countries, of trade unions from all the European 
countries, of the most diverse associations from all the European coun- 
tries. This is why the most urgent task at the moment is not the compo- 
sition of common European programmes, but the creation of 
1ostitutions—parliaments, international federations, European associa- 

tions of this or that: truckers, publishers, teachers, and so forth, but also 
defenders of trees, fish, mushrooms, pure air, children and all the rest— 
within which some common European programmes can be discussed and 
elaborated. People will say that all this exists already, but in fact I am 
quite certain of the contrary—there is no need to look any further than 


the present state of the European federation of trade unions; the only ~ 





4 Ibid , pp. 180, 178 
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European international body really under construction and possessing 
some level of effectiveness is that of the technocrats, against which I have 
nothing whatsoever to say, indeed I would be the first to defend it 
against the simplistic and usually stupidly nationalist or-—worse still— 
populist doubts being cast on it. 


Lastly, to avoid having to give a general and abstract answer to the ques- 
tion I began by esking—concerning the possible role of intellectuals in 
constructing the European utopia—I would like to say what contribu- 
tion I personally hope to make to this ummense and urgent task. 
Convinced that the most yawning gaps in European construction are 1n 
four main areas—the social state and its functions; unification of the 
trade unions, harmonization and modernization of the education sys- 
tems; articulation between economic policy and social policy—I am cut- 
rently working, in collaboration with researchers from different 
European countries, on the conception and fabrication of the organiza- 
tional structures essential for carrying out the comparable and comple- 
mentary research that is needed to give utopianism ın these matters its 
reasoned character, especially, for example, throwing light on the social 
obstacles to a real Europeanization of institutions like the state, the educa- 
tional systern and the unions. 


The fourth project, which 1s particularly dear to my heart, is concerned 
with the articulation of economic policy and what we call social policy, 
more precisely the social effects and costs of economic policy. It involves 
trying to track down the primary causes of the different forms of social 
misery that afflict men and women in European societies; and this nearly 
always takes us back to economic decisions. It 1s an opportunity for the 
sociologist, who is not normally called in, except to mend crockery bro- 
ken by economists, to remind us that sociology could and should play an 
initial part in political decisions which are increasingly left to the econo- 
mists or dictated by economic considerations of the narrowest sort. 
Through detailed description of the suffering caused by neoliberal poli- 
cies—along the lines of the descriptions in La Misère du monde’—and 
through a systematic cross-referencing of, on the one hand, economic 
indices concerned with the social policy of businesses (redundancies, man- 
agement methods, salaries and so on) as well as its economic results 
(profits, productivity and so on) with, on the other hand, sadtces of a more 
obvioxsly social type (industrial accidents, occupational diseases, alco- 
holism, drug use, suicide, delinquency, crime, rape, and so on), I would 
like to raise the question of the social costs of economic violence, and thus try 
to lay foundations for an ecomomscs of well-being that would take into 
account all those things that the people who run the economy, and econ- 
omists, leave out of the more or less fanciful calculations in whose name 


they purport to govern us. 


In conclusion, therefore, I need only formulate the question which ought 
to be at the centre of any reasoned utopia concerning Europe: how do we 
create a really Exropean Exrope, one that is free from all dependence on any 
of the impertalisms—starting with the imperialism that affects cultural 
production and distribution in particular, via commercial constraints— 


3 Pierre Bourdieu, ed , La Misère du mende, Paris 1993 
129 


and also liberated from all the sational and nationalist residues that still 
prevent Europe from accumulating, augmenting and distributing all 
that is most universal in the tradition of each of its component nations? 


To end with a wholly concrete piece of ‘reasoned utopianism’, let me sug- 
gest chat this issue, which I regard as crucial, be placed on the pro- 
gramme of the Ernst Bloch Centre and of the international organization 
of ‘reflective utopians’ whose seat it could become. 


Translated by Joba Howe 
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Ken Coates 


Unemployed Europe and the Struggle 
for Alternatives 


On 19 January, Tony Blair gave an interview to the Ewropean newspaper. 
He made plain his belief that ‘not just socialism but social democracy as 
practised in most of Europe is past its sell-by date’. The reason for this 
judgement is said to be thar social democracy has been unable to solve 
the problem of mass unemployment. But social-democratic solutions, 
developed ın the Delors White Paper, and in the two Coates’ Reports on 
employment, followed by a number of other reports culminating in that 
of van Velzen last year, have been blocked ın the Council of Ministers, 
with the active support of Tony Blair himself. This struggle has been 
personalized as one between Blair and Jospin: but it really ranges Tony 
Blair against, not only socialist policies, but even against the more 
enlightened Christian Democrat politicians, as the interview makes 
clear. Blair's commitment to deregulation ‘puts him to the nght...of a 
Christian Democrat like Germany's Helmut Kohl’. 


A target for the end of the century of creating fifteen million new jobs in 
the European Union was set in December 1993 by the European 
Commission under the Presidency of Jacques Delors. The proposal was 
made in a White Paper entitled Growth, Competitiveness and Employment, 
subsequently known as the “Delors Report’. It included measures both to 
improve the ‘employability’ of the labour force, and to set up investment 
in job creation. This was to be achieved by joint and common initiatives 
comprising the use of new European-wide financial instruments, in par- 
ticular the issue of Europe’s own Union Bonds’. The urgency of these 
measures arose from the high existing rate of unemployment—nearly 11x 
per cent in 1993—and the anticipated deflationary effect of govern- 
ments’ fiscal tightening in the run-up to meeting the convergence crite- 
ria agreed at Maastricht for entry ın the Economic and Monetary Union. 


In the four years that followed, thanks to various forms of ‘statistical 
revisions’ and creative accounting, the actual fiscal tightening had been 
somewhat less than had been anticipated, but the total (net) borrowing 
by governments has been reduced from 6 per cent to 3 per cent of the 
Union's GNP. At the same time, practically nothing has been done to 
establish a countervailing European Public Sector Borrowing 
Requirement. This failure has been in spite of two reports from the 
European Parliament, passed with overwhelming majorities in 1994 and 


* Tony Blair interviewed by Andrew Neil in the Exrapeex, 19 January 1998 
13 


1995, Supporting the Delors proposals for a European strategy for full 
employment, in spite of innumerable nudges from MEPs, in spite of the 
efforts of several European Commissioners, and in spite of an appeal from 
the Commussion’s President for an Employment ‘Confidence Pact’. The 
combined weight of Europe’s finance ministers—a tidy total!—has suc- 
ceeded in sunking every successive attempt to float a new European 
financial launch. 


The result should surprise no-one. The unemployment rate remains in 
1998 at just under rz per cent. That means eighteen million men and 
women officially unemployed throughout the Union. Many more are 
without work, but uncounted. Even more serious, economic growth of 
European GDP at an average 1.5 per cent a year between 1991 and 1996 
failed to increase the numbers employed. Indeed, they fell year by year 
by nearly half of one per cent a year. Most of this fall was in 1993, but 
since then, while there has been an annual average increase, it has been at 
a rate of less than half of one per cent a year. That means that, with an 
employed population in 1993 of 150 million, less than half a million 
new jobs were being created each year. At that rate of growth, seven years 
on from 1993, some three to four million jobs would have been added, 
not the 15 million by the end of the century, as envisaged in the Delors 
Report. 10 per cent of Europeans would still be unemployed. 


The Reality of Unemployment 


But the real European employment situation is much worse than official 
figures have recorded. And the outlook is less rosy than official forecasts 
indicate. The umpact of the severe crisis in Asia, in particular, could 
undermine European growth forecasts, and flood European markets with 
unbeatably cheap goods. The stringencies umposed by the Treaty of 
Maastricht have indeed inhibited social and public spending, and 
restrained recovery. But far greater restriction could follow the pursuit of 
Agenda 2000 for the widening of the European Union if vast sums of 
money are not raised through loans or taxes, or both, to cushion the 
process, underpin social cohesion, and improve levels of investment in 


Poverty already passes any tolerable level in the West of Europe. Some of 
the results of unemployment in Europe have been revealed in the latest 
UNDP Human Development Report for 1997. Figures for the early 19903 
show Ireland, Spain, the Netherlands, the Ux, France, Belgium and 
Germany, all having over 12 per cent of the population below the 
poverty line, defined as an income per person of below $14.40 a day. And 
the Report comments on the setback to progress which followed the 
early 1990s in Europe: “The incidence of income poverty increased sub- 
stantially in the UK, marginally in Belgium, Finland, Germany, the 
Netherlands...one in six children ..in the UK is income poor. Income 
poverty is alarmingly high in one-parent families, and families headed 
by elderly women’. The Report explains the reasons as follows: 


Governments, particularly those in the European Union arming to 
meet the Maastricht criteria, have concentrated on keeping infla- 
tion low, reducing public debt and stabilizing exchange rates. The 
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race to fulfil the criteria for a single currency has meant separate and 
damaging deflationary policy in each EU country. These policies all 
contribute to further impoverishment, and are matters of public 
choice. 


Under the heading of What Needs to be Done?’, the UNDP report lists 
the following four actions for consideration: 


I. Resffirm the commitment to full employment...In Europe che 
Maastncht Treaty should add to its convergence conditions full 
employment and growth. Low inflation, by itself, does not generate 
growth or full employment. 


2. Renew the commitment to a redistributive strategy to eliminate poverty in 
the rich countries. The pressures of globalization make this even 
more imperative... Part of the strategy to reduce poverty should be 
the restructuring of taxation, to raise thresholds and free the low 
paid from income tax liability, while raising che basic rate for the 
better paid who have been receiving a disproportionately large share 
of income gains... 


3. Change the structure of taxes and benefits to encourage the unem- 
ployed to take a job. This requires making some benefits depend 
not on the status of being unemployed, but on some other need- 
based criterion... 


4. Upgrade the entitlement of the elderly, the single mother with small chil- 
dren, the long-term unemployed, the chronscally sick—to take them out of 
poverty. In the post-Cold War era there can be a much greater 
reduction in defence and arms spending than has so far been 
achieved——-permitting reallocations to eradicate poverty. 


What political movement could address these needs, if ‘social democracy 
as well as socialism are past their sell-by dares’? 


Evidently all the parties of the Left need to examine this question. But 
furthermore, all need to be interrogated by the rising movement of 
excluded people, who begin to invade political space because their first 
and worst exclusion has been from the active preoccupation of so many 
socialists or social democrats. 


Resisting Unemployment 


The European Full Employment Convention, which met in Brussels in 
May 1997, brought together nearly one thousand participants at the 
invitation of more than 160 members of the European Parliament, 
mainly from the Socialists, Green and Confederal Left groups. They 
included representatives of the European Network of the Unemployed 
which unites unemployed people from fifteen countries, and activists 
from the European Marches Against Unemployment, Insecurity and 
Exclusion. This Convention both reflected and encouraged the wide- 
spread mobilizations against unemployment which are taking place in 
many BU countries. These have included demonstrations, lobbies of 
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national parliaments, one-day stoppages, petitions and cross-national 
actions against plant closures and threats to social welfare. The three cen- 
tral states of the Union—France, Italy and Germany—have witnessed 
particularly vigorous actions, often bringing together trade unions, social 
movements, church leaders and prominent intelectual and political fig- 
ures. The electoral advances of left-wing parties has itself reflected the 
popular desire for effective action to be taken by governments against 
youth and long-term unemployment. More recently, calls for the intro- 
duction of a thirty-five-hour week without loss of pay have helped to set 
the political agenda in France and Italy. There have also been nation-wide 
occupations of employment offices in France: other countries will not lag 
far behind. 


It 18 against this background of continent-wide mobilizanon that we 
should view the initiatives for shorter working time proposed by the 
French and Italian Governments, and by the German Trade Unions. The 
German SPD has already made it clear that it will make programmes 
against unemployment central to its forthcoming campaign. Not only 
has Oskar Lafontaine, the party's leader, taken a radical stance but even 
the more moderate Gerhard Shroder, the premier of Lower Saxony, has 
found it advisable to take into state ownership a major industrial con- 
cern, Preussag, to prevent job losses ahead of the Laxder elections to be 
held on xı March. Although Britain’s Prime Minister has so far been able 
to play a role in blocking action at European level, the British govern- 
ment’s clout within the EU has been much reduced by ıts decision to put 
off entry into the common currency. Despite occupying the European 
Presidency, Britain is no longer part of the inner core at a tume when full 
employment begins, once again, to assume a central place on the democ- 
tatic agenda. The salience of the unemployment question within Euro- 
pean politics shows that the struggle for a new deal in Europe has already 
begun. Will this be the occasion for the revival of the Left, stepping like 
Lazarus from the tomb? In those days, too, the Pharisees were far from 
pleased by this resurrection 
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Alex de Waal 


Exploiting Slavery: Human Rights 
and Political Agendas in Sudan 


Slavery exists in contemporary Sudan: there are perhaps ten thousand 
people held as unfree labourers and regarded, by their owners and by 
themselves, as slaves. Under any definition this is an outrageous viola- 
tion of human rights and an indictment of the government under which 
ıt exists. But the relationship between slavery and government policy 13 
ambiguous. The evidence suggests thar the resurgence in slavery has 
arisen from social and economic decay in rural western Sudan, combined 
with government mulitary policies designed with other ends in mind. 
Nonetheless, the single issue of slavery has taken on a logic and momen- 
tum of its own. At times, it has threatened to obscure all other issues in 
the country, including abusive policies for which the government is 
directly responsible. 


In the West, particularly in the United States, the issue of slavery is 
deeply resonant. Yet slavery 1s a complicated subject in which the facts 
can easily be obscured by emotive considerations. Slavery is deeply 
entrenched in Sudanese historical consciousness, North and South. 
Nineteenth-century Sudan was a slaving state in which Arab merchants 
plundered the southern and western hinterlands for human booty. In 
looking at contemporary slavery 1n Sudan, however, there is a scarcity of 
hard facts: the government has yet to allow an independent investigation 
into allegations of slavery, and all examinations have been conducted by 
roundabout means, piecing together fragments of information from dif- 
ferent sources. Hence the debate on slavery tells us more about the agen- 
das of the political and humanitarian organizations involved than about 
the fate of the unfortunate slaves themselves. 


This essay will focus on three main issues: how the Sudanese government 
has used the militias which are implicated in enslaving Southerners; how 
international organizations, primarily militant Christians, have focused 
on slavery; and finally how slavery has been used by Southern politicians 
in their turn. In the course of these accounts, some light may be shed on 
the nature of contemporary Sudanese slavery itself. 


Civil War and the Militia Strategy 


It was with militia raids in the early stages of the current civil war that 
slavery in Sudan once again became resurgent. In 1983, after a decade of 
peace, Southern Suden returned to war following a mutiny by Southern 
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army umts forming the Sudan People’s Liberation Army (SPLA) led by Dr 
Jobn Garang. The spark for the mutiny was a series of disputes over the 
structure of the Southern regional government, and control over the oil 
and water resources of the South, but in the background was the deepen- 
ing political marginalization of Southerners and other non-Arab 
Sudanese as the Khartoum government fell more under the influence of 
radical Islamists such as Dr Hassan al Turabı. 


Over the course of the war, the country has become more and more polar- 
ized along racial and religious lines. Successive governments ın 
Khartoum have become more Islamist and authoritarian, culminating in 
the current National Islamic Front (NIF) regime, which banned all polit- 
ical parties, trade unions and newspapers, and imprisoned those political 
opponents who could not find a way to leave the country. Although the 
SPLA formally espouses a united secular state, many of its core supporters 
in the South are motivated by anti-Northern separatism. The SPLA has 
been first and foremost an army which had developed little in the way of 
a practical social politics of liberation. Its fractious internal politics have 
been a lifeline to the government. As the war progressed, ordinary 


Sudanese citizens have grown ever poorer. 


The war is more than North versus South. There are also deep-rooted 
insurrections 1n non-Arab, marginalized areas of the North such as the 
Nuba Mountains. Since the 1989 coup, the major political parties of the 
North have made common cause with the SPLA against the NIF, under 
the umbrella of the National Democratic Alliance (NDA). After 1994-95, 
when the Sudanese Government offended Eritrea and Ethiopia—by 
backing Islamist guerrillas in Eritrea and sponsoring a terrorist attack on 
Egyptian President Hosni Mubarak when he was visiting the Ethiopian 
capital Addis Ababa—the Sudanese opposition has found support from 
these neighbouring governments. This has transformed the prospects of 
the NDA: the joint forces of the SPLA and northern opposition have 
brought the war to Northern Sudan, posing an unprecedented military 
threat to the government. Many observers see the left-leaning, northern- 
dominated Sudan Alliance Forces led by Brigadier Abdel Aziz Khalid as 
potentially the strongest northern force in the NDA. 


Meanwhile, in south-western Sudan, straddling the north-south border- 
lands, lies an area that is both a microcosm of the war and a region of par- 
ticular interest, because this is where most enslavement is concentrated. 
This area has seen a contest between pro-government militias drawn 
from the cattle-herding Baggara Arabs of Kordofan and Darfur and their 
Southern neighbours, the Dinka people of Bahr el Ghazal, who are 
largely supportive of the sPLA. The Baggara militia are generally known 
as Murahaliin—a corruption of the Arabic Meradi/, nomads. Unwaver- 
ing support for the Murahaliin by the government has amounted to con- 
niving in slavery. 


The origins of the militia war lie 1n a combination of local factors (unre- 
solved disputes, mainly over grazing, between the Baggara and the 
Dinks, and a shrinking of economic options exacerbated by the drought 
and famune of 1983-85) and national policies (the government’s need for 
a cheap means of mobilizing extra firepower to protect oil installations in 
136 


the region and to fight the SPLA, especially in view of the political perils 
of mass conscription).’ From 1985 unul 1989 the Murahaliin mounted a 
succession of devastating raids into northern Bahr el Ghazal. They 
attacked largely undefended Dinka villages, killing tens of thousands of 
the inhabitancs, displacing hundreds of thousands, stealing a large pro- 
portion, perhaps most, of the region’s cattle, and abducting thousands of 
women and children. 


The Murahaliin were first mobilized and armed by President Jaafar 
Nimeiri in the months before his overthrow by popular uprising in 1985 
and the subsequent year-long Transitional Military Council. During the 
parliamentary period that followed (1986-89) they were expanded and 
developed a political profile of their own. The Baggara are politically 
aligned with the Umma Party, which won the largest number of seats in 
the 1986 elections, and provided the Prime Minister, Sadiq el Mahdi. 
The interior minister, Mubarak al Fad! al Mahdi (the Prime Minister's 
cousin), was reportedly instrumental in consolidating the position of the 
militia. Sadiq el Mahdi proposed that they should be legitimized as 
‘Popular Defence Forces’. Increasingly, a range of opposition politicians 
from both North and South saw the Murahaliin as party militia that 
could in theory supplant the armed forces and impose an Umma dicta- 
torship. Senior army officers submitted a memorandum in February 
1989 demanding that the militias be disbanded. 


‘The Character of Enslavement 


Slavery was first documented in 1987 by two lecturers at the University 
of Khartoum, Ushari Mahmoud and Suleman Baldo, and was taken up 
by Sudanese newspapers notably the Sudan Tiwes.? Government ministers 
reacted defensively, accusing Ushar1 Mahmoud and Bona Malwal (editor 
of the Sudan Times) of defaming the country: they regarded the allegations 
as casting dishonour on Sudanese society—implicitly equated with the 
northern Sudanese. Evidence for slavery and other abuses perpetrated by 
the mulitias was a window into the dirty war conducted by the govern- 
ment, revealing the way in which ıt regarded the South as an ethics-free 
zone. While the government had ceased to regard the Dinka victims of 
the raids as citizens, there was also an ambivalent attitude towards the 
Baggara. The standard, off-the-record government response to allega- 
tions of slavery ran something like this. ‘yes, it probably happens, but 
what can you expect from these uncivilized nomads?’ It was commonly 
asserted that successive governments had failed to ‘stamp out’ vestiges of 
slavery in the region. Indeed, the British had never actively enforced their 
1898 decree emancipating domestic slaves, and ın 1965, across the fron- 
tier in Chad, the government acknowledged both the continued exist- 


1 Alex de Waal, ‘Some Comments on Militias in Contemporary Sudan’, in M. Daly and A 
Alsikeingn, eds., Crys! War tx Sudan, London 1993 
* Ushan Mahmoud and Suleman Baldo, El Dien Massacre and Slavery in the Sudan’, 
pamphlet, 1987 For the press coverage, see, for instance, “Escaped Slave Girl Arrives in 
Khartoum to Tell her Scory’, Saden Times, 10 September 1987; end other arucles on 20 
Sepeember 1987, 21 January 1988, 18 February 1988, 9 May 1988, 9 October 1988, and 
30 April 1989 See also Alan Whittaker, ‘Slavery in Sudan’, The Reporter (Anti-Slavery 
Society), vol 13, 00 4, 1988, pp 64-71; Tony Horwitz, Dinka Tribes Made Slaves in 
Sudan's Civil War’, Wall Street Journal, 11 April 1989. 
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ence of slavery and its tolerance of the practice.? Senior Umma politicians 
were also eager to protect their allies in the militia, and their own reputa- 
tions. At this time, the debate on slavery hardly penetrated beyond lib- 
eral opposition circles in Khartoum and specialist human rights 
organizations. Belatedly, as the government realized thar the issue would 
not die, and that an investigation would probably reveal much enslave- 
ment to be ‘traditional’ practices outside the remit of official control, the 
attorney general agreed to an international inquiry by Anti-Slavery 
Internarional.4 


The existence of the Murahaliin did not protect Sadiq el Mahdi from a 
military coup in June 1989 instigated by the NIF, which was alarmed at 
the concessions Sadiq was proposing to make in pursuit of peace. The 
leader of the coup, Brigadier Omer al Bashir, had served ın el Muglad in 
Kordofan, one of the main militia centres. Within a few months, the 
militias had been co-opted by the NIF government, formalized in the 
October 1989 promulgation of the Popular Defence Act. A number of 
important former Umma politicians with close links to the militia 
joined the NIF government, while the Murshaliin leaders showed them- 
selves completely impervious to calls from Umma leaders in exile to turn 
their guns on the government. 


Militia raids decreased in the early 1990s. This was in part due to the 
SPLA which began to present a military threat to the raiders. The risks 
taken by the raiders increased while the rewards decreased, due simply to 
the fact that the more accessible areas of Bahr el Ghazal had been com- 
pletely devastated Hence the Baggara were more ready to make truces 
with their southern neighbours. Between 1990 and 1993, some agree- 
ments permitting access to pasture were signed, some trade routes 
opened, and some cease-fires respected. This led to a marked decrease in 
enslavement. From 1994 onwards, a government policy of destabilizing 
northern Bahr el Ghazal, using the renegade SPLA commander Kerubino 
Kuanyin, now leader of a pro-government splinter group, led to a resur- 
gence of army and Murehaliin attacks, and, in turn, to the abduction of 
captives and slaves. However, the majority of confirmed cases of enslave- 
ment date from the 1980s. 


The Baggara militias remain an important part of the government’s mil- 
itary forces. They are numerous and well-armed, and ın recent years there 
have been renewed appeals by Umma Party leaders for them to join the 
armed opposition. Retaining their loyalty ts important to the govern- 
ment. This io turn entails condoning many of their illegal activities, 
including abduction and enslavement. 


The economics of raiding centre on cattle: hundreds of thousands of 
Dinka cattle have filled the markets of northern Sudan and their sale has 
enriched both raiders and middlemen-financiers. But the late 1980s also 
witnessed a serious labour shortage in western Sudan, with unprecedent- 


3 Howard Temperley, New World Slavery, Old World Slavery’, in M L. Bush, ed , Serfdom 
and Slavery: Studve: in Legal Bowdage, London 1996, p. 146. 

4 This us the oldest human nghts organization in the world, founded in the 1830s, as the 
Anti-Slavery Society. The inquiry was aborted by the June 1989 coup 
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edly high rates demanded for agricultural labour, especially at peak times 
in years of good rainfall. This probably contributed to enslavement. 


The slavery that has arisen 1n western Sudan in the last decade does not 
resemble either the historical plantation slavery of the Americas or the 
large-scale commercial export of slaves undertaken by nineteenth-century 
merchant-adventurers such as Zubeir Rahma—General Gordon’s most 
notorious adversary Slavery is not integral to the Sudanese economy. 
Neither is it a part of declared government policy. Social artitudes in the 
slave-holding communities are difficult to ascertain, but it is certain that 
there is no consensus 1n support of slavery. In some areas, local government 
officers and magistrates have cooperated in releasing slaves through the 
courts—though no slave-holders have been prosecuted. The slaves are 
almost invisible and slave-holding is largely clandestine. There are no slave 
gangs apparent, no systematic shackling, no slave auctions, and there is no 
evidence for an export trade in slaves to other countries. This is not to say 
that individual cases of such abuses have not occurred. There are individual 
cases of mutilation, branding, castration and a few allegations of transfer 
outside Sudan. Some slaves are passed from one master to another for pay- 
ment, but monetary transactions as such do not necessarily constitute a 
systematic market. Moreover, the slaves are not completely sundered from 
their native communities: many have been returned by negotiation. 


This contemporary slavery is an amalgam of different practices. For an 
individual woman or child abducted in a raid, their status can long be 
indeterminate. They begin as captives and become unfree labourers, but 
whether they turn into hostages or slaves depends upon unpredictable 
factors. Contemporary slavery 1s a bit lıke traditional hostage-taking dur- 
ing inter-communal war: captives are abducted and kept ın bondage for 
the duration of hostilities. It 1s also a bit like domestic slavery: those who 
have been abducted are kept individually or in small numbers by individ- 
ual owners, required to do menial household or agricultural work, or to 
tend animals. They are treated as inferiors, exploited and often physically 
or sexually abused. It is also a bit like indentured or pawned labour: there 
are cases of famine-stricken Dinka families surrendering children to 
Baggara employers on verbal contracts that they will be fed and looked 
after for a certain length of time, and then returned—though often this 
contract is broken and the children are not returned. This various and 
hybrid practice has been described as ‘smallholder slavery.’ 


Apologists for the Sudan Government have asserted that these differences 
make ıt wrong to use the term ‘slave’.® Yet this argument is contradicted by 
one powerful fact: the language and idiom of nineteenth-century slavery 
remain alive. History provides a lens for the local understanding of contem- 
porary enslavement, both by slave-holders and their captives. The term for 
militia raids, gharwe, is the same as that for historical slaving expeditions, 
and participants reportedly compare themselves with their slaving forbears. 
The term ‘abid, slave, is in common use. A small town in southern Darfur 
3 Instances of such contracts were also reported during famines in Darfur in 1985 and 
Kordofan tn 1985 and 1992-93 See Peter Verney, ‘Slavery in Sudan’, Sedan Update and 
Anti-Slavery Ixternatronal (London), May 1997 


Related Practices’, The Sudan Foundation (London), March 1997 


bears the name Abu Matarig (‘father of the anvil’) from the nineteenth-cen- 
tury practice of shackling captives there. Historical memories make the 
contemporary phenomenon culturally and socially meaningful, and much 
more frightening to the victims and to Southern Sudanese more generally. 
Slaves believe they are slaves, villagers in Babr el Ghazal fear they may be 
enslaved, and slave-holders are fully conscious of what they are doing. 


The Wider Context: The ‘Comprehensive Call’ 


Smallholder slavery in the Baggara belt also occurs in a wider context of 
exploitation, oppression and coercive social transformation of black 
Sudanese societies. Much of this is backed by government policy. Other 
elements reflect long-standing racism in northern Sudanese society — 
exemplified by the common use of the word ‘ssid to mean Southerner or 
black Sudanese more generally—and ‘Sudanization’, the process of the 
social, cultural and economic incorporation of marginal communities.’ 


One of these issues is semi-free labour. Historically, commercial agricul- 
ture in central Sudan has been dependent on labourers who do not enjoy 
full citizenship rights.® Displaced Southerners and black non-Arabs such 
as Nuba have come to fill this economic niche, formerly occupied in turn 
by West African immigrants, western Sudanese labour migrants and 
Ethiopian and Eritrean refugees. 


Under the NIF government, social and economic policies must be under- 
stood within the context of the ‘Comprehensive Call’ and Islamic social 
planning. The Islamization of politics under the Comprehensive Call is 
arguably the most significant development in contemporary Sudan. The 
entire country is affected. Leading NIF cadres, such as the former 
Minuster for Social Planing, Al: Osman Mohamed Taha, have developed 
a remarkably thorough and radical programme of social, economic, cul- 
tural and political change, using the idiom of Islam, to create a state in 
which divisions between ‘government’ and ‘civil society’, secular and 
religious, civilian and military, are becoming largely meaningless. As 
Hassan al Turabi has repeatedly stressed, the aim is to create a thor- 
oughly Islamic socrety.*° This programme is also violent and authoritar- 
1an: the concept of Jibed (Holy War or struggle) is prominent, and 
humanitarian, commercial, educational and governmental organizations 
are all expected to contribute to the government’s war effort. The 
Comprehensive Call is linked to a form of Islamic economics that also 
happens to serve the political and economic interests of a small but 
wealthy ruling elite, notably those connected to Islamic banks. 


A key locus of the Comprehensive Call is the creation of ‘peace camps’ as 
a counter-insurgency measure around garrison towns in the war regions. 


7 Paul Doornbos, ‘On Becoming Sudanese’, in T Barnett and A. Abdelkarim, eds., Smer: 
Stats, Capital and Trensformatren, Loadoa 1987 

8 Mark Duffield, The Fellate Ideology and the National Economy of Sudan’, in N O'Neill 
and J O’Brien, eds , Ecowemey and Class ia Sadan, Aldershot 1988. 

> African Rights, Feed and Power ra Sadan. A Cratque of Hamexttarienim, London, May 
1997,ch 9 

19 Hassen al Tucebi, “The Islamic Sere’, in John L. Esposito, ed , Veeces of Revergest Islam, 
New York 1983 
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Here, rural Sudanese are coercively incorporated into the Islamist-stare 
apparatus. Hundreds of thousands of rural people have been removed from 
their villages by force and resettled in militarized ‘peace camps’ where 
many are required to work at sub-economic rates on farms or as casual or 
domestic workers. For the benefit of the United Nations Development 
Programme and some other Western donors, the Sudanese Government 
has presented this as an initiative to ‘resettle [returnees] in peace villages 
and then promote agricultural development to strengthen their attach- 
ment to land.’ ™ (Returnees’ is a government euphemism for captives.) 
This has recently been criticized by an independent review of UN assis- 
tance to Sudan: ‘the focus of some UN programmes suggests thar there has 
been a fundamental failure to adapt programming to the fact of internal 
warfare and its associated risks for some populations... this led the Review 
Team to question the extent of UN understanding of realities...’ 


Another element of the Comprehensive Call and Islamic social planning 
is Islamist schooling. Islamist missionary activity converges with social 
policy aimed at creating a new Islamized generation and the military 
imperative of obtaining mass recruits for the Popular Defence Forces. 
Thousands of children, mostly Southern or Nuba, are swept up by these 
programmes and taken to kbalwas (Koranic schools) run by the govern- 
ment or Islamist missionary organizations. Some of these children are 
genuinely needy, others are simply abducted. Non-Muslims are required 
to convert; Muslims must adopt the NIF’s brand of extremist political 
Islam. 


Some of the Islamist policies explicitly draw on interpretations of 
Sudanese culture and history for legitimation: one government slogan is 
‘returning to the roots’. Many NIF policies are implemented in a decen- 
tralized way: individual cadres or affiliated organizations are encouraged 
to take their own initiatives, provided they are consonant with the over- 
riding philosophy. In this context, slave-holders may believe that gov- 
ernment policy gives an implicit backing to their practices. 


‘The Scandal of Slavery 


Since 1995, slavery in Sudan has become an international scandal. The 
reasons for this lie not ın new documentation—though there is some of 
that.” Nor does ıt le in an increase in enslavement—as we have seen, 
enslavement is now almost certainly at a considerably lower level than in 
the 1980s—but rather in the interests of foreign organizations. In the 
United States, this came about after Louis Farrakhan, leader of the 
Nation of Islam, visited Sudan and denounced what he saw as stories of 
slavery. Farrakhan’s many American critics were eager to demonstrate 
just how wrong he was, in a way that would do the most damage to his 
credentials among African-Americans. They used the slavery issue. 


™ Quoted ın OLS: Operation Lifetime Sudax. A Reorew, Unversity of Birmingham, 1996, 
p-217 
i Ibid , p. 216. 
13 See, for instance, United Nations, Human Rights Questions Human Rights Situat- 
ions and Reports of Special Rapporteurs and Representatives Sicusnon of Human Rights 
in the Sudan’, 16 October 1995, paras. 27-31, United Nanons, Commussion on Human 
Rights, ‘Siczation of Human Rights in the Sudan’, 20 February 1996, paras. 33-40. 
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Farrakhan angrily denounced his opponents, saying they were the real 
slaves. Slavery therefore became the locus of a proxy war between politi- 
cal opponents in the us. 


Two American journalists, Gilbert Lewthwaite and Gregory Kane, took 
up Farrakhan’s challenge and set off to Sudan intending to prove their 
point by buying a slave in a market. With great publicity, they paid $500 
each to ‘buy back slaves’ in the spLa-controlled market of Manyiel in Bahr 
el Ghazal: QED.™ In fact, a cursory examination of this episode reveals 
thar all is not what it seems. Not only were the redeemed slaves curiously 
reluctant to talk about their personal history, but che circumstances of the 
transaction did not suggest that ıt was a genuine slave market. The SPLA 
would not have tolerated slave traders or a slave market on its territory. A 
true slave market would have entailed selling human beings to the high- | 
est bidder: the children whom the journalists purchased were brought to 
Manyiel to be sold only to their families, or their families’ representatrve. 
Tt was much more akin to a hostage-redemption exercise. 


The great majority of the releases of captives, hostages and slaves have 
occurred through the intervention of their relatives on payment of a fee, 
normally between LS 8,000-13,000, equivalent to us $1-4-——though 
individual payments of up to LS 50,000 have also been reported. This is 
not a market price but rather token compensation. There are several actrve 
search committees in Khartoum, with networks of relatives and others in 
western Sudan. When children have to be brought back, individually, to 
their native villages in Bahr el Ghazal, the fee can be somewhat higher. 
But the journalists’ payment of $500 suggests thar the middleman had 
seen an unusual financial opportunity. The other main means of release 1s 
through inter-tribal negotiations. In late 1995, 674 people were returned 
to their families after a Baggara-Dinka conference as part of a general 
agreement over limiting hostilities and providing access to grazing lands: 
modest payments were made for expenses to do with the children’s travel. 


For Lewthwaite and Kane, the very fact that a person could be 
‘exchanged’ for money was evidence of slavery. The more cautious analy- 
sis in much of their writing—for example, their modest estimates of the 
number of slaves—has been overlooked ın an American debate that often 
assumes that Sudanese slavery 1s a more-or-less straightforward replica- 
tion of the experience of pre-emancipation Aftican-Americans. 


Militant Christian Agendas 


In a similar manner, certain Christian militant and other organizations 
have fastened upon the slavery issue. There is a long historical association 
between evangelical Christianity and abolitionism—anot least in Sudan, 
where General Charles Gordon was both a fervent Christian and a vigor- 
ous abolitionist. For militant Christians, slavery is an issue that unites 
historical consciousness—in this case, also in Britain— increasing enthu- 
siasm about the Christian potential of Southern Sudan, and a proven 
means of attracting publicity and funds. 


4 Gilbert Lewthwaite aod Gregory Kane, “Witness to Slavery’, Belismore Sen, 16-18 June 
1996 
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Renewed interest in Sudan by foreign churches dates from about 1989, 
when the UN-led Operation Lifeline Sudan (OLS) began to open up 
Southern Sudan to humanitarian aid, and the SPLA began to recognize 
the churches as a potentially important constituency. Until that 
moment, Southern Sudan had been very isolatred—urban areas con- 
trolled by an unsympathetic government, and rural areas under a com- 
munist-leaning, anti-clerical spLa which made a habit of kidnapping 
foreign prests. When foreign missionaries returned, they found that an 
extraordinary growth in numbers of Christians had occurred during their 
absence. In 1982 in Bor diocese there were just 18 small Anglican 
churches; by 1991 there were 120 with 73 ordained clergy. Mass bap- 
tisms and confirmations are the norm: one bishop confirmed 10,000 at 
Kakuma refugee camp ın Kenya in July 1993." Some evangelical groups 
claim that Southern Sudan is now 80 per cent Christian, representing the 
fastest-growing Church in the world.‘® Some of the most spectacular 
areas of growth have been where local Protestant pastors have dynami- 
cally interpreted church teachings to fit ın with local needs. One ener- 
getic, if unorthodox, Anglican priest, who claims almost 600 churches, 
is explicit about how he accommodates Christianity to existing cultural 
practices. Others have propagated millenarian messages based on 
bizarre interpretations of passages in the Buble: the sufferings of 
Southern Sudanese during fourteen years of war cry out for such Biblical 
explanation. The Roman Catholics have been more insistent on main- 
taining their standards for baptism but have also gained many new con- 
verts. Ideas of redemption from sin and liberation from evil have a 
powerful grip on many Southern Sudanese and foreign missionaries. 


Aid provided by churches and church-related relief agencies has also 
boosted Christianity ın Southern Sudan. The churches play a vital role in 
providing educetion and food relief. Recognizing this, the SPLA gives 
much autonomy to the New Sudan Council of Churches (Nscc). Church 
and guerrilla have not always easily coexisted: some commanders see the 
NSCC as the ‘spiritual wing of the Movement’, while others retain 
residues of the sPLa’s early anti-clericalism. But the two organizations 
have been growing steadily closer together. 


While the sPLa’s struggle has widespread sympathy in Europe and 
North America, the SPLA itself has few international organizations ready 
to enter into a relationship of practical solidarity. One reason for this 1s 
that the military element of the struggle has been paramount, so that the 
Movement has failed to implement a social agenda ın the areas ıt con- 
trols. Another reason is that the UN, through OLS, has played the domu- 
nant role in regulating humanitarian programmes. OLS is formally 
neutral, works under agreement with the government and treats relief as 
a non-political, technocratic matter. Only a few foreign agencies— 
notably Norwegian People’s Aid—have chosen to work outside OLS, 
directly with the SPLA. 


13 Figures taken from Marc Nikkel, Dreke Christianity, PhD chess, Unrversity of 


Edinburgh, 1994 
16 Peter Hammond, Fasth sader Forre sx Sudan, Newlands, South Africa 1996, p. 7- 
7 Afmoen Rights, ‘Greac Expectarions: The Civil Roles of the Churches in Southern 
Sudan’, Discussion Paper No. 6, April 1995. 
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The lack of solidarity agencies has created an opening for mulitant 
Christian organizations. Among them are Christian Solidarity Inter- 
national (cst) and the South-African-based Frontline Fellowship. To 
some extent, fundamentalist Christians are the mirror-image of the NIF’s 
Jibad. Frontline Fellowship’s newsletter has run an article entitled “The 
Challenge of the Crusaders’, Adorned by a romantic engraving of Rach- 
ard the Lionheart, it disclaims outright endorsement of Holy War, but 
argues, “Yet there is much we can learn from the faith that inspired these 
epic undertakings ...’18 Frontline Fellowship describes the SPLA as ‘the 
Christian forces’ and the Sudan army as ‘the Muslim army.’*? It has pro- 
vided a chaplaincy service to the SPLA, under the heading ‘Soldiers for 
Christ’?° and celebrates SPLA military victories.” 


CsI is somewhat more sophisticated, and stresses its sympathy for the 
Northern parties in the opposition NDA. In particular, CsI has lauded 
Mubarak el Fadi|—former Umma Party Minister of the Interior—and, ın 
an episode rich with irony, transported him to areas of Bahr el Ghazal dev- 
astated by the Baggara militia and presented him to foreign journalists as 
a Sudanese democrat. It has been actrve in denouncing abuses committed 
by the Sudan Government and the suffering of the Sudanese people: what 
its advocacy lacks in detailed research, 1t makes up for in stridency. (The 
material aid that it has given has been rather more modest.) This has been 
much appreciated by many Southerners, who feel that the depth of their 
misery and the basic justice of their cause require vociferous advocacy, and 
that the Christian West has not been as committed to their cause as the 
Muslim world has supposedly been to the NIF. A civil official in Bahr el 
Ghazal said. ‘Chnstianity is needed to stand firm against encroaching civ- 
ilizations. We need a Christian Fundamentalism. There is an intrinsic 
feeling that there 1s something other than Islam.’ The activities of the 
Christian militants is not, however, a true counterpart to the NIF’s 
Comprehensive Call. While often extremust, it is not based on an all- 
encompassing practical social philosophy. Reactive propaganda domi- 
nates: their handling of the slavery issue is a case in pomt. 


Militant Christian organizations have elevated slavery to be a central 
plank—even the central element—of alleged government policy. 
Frontline Fellowship claims, “Tens of thousands of Sudanese Christian 
men, women and children have been kidnapped and sold as slaves by 
government soldiers.’ cst claims that ‘Government troops and 
Government-backed Arab militias regularly raid black African com- 
munities for slaves and other forms of booty.’ The organization 
repeatedly uses the term ‘slave raids’, implying that taking captives 1s 


18 Fr entlrme Fellocsbsp News, 00 1, 1995, p-$ 

19 Hammond, Fasth under Fire, p. 51. 

æ= Thid , p. 109 

™ “The Victory of che Cross in Suden Christian Flags Fly Over Newly-Liberated Towns’, 
Frontline Pollowsbop News, 20. 3, 1997, p. 1 Even in the Nube Mountains, where SPLA 
forces are led by e Muslim commander and perbaps half the troops are Muslims, Frontline 
Fellowship describes the war as between a Muslim government and Christian rebels. 

z Quoted in African Rights, ‘Great Expectanions”’, p 39 

3 ‘Slave Raiders Return’, Frextirne Fellowship News, DO 3, 1996,p 7 

4 Christan Solidarity International (The Baroness Cox and John E:bner), Evidence on 
Violations of Human Rights in Sudan’, submission to the UN Human Rights Comm- 
ission, Geneva, Apal 1996, p 9 
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the aim of government policy and that all captives are automatically 
slaves.” Both organizations have also alleged that there is mass 
enslavement in the Nuba Mountains, which is contested by Nuba 
human rights activists.?6 


csi has a programme of ‘buying back’ slaves in spLA-controlled markets. 
(Lewthwaite and Kane's hand-over of cash was arranged through csi.) It is 
easy to envisage how this could be manipulated by traders and local offic- 
ials, and could even create incentives for kidnapping children for ransom. 
There are also fears that it may be inflating prices and undermining the 
much larger but more discreet activities of the retrieval committees in the 
North. 


The militant Christians’ reasons for concentrating on the issue of slav- 
ery are easy to identify. It is much easier to talk about slavery chan 
about Islamic social planning, counter-insurgency displacement and 
sub-economic wage rates. It is a simple shorthand and a way of gener- 
ating publicity and funds in the West. It is an economical gesture of 
solidarity, utilizing Southerners’ profound hurt rooted in the experi- 
ence of slavery. 


Southern Agendas 


Some Southern Sudanese have also exploited the issue of slavery for per- 
sonal and political ends. International organizations with money and 
publicity are interested in slavery, and both the money and the publicity 
can rub off on people who cooperate with them. Thus Bona Malwal, now 
in exile and editor of the Sudan Democratic Gaxetts has given a platform to 
CSI and repeatedly emphasized slavery. (An exception was a diplomatic 
silence when he visited Bahr el Ghazal with Mubarak al Fadl, praising 
the former minister's democratic credentials.) 


The SPLA leadership is better-informed. However, on a visit to America, 
John Garang was ready to make a remarkably strong statement on slavery, 
that could have been drafted by csi: 


The present fundamentalist Islamic regime in Khartoum is resort- 
ing to slavery as part of its declared policy of destroying the 
African/non-Muslim dimensions of the Sudanese identity. The slave 
raids into northern Bahr el Ghazal and the Nuba Mountains are 
being conducted by the Government army and its several paramil- 
itary auxiliary organs. Men and old women are killed. More than 
one million civilians have been killed in this way in the last ten 
years. Boys, girls and young women are transported in chains to the 
North for sale... We know of several hundred slaves who have been 
exported to other countries.?7 
Undoubtedly Dr Garang knew better, but he also knew what his audi- 


* Ibid., p 2. 

26 "What ıs Slavery?’ NAFIR: The Newsletter of the Nuba Mowatazas, October 1995 African 
Rights’ monitos in the Nuba Mounouns have come across two incidents of possible-—bat 
unconfirmed—enslavement ın two and a half years. 

*7 Searement by the spLa Leader on Slavery in Sudan, Swdex Demecratx Garxatts, August 
1996, p 3. 
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ences wanted to hear. It was a compromise with the need to generate 
public attention for Sudan. 


More widely, discourse on contemporary slavery has become part of 
many Southerners’ assertion of identity. It is a caricature of the North- 
South relationship with strong historical resonance. For some South- 
erners, speaking of contemporary slavery 1s a way to consolidate their 
demand for separation from the North. An argument often heard 1s that 
1f a Northern Sudanese can enslave a Southerner, how can they ever be 
considered as common citizens in one country? For others, such as John 
Garang—who supports a united Sudan—it 1s a way of talking about the 
deep grievances of Southerners withost calling for separation. 


But making the Southern Sudanese problem hostage to this single issue is 
dangerous for the SPLA. If some of the exaggerated allegations over slavery 
are disproved, it can only embarrass the movement. The pro-government 
Sudan Foundation has recently published an attack on CSI for exaggerat- 
ing the extent of slavery.?® It uses the familiar propaganda trick of arguing 
from a valid premise—that Cst's evidence does not support its claams—to 
a false conclusion, namely that the Sudanese Government is innocent, 
that there is no slavery at all (and, contradicting itself, thar the govern- 
ment ıs working hard to free slaves), or that it is all an American plot. 


The Sudan Foundation’s allegations are not difficult to dismiss: it also 
grossly overstates its case. But more seriously, slavery obscures a range of 
other, trickier social and political issues which the SPLA needs to address: it 
is a stick for beating the Sudanese Government, not a basis for developing a 
‘New Sudan’. Moreover, if the NDA comes to power, the SPLA will find its 
embrace of slavery allegations sits uneasily with the leadership’s commit- 
ment to a united Sudan ruled by a coalition that includes leading Umma 
politicians, who will certainly be embarrassed by any open investigation 
into slavery. Critics fear that the slavery issue may be an instance in which 
the SPLA has reacted to others rather than setting the agenda itself. 


Slavery exists at the geographical and political margins of Sudan— 
although arguably its resurgence has drawn legitimacy from the NIF’s 
Comprehensive Call. It is a symptom of an alerming social decay in rural 
Sudan. Slavery has been condoned by the last two governments because 
they needed the Murahalun as allies, and they saw the allegations as an 
embarrassment. But, for reasons almost wholly unrelated to the arcum- 
stances of enslavement in south-western Sudan, the issue has become 
central to the portrayal of Sudan internationally, especially by militant 
Christian organizations and opponents of Louis Farrakhan. By this cır- 
cuitous route, slavery has resurfaced as an issue in Sudanese politics, as 
part of the conduct of politics-by-propaganda by some leading Southern 
politicians. Such an approach gives little indication either that the slaves 
might be freed or that Sudan’s myriad problems of war, economic crisis 
and the abuse of human rights might be solved. 





æ Hoile, ‘Sudan, Propaganda and Distornon’ 
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Tithi Bhattacharya 


Dismantling Apathy: The Students’ 
Occupation at SOAS 


On 2 December the students at the School of Oriental and African 
Studies (SOAS) ended a twelve-day-long occupation of their library, when 
the School management accepted their demand for full and free access to 
the Senate House Library, the central library of the University of London. 
The occupation, although opposed bitterly by a minority of students at 
SOAS itself, was an event chat attracted a tremendous response, both ın 
Britain and abroad, of solidarity and concern. 


This academic year, it was decided by the School management, that only 
680 tickets to the Senate House Library would be given free of charge to 
students, while the rest would have to pay an annual fee of £70. Given 
that there are over 2,500 students at SOAS, the pattern of distribution 
was to be at best erratic, and at worst discriminatory towards the under- 
graduates. The SOAS management explained that it was forced to aban- 
don free provision of library tickets for all students because of the higher 
charges instituted by Senate House itself, and because the poor state of 
the School’s finances obliged ıt to find a way of paying for the new 
charges. The great majority of students were shocked by this announce- 
ment since free library access has always been an elementary component 
of university study. While soas has an excellent research library, stu- 
dents valued access to Senate House facilities since the central university 
library stocks many titles used in course teaching. After a successful 
demonstration organized by the Students’ Union, the management 
called for an open meeting of staff and students to discuss the issue. Two 
things became evident at this meeting. First, that while the manage- 
ment was immersed in the language of supposed economic rationality, 
within the context of ‘budgetary constraints’, the students were arguing 
from an entirely different premise. They made it clear to rhe manage- 
ment that they were well aware that there was a national crisis created by 
cuts in the funding for higher education, and hence in the School's bud- 
get, but that this only strengthened their determination to defend free 
access to academic libraries and decent standards of education. Secondly, 
though neither party uttered the word ‘politics’, it soon became obvious 
in the course of the meeting that, while the management was trying to 
confine the debate to the details of how Senate House could deal with its 
funding difficulties, the student body was constantly trying to bring out 
the underlying issue of resistance to the commercialization of education. 
One of the most prominent placards in the demonstration, for example, 
read ‘we are students, not consumers’. The meeting proved inconclusive 
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since the language used on either side indicated very different levels of 
outlook and aspiration. 


On 20 November, two days after the meeting with management, the 
Students’ Union called an Emergency General Meeting. Union meetings 
are often sparsely attended but this tume two hundred students came, the 
largest turnout anyone could remember. A representative from the exec- 
utive body of the National Union of Students (NUS), which hed earned 
notoriety for their support of the recent introduction of fees, addressed 
the gathering. She explained that she did not support the NUS position 
on fees and urged the meeting to assert students’ fundamental right to 
education and free facilities. However, no urging was necessary. When 
the Union proposed the motion that there was no ‘further viable recourse 
other than non-violent direct action’, an overwhelming majority passed 
it, giving a formal go-ahead for the occupation of the soas library. 


Why the soas Library? 


Since students were protesting at exclusion from Senate House ıt needs 
to be explained why the soas library was chosen as the site for protest. 
The Senate House library was ruled out in the first instance, as ıt was the 
SOAS management that was deemed to be responsible for the decision to 
restrict access. It was argued by some at the meeting that the administra- 
tive sections of the School should be occupied, since it was a protest 
against the management. During the demonstration on 18 November, 
though, the management had closed down the bar as their initial 
response to any form of action within the School. It was thus feared that 
if any part of the School other than the library was to be occupied by stu- 
dents, then the management would most certainly close down the 
library. In this situation, the occupation would lose the support of the 
general student body. If the library itself was occupied then it could be 


kept open and running. 


In comparison to the students’ movements of the 1960s, this occupation 
was clearly different in both perspective and tactics. First, the students 
here had a very modest objective, and were not preparing to change the 
world. What was interesting, however, was that the trajectory of the 
movement, the day-to-day interactions, the solidanstic ethics of those 
few days, actually pushed certain questions to the surface that were much 
broader than the Senate House issue. Secondly, the 1960s movement was 
often informed by a rejection of ‘bourgeois education’, and hence there 
were few efforts to maintain or actually run such tainted institutions. In 
the case of the soas occupation, though, no such ideological agenda 
existed, and it was believed that it would be better and more empower- 

ing to take over the library and keep it open for general use by students 
rather than to close it down with all the disruption to study thar this 
would cause. Those who supported the occupation understood that 
peaceful and cooperative methods would build support for the protest 
and put greater pressure on the management to abandon the Senate 
House charges and restrictions. 


As the occupation began, the students moved into the library, and the 
library staff, in support of the occupiers, left their desks and moved out. 
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The management immediately shut down the central computer system, 
shut off the lifts, and closed down the bar. Within an hour the Pro- 
Director issued a leaflet stating, ‘I strongly recommend that you do not 
enter the Library as all emergency services are suspended in this area’. 
That very afternoon a case was filed against the ‘offenders’ and Court 
Summons were posted at the library entrance addressed to ‘persons 
unknown’. If the management was swift in their punitive reaction to the 
occupation, the students were even swifter in their response to the situa- 
tion. Within fifteen minutes of taking over the library, an ad-hoc com- 
muttee of three students was selected who were given responsibility for 
the overall running of the occupation. The powers conferred on this body 
were significant. Although the Union had originally issued the call for 
the occupation, the occupiers, as a body, did not accept the pre-existing 
Union hierarchy and chose their own representatives. The Union 
President was retained as one of the commuttee members, but the other 
two students were not even a part of the executive. Furthermore, it was 
decided that, in the event of any negotiation with the management, the 
ad-hoc committee could only represent the students’ case to the manage- 
ment but were not permitted to take decisions on their behalf. In other 
words, they were merely to carry back to the students any offer made, 
and the student body as a whole would take decisions on a direct democ- 
ratic basis. 


A Democratic Occupation 


So from its very start the occupation had various distinctive features. 
First, it reyected the commercialization of education. Second, it guarded 
against bureaucratization of the protest movement, or its cooption by a 
Union leadership that would be susceptible to management pressure. 
Third, the occupation was run in a highly democratic manner: no mem- 
ber of the occupation was allowed to take any decision about the future 
without it being discussed in the presence of all, and then voted upon. 
These arrangements in no way signified that the movement was disorg- 
anized. It was agreed that there were to be three meetings a day to decide 
the plan of action. The first one, held every morning at eight, decided on 
the change of rota, and the allocation of shifts—who was going to be at 
the front desk and the door, and a team for the re-shelving of books used 
by the readers. Another meeting at eight in the evening decided on sim- 
ilar plans for the night. The third meeting, held at one in the afternoon, 
while School was in session, was to decide matters beyond the organiz- 
ational, where broader issues about the future of and political justifi- 
cation for the occupation were discussed. There was thus, from very early 
on, an implicit understanding and separating out of questions, organiz- 
ational and strategic, and the fact that the latter was allotted to a time 
that ensured maximum participation indicated the democratic inclus- 
iveness of the occupation. 


The issue of democracy, however raised some interesting problems. As 
mentioned earlier, when the occupation began, the management switched 
off the computer system which meant that it was impossible to issue 
books. Also, since the electronic detection system was turned off, readers’ 
belongings had to be checked thoroughly before they were allowed to 
leave the library. Admittedly, this policy was not the best assistance to 
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scholarship, and proved understandably unpopular. Attempts were made, 
both in the form of leaflets and in personal interactions, to explain the sit- 
uation, stating that ıt was a consequence of the management’s attempt to 
penalize the occupation and to create a divide between the occupiers and 
the non-occupiers by inconveniencing the latter. Attention was drawn to 
the fact that the library was now open twenty-four hours a day, even on 
weekends, so that readers could make the best use of ıt, without actually 
taking books out. The occupying students also helped readers use the 
micro-fiche and card catalogues as an alternative to the computer cata- 
logue. There remained, nevertheless, many SOAS students, particularly 
those on a one-year masters programme, who were unhappy. Several 
voices of dissent were thus raised against the occupation within the 
School, all on the grounds of inconvenience and hindrance to work. 
People within the occupation started to feel somewhat isolated, and 
feared that the action lacked majority support. 


It was important that this issue of support for the continuation of the 
occupation was raised within the paradigm of democracy, both within 
and outside the occupation. There were essentially two arguments made 
in this regard. Within the occupation itself, ıt was argued that because 
there was unrest about the occupation the decision to occupy was not 
democratic; hence the occupation, despite being an excellent strategic 
move, should end. One of the most heated and interesting meetings was 
devoted to this debate. It should be mentioned thar the people arguing 
for the continuation of the occupation at this particular meeting all came 
from a very explicit left-wing position. 


What was being vociferously articulated at this meeting, was not merely 
the strategic perspective—that the occupation was the lever the students 
had over the management, and withdrawing now would only strengthen 
management’s position and put the issue entirely off the agenda—but 
also the very notion of democracy. A truly democratic position, it was 
argued, was not to end the occupation because there happened to be 
opposition to it, but to carry the logic of the occupation to as large a 
number of students as possible. Certainly, the occupation would abide by 
the majority’s mandate, but since voting was not a matter of a monosyl- 
labic ‘yes’ or ‘no’, the onus was on the occupiers to carry the debate to the 
majority and strongly state their case. It was said that one could not 
approach the general student with the question of whether he or she sup- 
ported the occupation, for such a notion of decontextualized individual 
opinion was false. The point of departure at any large public meeting 
should be instead to explain why the occupation should be supported, 
and only then let the students decide. It was on the basis of this argu- 
ment that any policy on a School-wide ballot on the continuation or sus- 
pension of the occupation was strongly rejected. One occupier said that 
she was not opposed to a ballot, if the ballot paper also included a blow- 
by-blow account of each day of the occupation, and an analysis of the 
management’s reactions. 


Meanwhile messages of solidarity were pouring in from universities and 
colleges all over Britain. Students in Germany and Greece, who were 
striking against the introduction of tuition fees, sent comradely greet- 
ings. Support also came from students’ unions in South Africa and India. 
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One of the most striking messages was from the union of Middlesex 
Hospital workers which demonstrated to both the sceptics within the 
occupation and the general student that the action went beyond the local 
and was caught up in the fight against the dismantling of the welfare 
state. These voices from the heart of other struggles clinched the politi- 
cal debare within the occupation. It is important to emphasize that the 
decision for continuation was taken, not on the basis of a strategic argu- 
ment, but when the debate on democracy addressed notions of freedom 
and the lack of freedom. Though many in the meeting would not, under 
ordinary circumstances, use loaded terms such as bourgeois or liberal 
democracy, at the end of the meeting, ıt was unanimously agreed that a 
universal ballot, or any such abstract ideal of ‘opinion’ would produce 
patently false results. Now there remained the problem of the opposition 
without, and the next one o'clock meeting was widely advertised as the 
space to address it. 


The Vote on the Occupation 


That meeting, held on 24 November, was even larger than the original 
Union meeting. The occupiers had gone over to the SOAs residency over 
the weekend to publicize it and also to campaign among the students. A 
formal podium was set up with a speaker from the occupation, a repre- 
sentative of the soas branch of UNISON, which had extended its support, 
and a speaker who had been one of the most vocal opponents of the move- 
ment. The debate raged for over two hours, and at the end of 1t the deci- 
sion to continue was put to a vote. 202 students voted in favour, and 24 
voted against. The mandate of support could not have been clearer, and 
the proponents of formal ‘democracy’ lost the battle to the direct democ- 
ratic spirit. The next day, the NUS President, despite his public stance in 
support of fees, came into the library, and in full knowledge of the impli- 
cations of the occupation in the larger context, extended his support. 


The library, meanwhile, was being run with a view to provide the best 
service possible under the circumstances. Each day over a hundred read- 
ers were using it, and each day witnessed some new innovation. Thus the 
students obtained photo-copying cards from the University of London 
Union (ULU) in order to provide photo-copying facilities to those using 
the library. Rules on running the library were written out and pasted on 
the front desk so that occupier acting as library staff would know what to 
do. The most trying task was the reshelving of books. Trying to replace 
books in a library with four floors, including a vast magazine section, 
was an arduous undertaking, especially since the twenty-four-hour 
nature of the occupation often meant sleepless nights. Significantly 
enough those involved developed a strong sense of responsibility for the 
library, which added a new dimension to the protest. The words ‘our 
library’ acquired a new meaning. The popular students’ paper London 
Student (28 November) quoted one LSE student as saying thar after using 
the library she had been surprised to discover that it was occupied; she 
thought it was being run by the regular staff and had had no difficulty 
checking journals. 


A nation-wide demonstration organized by the Campaign for Free 
Education (CFE) was scheduled for 26 November, and the meeting point 
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for the rally was to be ULU, next door to SOAs. The occupiers reckoned 
that it would put considerable pressure on the management if the stu- 
dents from the rally ‘paid a visit’ to the occupation in the library. It must 
be remembered that by this tıme the Court hearing was over, and the 
occupation was at any moment expecting police intervention. Further- 
more, it was essential that the management respond to their demands, 
for, despite assurances of support, the twenty-four-hour vigil was telling 
on everyone's nerves. The occupation sent its own speaker co the rally, 
which itself had attracted a lot of publicity. It was not coincidental that 
the mapagement’s first response to the occupation came on the very day 
of the CFE demonstration. The occupation had distributed a list of its 
demands, which by then included such things as longer opening hours 
for the soas library and cheaper photocopying. This list was not formally 
presented to the management bur was used more as a device to reach 
other students. To the amusement of the occupiers, the management 
recognized and responded to this leaflet. It was not, however, an acquies- 
cence, and they only agreed to issue a further 200 free Senate House tick- 
ets. This offer was summarily rejected at yet another general body 
meeting of the occupation at lunch-time the following day. It was argued 
that the issue was not about numbers. As long as the priacip/s of universal 
access was not accepted, any offer was not worth considering for it still 
meant that the stratagem of rationing and discrimination was in opera- 
tion. This meeting, despite its strong resolutions, lacked the bright opti- 
mism of those only a few days earlier. It was the seventh day of the 
occupation, and the only concession wrested from management were 
those extra tickets. With the threat of forcible eviction looming large, it 
was clear to the occupiers that support within the School would soon 
drop if the stalemate was not broken. 


The much-needed breakthrough came the next day (28 November) 
when the President of the Association for University Teachers (AUT) 
approached the students and offered themselves as negotiators with the 
management. The occupation had to take some very important decisions 
in this regard. The AUT were not offering to represent the students’ cause 
at the negotiating table, but merely proposing to arrange for the best 
possible position for both sides. The AUT offer, however, was strategically 
very important, as the management was clearly trying to wait out the 
occupation. The students recognized the potential dangers of such a set- 
tlement, and hence demanded that the ad-hoc committee be present at 
the negotiations, so that the transparency of the proceedings could be 
maintained. 


The Occupation and the Students’ Union 


It was at this juncture that the Students’ Union members had a few sur- 
prises in store for che occupation. During the long weekend that fol- 
lowed the AUT offer, a few Union members proposed that the Union 
should represent the students at the negotiations, for it was an elated 
body, as opposed to the temporary and specific status of the ad-hoc com- 
muttee. To the general confusion of the majority of the occupiers, who 
were shocked and dismayed thet such questions should arise at the close 
of the struggle, the Union members pushed their mght to talk to the 
management on behalf of the students. When defeated by a majority 
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vote, some declared that they would call an emergency executive meet- 
ing and withdraw Union support from the occupation, for it had clearly 
moved out of the hands of the Students’ Union and was dominated by 
‘leftists’. 


On 1 December, when the AUT representatives went up to negotiate, the 
Union members, ignoring the majority decision, went along. They came 
back with an even larger number of tickets, but still no assurance on the 
principle of universal access. This was again rejected at a larger meeting 
where, to the surprise of the occupiers, the Union representatives were 
now recommending the offer as the best option. Yet the students’ 
repeated refusals to accept any compromise brought home to the man- 
agement the consistency of the occupation’s position. At the last meeting 
with the management 1n the afternoon of the same day, when a member 
of the ad-hoc committee finally carried to the Director the rejection of 
their offer, to the surprise of the Union members, who had sold the ear- 
lier deal as the best available, the Director finally gave an assurance in 
writing to provide tickets to the Senate House library, on the ‘principle 
of universal access’. The occupation formally ended the next day at a 
large meeting, where the very same Union representatives, who had pre- 
viously tried to sell the management’s line, chaired the meeting and con- 
gtatulated the student body on a hard and successful struggle! 


It is, however, unfair to end the story of the occupation on this note. 
During and after the occupation at SOAS, there have been other similar 
occupations around the issue of tuition fees at Oxford, Lincolnshire, 
Humberside and Bathgate. One way of judging these movements, which 
do not imitate the 1960s model, is to see them as discontinuous with the 
past. Another is to think that they hold out potential for the future. 


153 


VISIONS 


Kitty Hauser 


Sensation: Young British Artists from 
the Saatchi Collection 


Children, it seems, find it hard to understand the ontological status of 
stuffed animals: ‘is it alive or is it dead?’ Mortality is of course one of art's 
traditional Big Subjects, coolly invoked and illustrated in Damien 
Hirsts famous work The Impossibility of Daath in the Mind of Someone 
Living, in which a pickled shark is eternally suspended in a formalde- 
hyde-filled vitrine. The child’s naïve grasp of the paradox of taxidermal 
preservation 1s given concrete form in this visually impressive spectacle. 

Hirst’s shark, so well-suited to caricature in tabloid cartoons and visual 
quotation in advertising, has come to function as a symbol of the shock- 
ing work characteristic of a whole generation of artists. And, appropri- 
ately enough, the shark is the first thing you would have seen after 
walking through the doors of Sessation, the exhibition of Young British 
Art in the collection of Charles Saatchi, recently held at the Royal 
Academy of Arts." The shark, it seems, has been domesticated. Stamped 
with the approval of the Establishment (it’s art!) and honoured by record 
numbers of exhibition visitors (it’s popular!), it can now triumphantly 
slink back to the Saatchi archives as representative of a new(ish) kind of 
art; an art which is unashamedly commercial, media-friendly, pleasur- 
able and which boasts a wide audience. 


There is, of course, a wide variety of artistic practice in Britain; under the 
fabricated rubric of young British art (hereafter yBa) there are divisions 
and differences both ideological and aesthetic, making it difficult to gain 
much of a critical foothold. Even within Sensation there were significant 
differences. The perhaps unfortunate effect of this exhibition, however, 
was to vitiate those differences as the work was presented as the achieve- 
ment of a generation upon which Charles Saatchi’s authority confers a 
spurious unity. Unsurprisingly, it was the loudest voices that domi- 
nated.? And the criticism that has gathered and is still gathering around 
‘the new art’ has made it its business to focus on certain issues: in partic- 
ular the role of theory, the ‘great divide’ of high and low culture, and the 
formation of identity, so that something of a consensus is forming about 
on what ground the bartle, such as it is, might be fought. 


1 Sensatron: Young Brituh Artists from the Saatch: Collactren was at the Royal Academy of 
Acts, 18 September-28 December 1997. 

2 That this was che effect of the exhibition can be shown by comparing the work of artists 
both inside and outside of Seatch:’s termeory In other contexts, some of these works have 
different and often subtler meanings. Rachel Whiteread, for example, was done few 
favours by being exhibited in a gallery where so many spectacles were vying for arcention 
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Is 1t alse or 15 1t dead? is also a question worth asking about a cultural 
phenomenon. yBa has promoted itself—with considerable assistance 
from the media, and the delighted complicity of New Labour as well as 
the art world—as a vibrant and exciting indicator of the nation's cultural 
health, a high-art companion to the equally-hyped media invention of 
Britpop, along with the successes of a new wave of British fashion 
designers, British restaurateurs, British films and British actors. The 
economic causes of the boom in British art and its undeniable saleability 
in the hands of those such as Saatchi—who as the main dealer-collector 13 
by far the most prominent mint-man—have been much discussed and 
well-documented.’ Yet ıt ıs more than financial investment or even 
media attention that gives life to art, and, as Hirst’s shark indicates, the 
static appearance of life does not guarantee its existence. 


The Body of Art 


The Victorian explorer and naturalist Charles Waterton invented a tech- 
nique of animal preservation which involved skinning the animal and 
then, as the skin dried, modelling ıt so that the resulting specimen was 
hollow. Waterton was a tireless promoter of his method and claimed that 
it produced not only a highly realistic and long-lasting specimen, but 
also—handily—a light one, making the natural history museum cura- 
tor’s job much easier as he could carry, say, a couple of tigers at once, one 
on each shoulder. Waterton’s taxidermic principle was much admired for 
‘the Promethean fire which it enables a skilful operator to infuse roto 
lifeless and flaccid remains.’ This process can, perhaps, function as a 
concrete metaphor for much of the yBa where the skin of former art is 
puffed up to give it a semblance of life: predictably the result, while visu- 
ally impressive, is ght. 


Most critics, both pro- and antı-, agree that yBa represents a recycling of 
past artistic practice; a slightly farcical repetition of history. Rachel 
Whaiteread’s sculptures echo Bruce Nauman’s casting of the space under a 
chair. Hirst’s objects suspended in vitrines recall Jeff Koons; Sarah Lucas’s 
‘ready-mades’ seem to redo Marcel Duchamp. For its detractors, this recy- 
cling is a cynical strategy of art-making, adding nothing to the past art it 
feeds upon, but sucking 1t dry of political content and aesthetic integrity. 
Often the vacuum created by this recycling of form is filled with motifs 
and references drawn from the categones of the everyday, or the realm of 
popular culture. Gary Hume’s work, for example, seems to belong to a 
venerable tradition of modernist flat field painting. On closer inspection, 
the four apparently abstract panels of his Dolphin Painting No. IV represent 
institutional doors: a mundane referent creeps into the ‘pure’ aesthetic. 
For the enthusiastic supporters of yBa, the injection of the everyday into 
the methods and forms of conceptual and minimalist art gives the work of 
these artists a ‘radicality of content, not radicality of form’.? Scene critics 


3 See, for example, Patricia Bickers, ‘Sense and Sensation’, Art Monthly, no. 211, Novem- 
ber 1997, pp. 1-6 

4 Modern Taxidermy’, Corabsi] 7, London 1863, p. 120. See also Julia Blackburn, Cherles 
Waterton, London 1989. 

3 Martin Maloney, ‘“Evetyone a Winner.” Selected British Art from the Searchi Collection 
1987-97’, 11 Royal Academy of Arts, Sensatron: Yeung British Artists from the Saatchi 
Collatren, London 1997, p. 26. 
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give a positive spin to this Janus-faced art; but to the romantically 
inclined viewer it is undeniably haunted by the failure of the historical 
avant-garde and Situationism. The Situationists, after all, wanted to have 
fun changing the world; these artists just want to have fun.® The skin of 
former art remains, then, pumped up with a new content drawn variously 
from the inexhaustible resources of ‘the everyday’ or the chimeras of popu- 
lar culture. Like Charles Waterton these artists and critics are deluded, 
however, if they think this confers life onto their objects, 1f they think this 
will enable ‘the blood to continue to flow’ in the veins of art.” 


Perhaps it is not a coincidence that a considerable portion of the work 
exhibited ın Semsation took for its subject or even its very materials the 
flaccid remains of life. The waxy hanging skin, apparently the trophy 
from a flayed human in Marc Quinn’s No Vistble Means of Escape looked 
like it was waiting for Waterton’s treatment. The bodies of fish and 
farmyard animals in Damien Hirst’s ubiquitous vitrines existed ın a kind 
of suspended animation. The various ripped-off limbs, decapitated and 
desexed torsos ın the Chapman brothers’ Great Deeds Agarnst the Dead 
required a rather more drastic kind of Bobbitt-style surgery to restore a 
life-like appearance. The theme was continued at a metaphorical level in 
works such as Jonathan Parson's Carcass where a map of Britain had been 
dissected leaving only its roads: hanging limply upside-down, the coun- 
try had been reduced to a network of capillaries; a blood supply without a 
body.® 


The Pleasures of ‘a Common Popular Culture’ 


Amongst affirmative writing on yBa there is much talk of the body. The 
new art claims for its paradigm a new kind of subjectivity on the part of 
both artist and viewer as the ‘aesthetic gaze’ is replaced by an engage- 
ment with art which 1s less distanced, more centred in the physical body. 
This replacement is associated with the alleged collapse of the distance 
between high art (figured as cerebral) and low culture (figured as bodily). 
Art, it seems, is bored with its traditional role of being the ‘head’ of cul- 
ture and now feels free to indulge in pleasures associated with the flesh, 
with the profane and the everyday. After all, both young artists and the 
new art audience alike have been formed by the products and pleasures of 
mass culture; we go to the pub, we like shopping, we watch Tv, go danc- 
ing—and We're All Right. Those old-fashioned critics who think such a 
collapse of cultures to be premature, given the continuing existence of 
social division and capitalist oppression, are routinely characterized by 
yBa defenders as party-pooping mandarins, still hung up on gloomy old 


6 See Sadie Plant, The Mest Radscal Gesture: The Sttnatronsst Intermatrenal in a Postmodern Age, 
London 1992 

7 The Blood Must Continue to Flow’ 1s the rather grudging ttle of the catalogue essay by 
Norman Rosenthal, director of the Royal Academy Semsetiex, pp. 8-11 

® The obsession with remains extends to two of che shortlisted artists in the Turner Prize 
Exhibicon at the Tace Gallery (29 October 1997-18 January 1998) where in one work 
Chnstine Borland presents the ghostly trace of skeletons and in another has fabricated 
sawdust-stuffed leather dolls, with replica foetal skulls inserted into their beads Cornelia 
Parker, too, seems obsessed by remains and residues ber exhibits include a bead of hair 
entitled As Leag As She Stayed There (With Him), and phocograms made from dust and 
fibres from Freud’s couch. See Virginia Burton, The Tæræer Prrxe, London 1997, pp. 132-3, 
136-7 
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Adorno; and so the debate amongst leftist critics seems to have reached 
something of an impasse.9 


According to John Roberts, yBa has brought high art off its pedestal: 


The ‘art of the moment’ feels itself part of a common popular cul- 
ture not because it shares any equivalent status with the products of 
that culture, but because artists work within the boundaries of thar 
culture and make no hierarchical distinction between its pleasures 
and the pleasures to be had from art.'° 


But perhaps there is a hierarchical distinction to be made, if we are 
speaking of pleasure; and this is something which appears to have been 
overlooked by both camps. Because frankly this art cannot compete with 
populer forms on the territory of sheer delight; stuck in the Royal 
Academy, it had neither the spontaneity and bonhomie of pub culture 
nor the audience and resources of mass-produced culture: perhaps it also 
fails co attract the talent. No doubt the artists themselves, famously part 
of a swinging ‘scene’, get as much pleasure from making art as they do 
from participating ın popular culture.'? Yet ıt remains a problem that 
pleasure in making does not necessarily result in pleasure in receiving. 


Sarah Lucas’s Aw Natere/, for example, consisting of a mattress plus a 
couple of melons and a bucket (standing in for the woman) and a cucum- 
ber and a couple of oranges (standing in for the man) 1s generally agreed 
to represent, in literal terms, a lewd playground joke As such, it fits in 
with Roberts’s description of the demotic province of the new art, and no 
doubt it was a laugh to make. In the grandiose galleries of the Royal 
Academy, however, its stasis contradicted the performative, oral humour 
it mimics and feeds upon. The fruit ın the work is periodically replaced 
to maintain freshness, but under these conditions the joke goes stale. 


Pop 


Much of this new art is as parasitic on the products of the entertainment 
industry as it is on the less organized culture of pub or playground. In the 
case of pop music, art has every reason to be envious For not only does pop 
elicit pleasure from its wide audience with incomparable ease, effortlessly 
engaging with ‘the everyday’ into the bargain; it can also smuggle into its 
quirky lyrics a critical content now deemed impossible in art. In a curious 
historical turn, unforeseen by the likes of Adorno and Horkheimer, it 1s 
now popular culture which can accommodate the subjects and attitudes 
cynically abandoned by high art after the embarrassment and inefficacy of 
theory-led, issue-based earnest art of the 1980s and early 1990s. 


9 This debate has found a forum in the pages of Art Mexthly, and also in magazines such as 
everything and Make, while some of che theoreticel issues have been explored in NLE and 
Third Text. 

1° John Roberts, ‘Notes on 90s Art’, Art Meathly, no. 200, October 1996, p. 4 

™ The work of the artists is inextricable from the hype of the yBa ‘scene’ This 1s dlus- 
trated by che very layout of the Seasetees exhibition catalogue, where Johnny Shend- 
Kydd’s photographs of each of the exhibiting artusts, smoking and danking, posing and 
generally noncing abour are given a whole page each In many cases, that is as much space 
es 1s devoted to images of rhe artist's work 
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An uncannily appropriate illustration of this effect is Pulp’s 1996 hit 
song Common People, whose lyrics offer a damning critique of the tèn- 
dency to ‘slumming it’ exhibited by some of the yBa. Indeed much of the’ 
work of these artists looks like it could have been made by (or for) the 
subject of the song, a sculpture student ‘at Saint Martin’s College’ with ‘a` ` 
thirst for knowledge’. She wants ‘to live like common people’, ‘to do 
whatever common people do’. Within the cool paradigms of yBa, where 
to preach ıs taboo, no art work could come to the clear conclusion of the 
song, which is that class and poverty are more than lifestyle choices. 
Since her Dad 1s ‘loaded’—and also presumably because of her educa- 
tion —the St Martin’s student will ‘never live like common people’: 


You’ never live like common people 

You'll never do what common people do 

You'll never fail like common people 

You’ never watch your life slide out of view 

And dance and drink and screw because there’s nothing else to do.’ 


Only pop, it seems, sacrificing neither its wide audience nor a good tune, 
can point out the social divisions upon which cultural divisions are 
dependent." Pop forms are so little of a cultural encumbrance to music- 
ians like Jarvis Cocker that they offer a chance to be poetic and satirical as 
well as popular. 


Of course, many artists’ identities will have been formed by pop music, 
although this 1s nothing particularly new. But it is one ching to say con- 
temporary artists take part ın popular culture, and another thing to clam 
that the art they make can elicit equal amounts of pleasure as pop, for 
example, or that it can claim the same vitality. Despite various art-world 
attempts to bring art and pop closer together (1n particular the ludicrous 
Assuming Positions show at the ICA which included a video of Cocker, art can 
never be pop. It cannot (and should not) so easily shrug off 1ts burdensome 
past, and perhaps most significantly it can never achieve the same popular- 
ity or openness since it does not have the established distribution struc- 
tures. Hirst’s shark may have been widely reproduced in the media, yet to 
achieve its effect it has to be seen in the flesh; by contrast you just have to 
turn on the radio to experience the mercurial pleasures of pop, and you can 
do that almost anywhere. 


The Eternal and the Everyday 


Whether art likes it or not, the market which supports ıt is such thar 1ts 
products are bought to last, hence the endless replacement of the organic 
parts of Lucas’s sculpture. This 1s particularly true of the Saatchi collec- 


13 Common Peapleis included on the 1995 album A Different Class, Island Records 

13 In fact, a good rune and an reverent arcirude are the vital things here the sleeve notes 
to Dafferest Class asks that the lyrics should not be read whilst Listening to the recordings 
In the 19808, by conrrust, ıt could be sud that the music produced by Red Wedge—a pop 
musicians’ Labour Party support group which included Billy Bragg, Paul Weller, Junior 
Giscombe and Jummy Somerville—sacnficed good pop for political earnestness, and was 
never very popular. 

14 This 1s crue even of performance pieces or ephemeral installarions, where it is documen- 


tion; the majority of the exhibits in Semsation were paintings and tradi- 
tionally object-based sculpture. Pop obviously operates under the aegis 
of a rather different market; as an industry it is unashamedly in collusion 
with fashion, its products only rarely given airtume on mainstream radio 
stations after they have fallen from the charts, for example. These differ- 
ent markets, one catering mainly for the collector, the other for the pop 
fan obviously result ın different types of product. And it seems that com- 
mon pleasure, being largely a fleeting matter—as poets and pop stars 
remind us—is an experience peculiarly unsuited to the ossified works of 
the Saatchi collection of yBa."5 


Since Baudelaire and Manet, artists have engaged with contemporary 
culture, attempting to extract the eternal from the everyday. The 
exhibitors at Seasation may represent the first generation of artists to be 
saturated with mass culture and entirely unapologetic about it, yet there 
. is no reason why they should not, if they chose to, continue the project of 
extraction (loosely conceived) recommended by Baudelaire since ıt so 
well suits the forms of object-based visual art. Some of the exhibits ın 
Sensation did seem to fit into this category: the most sympathetic work 
was perhaps that which comes out of an everyday context but which 
manages to extract meaning from the chaos of ordinary life—Richard 
Billlingham’s epic photographs of his family, for example. In some cases, 
this kind of work may elicit sensual pleasure from the viewer. Rachel 
Whiteread’s castings make something extraordinary out of something 
ordinary (domestic space), and in the case of her Untitled (Orange Bath), 
its rabbery substance proved to be so irresistible to touch that a special 
guard had to protect it from viewers’ fingers. "6 


New British art is at its worst and its most parasitical when it tries out 
its new pop moves for effect—slickly satirized ın Gavin Turk’s Pop, a 
waxwork self-portrait dressed as Sid Victous—when pop referents are 
routinely slipped into art works apperently for the sake of it. This is par- 
ticularly apparent in the work of Marcus Harvey, famous for his huge 
and contentious portrait of Myra Hindley, an image made from sten- 
cilled children’s hands. Harvey was also represented in the show by a 
pair of paintings depicting open-leg shots from pornographic maga- 
zines, Proud of His Wife and Dudley, Like What You See? Then Call Me. 
The technique is expressionistic and painterly whilst the subject matter 
is taken from the realm of ‘common culture’——-we're back to Martin 
Maloney’s affirmation of yBa as radical in content not in form But these 
works are both uninteresting as painting and less raw than the ‘Readers’ 
Wives’ columns and sex-ads they feed off: they import popular imagery 
in order to bolster an outdated form, but the result falls well short of 
both. 


13 Much of the recent art scene ın London has been even more fleeting than pop tempo- 
rary exhibition spaces, actists’ events and group shows procuse all manner of pleasures to 
those who attend and teke pert in chem Some of these events, anarchic, collaborative and 
makeshift have been politcixed in much the same way and by similar groupe as chose 
activists in underground dance culture beleaguered by che Criminal Justice Bull It need 
hardly be sad thar all this changes once pieces are bought by Seatchi and displayed in the 
Royal Acedemy 
16 Alewander Chancellor, Pride and Prejudice: Guard of Dishonour’, Guerdsax Woakend, 
3 January 1998, p 5. 
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Charles Waterton was confident that his animal P oe 
lifelike, would outlive him and immortalize him. “To all ag>o SN ` 
writes a 1863 article on Waterton’s specimens, ‘...the light an oe 

fur and down are likely to outlast the edifice of stone and iron in Way, œ^. 
they are sheltered and to be a more enduring memorial of their PERON: 

than monuments of brass or cenotaphs of marble.’ ™ Preservation tech- 
niques, however, even now, have not mastered the art of bestowing eter- 
nal life onto dead animals. Look closely through the formaldehyde at 
Damien Hirst’s shark and it is more than a little moth-eaten; the surface 
of its skin has been patched and retouched. Imperfections of this kind, as 


any taxidermist knows, are a dead give-away:. its obvious the creature is 
only pretending to be alive. 





tr 


7 “Modern Trxidermy’,p 124 site 
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themes 


In NLR 217 Robert Wade gave an account of how the World Bank came to 
assess ‘the East Asian miracle’. In this issue he joins with Frank Veneroso 
in analyzing last year’s financial meltdown in East Asia and the character 
of the ‘rescue plans’ adopted in its wake. They find that the terms of the 
IMF bail-outs further destabilized the economies they were supposed to 
help, and allowed Western concerns to acquire assets at greatly written- 
down prices. While the West has been all too indulgent to the ‘crony capi- 
talism’ of the Suharto regime in Indonesia, it has shown no mercy to South 
Korea at a moment when it is taking steps towards democracy. In the 
view of Wade and Veneroso, the mF contribution to the sabotage of the 
East Asian model reflects the pressures of what, following the eminent 
free trade economist Jhagdish Bagwati, they call the “Treasury-Wall 
Street-ImMF complex’. 


After the narrowly averted war in the Gulf, Gilbert Achcar furnishes a 
timely and disturbing analysis of the purposes of us military expenditure. 
Despite the end of the Cold War, the us military budget remains very large, 
-accounting for fully a third of world spending on arms. He points out that 
such spending is quite disproportionate if the targets are really such coun- 
tries as Iraq and North Korea. Achcar advances good reasons to conclude 
that, while it cannot be officially admitted, the Us is really equipping itself 
to deal with a potential challenge from its old antagonists, Russia and 
China. His survey of potential areas of conflict underlines the extraordi- 
nary dangers of the current NATO expansion, a provocation which is bound 
to harden Russian opposition to further nuclear disarmament. 


However powerful they are, there are political and domestic constraints 

-on what the us can do with its own armed forces. Mercenaries have long 
stepped into the breach, but recent years have seen the rise of a new kind 
of mercenary organization. Simon Sheppard describes these companies, 
focusing on Executive Outcomes and the detail of their business interests, 
as these new soldiers of fortune build up ownership of the resources they 
are sent to protect. 


In NLR 204 we published Manuel Castells’s theses on the new landscape of 
the information city and in NLR 207 Robert Fitch’s critical response to 
these ideas. In this issue Fredric Jameson takes forward the debate by ana- 
lyzing the links between architectural style and the speculative economy. 
“The art most explicitly tied to the economy is architecture, and Jameson’s 
essay is part of an effort to illuminate the cultural character of the post- 
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modern era through the character of its money. At a time of resurgent 
speculation, the value of land takes on greater economic importance. 
Taking the Rockefeller Centre as his example, Jameson attempts to arrive 
at a concept of mediation which can account for both its aesthetic and eco- 
nomic elements. Increasingly mortgaged to the future, he argues, archi- 
tectural forms become dematerialized and impermanent. The speculative 
bubble finds expression in the architectural balloon. 


Rebecca Hill, in a fascinating account of the work of Communist activist 
Claudia Jones, analyses the development of feminist and anti-racist con- 
sciousness in the CPUSA in the 1940s and 1950s. Describing the situation of . 
working-class black women as being ‘triply oppressed’, Jones helped to 
move the Party beyond purely economistic accounts of that oppression. 
The role of the culture industry, often described as the carrier of ‘fascist’ 
ideology dedicated to keeping women in the home and blacks in their 
place, was central to such arguments. Hill also demonstrates parallels 
between these debates and the rise of feminist movements decades later, 
suggesting that feminism owed much to these early radicals. 


It is often assumed that the strongest pro-gay position is to say that homo- 
sexuality is genetically determined, leaving gays no choice but to be the 
way they are. Yet advances in genetic science, while they hold out the pos- 
sibility that such a genetic predisposition may be discovered, also raise the 
danger of its manipulation. David Fernbach’s impressive reconstruction 
of the different historical and scientific approaches to gay identity shows 
that two accounts have long been in competition— homosexuality as a 
natural condition and as an act of will. Since both may and have been 
turned to conservative purposes, Fernbach argues for an inclusive, psy- 
chological definition of gay identity. 


In her reply to Judith Butler’s essay, ‘Merely Cultural’, which we pub- 
lished in the last issue, Nancy Fraser argues that heterosexism is not in 
itself essential to capitalism. This may be a cause for optimism: we do not 
need to overthrow capitalism to defeat heterosexist attitudes. In modern 
capitalist societies, Fraser believes, the realms of the family and work have 
become autonomous enough to warrant the distinction between oppres- 
sions centred on recognition and the distribution of resources. 


Catherine David’s curatorship of the major international art exhibition, 
documenta X, produced an unfashionably committed and politicized dis- 
play of work which demanded a great deal from the viewer. Masao_ 
Miyoshi’s evocative account of the exhibition raises the question of the 
role of a politically explicit and engaged art today. 
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Robert Wade and Frank Veneroso 


The Asian Crisis: The High Debt 
Model Versus the Wall Street- 
Treasury-IMF Complex 


How could the widely acknowledged real estate problems of Thailand’s banks 
in 1996 and 1997 have triggered such a far-reaching debt-and-development 
crisis?" The devaluation of the Thai baht in July 1997 was followed by cur- 
“rency crises or financial instability in Indonesia, Malaysia, the Philippines, 
Taiwan, Hong Kong, Korea, Estonia, Russia, Brazil, Australia and New 
Zealand. Commodity producers around the world have suffered. Yet there 
were few signs of impending crisis, such as rising interest rates in the G-7 
countries or a sudden suspension of capital flows to developing countries after 
the baht devaluation. On the contrary, bank lending to Asia actually rose toa 
record level in the third quarter of 1997. The Japanese government's de facto 
credit rating agency, the Japan Center for International Finance, gave Korea 
one of its highest credit ratings for any developing country in June 1997. The 
_IMF and the World Bank lavished praise upon the governments of the region 
through 1997, including on the Korean authorities as recently as September 


1997. 
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Whar began as a debt crisis has become a fully fledged development 
crisis. Throughout this most successful of developing regions living 
standards are falling as unemployment rises and the effects of huge 
devaluations work through into higher import prices. Many millions of 
poor people are at risk, and many millions of people who were confident 
of middle-class status feel robbed of their Lifetume savings and security. It 
1s not a humanitarian tragedy on the scale of North Korea, but the loss of 
security and productivity 1s a tragedy nonetheless, almost as cruel as war. 


Financial crises—speculatrve bubbles followed by collapse-——have 
recurred throughout the history of capitalism. In the early 1980s Latin 
America, another fast-growing developing region, suddenly went into 
debt-and-development crisis and stopped rising up the world economic 
hierarchy. The Latin American crisis was due, according to the consensus 
of analysts, to the combination of bad macroeconomic policies and for- 
eign borrowing by governments. That borrowing was wasteful and cor- 
rupt because done by governaments rather than by private firms operating 
ın competitive markets. But the Asian crisis has occurred in the opposite 
conditions. In East and Southeast Asia today most debt 1s private debt. 
And prior to the crisis, the macroeconomic ‘fundamentals’ looked fine. 
The countries in question have had low inflation, budget surpluses or 
only small deficits, and until recently stable or rising foreign exchange 
reserves They have been growing fast. East and Southeast Asia 
accounted for a quarter of world output, but fully half of world growth 
over the 1990s and almost two-thirds of world capital spending. Firms 
throughout the region make products that sell in the most demanding 
markets—if the exchange rate is right. 


There is little agreement on why the magnitude of the crisis has been so 
large, what can be done to get out of ıt, who will gain and who will loose, 
and what changes need to be made in international regimes to reduce the 
likelihood of repeats. These matters should be the subject of an inter- 
national debate as important as the Bretton Woods conference at the end 
of the Second World War. 


The New Wisdom 


According to the IMF, the solution entails domestic austerity programs 
to restore the capacity to repay foreign debt, and radical institutional 
change, including further liberalization of the financial sector. Many 
analysts have come forward to disagree. Indeed, a new ‘conventional wis- 
dom’ among the Imr’s critics has emerged, which goes like this:? The cri- 


? Thanks to Pau! Screeten, Marcin Wolf, Adnan Wood, Peter Evans, J D. Von Pischke, 
Fanas Daniels, Devesh Kapur, Manfred Bienefeld, Bruce Scott, Richard Doner, Albert 
Fishlow, Robert Brenner, Thomas Biersteker, David Hale, David Seckler, Ronald Dore 
and Robert K Merton foe their comments, which do not implicate them ar all in the 
result. 

1 For example, Jeffrey Sachs, “The Wrong Medicine for Asia’, New York Times, 3 November 
1997, Alice Amsden and Yoon-Dae Euh, “Behind Korea's Plunge’, New York Times, 29 
November 1997, p A39, Joseph Saglim, ‘How to For the Asian Economies’, New York 
Times, 31 October 1997; Scighta, More Instruments and Broader Goals Moving Toward 
the Post-Washington Consensus’, The 1998 wiper Annual Lecture, Helsinki, Finland 
Stightex us chief economust at the World Bank He bas not concealed his disagreements 
with the Bas austenty push. You don’t want co push these countmes into severe 
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sis is a crisis of liquidity more than solvency.> Creditors have ‘run’ on the 
currency and on domestic assets, leaving the borrowers unable co continue 
to finance their loans. It happened partly because of excessive financial 
deregulation, including, above all, allowing firms to borrow abroad with- 
out any government control or coordination. The crisis has then built 
upon itself as each lender tries to call in loans and firms try to cut operat- 
ing costs and sell assets, causing unemployment to rise and asset values 


to crash. 


‘Instead of dousing the fire, the mF in effect screamed fire ın the theatre’, 
says Jeffrey Sachs.‘ Its insistence on shuttering many banks despite the 
absence of deposit insurance caused panicky depositors to withdraw their 
deposits in return for cash. Its insistence on cutting demand and liquid- 
ity has caused the bankruptcy or radical devaluation of the value of firms 
that were efficient and profitable, as well as chose that were not. Its push 
for institutional liberalization ın finance, corporate goverance and labour 
markets convinced creditors that the economics were structurally 
unsound. 


The immediare goal must be to restore confidence, which requires over- 
coming the collective action problem in which no lender wants to 
re-finance for fear chat others will not. Demand and liquidity must be 
increased, not reduced, in order to keep firms curning over. The IMF 
should be concentrating its attention on organizing debt rescheduling 
negotiations and then in helping to erect the structure of financial regu- 
lation, especially at the border, that will help to minimize the risks of 
such a melt-down occurring again. 


We agree with this line of argument, as far as it goes. We go further, 
however, arguing that the long-term damage to Asian economies of the 
IMF’s prescriptions 1s likely to be even greater than the critics have 
recognized. The reason has to do with a neglected dimension of the 
crisis—the financial structure of East and Southeast Asan economies, 
that differs from the kind of case the IMF usually deals with. Because of 
this difference, a unit of IMF ‘austerity’ and ‘financial liberalization’ will 
have higher costs and smaller benefits in Asia than elsewhere. The slow- 
ness of the IMF's packages for Thailand, Indonesia and Korea to revive 
confidence, despite being the biggest in the organization’s history, 
reflects both their position of impossibly far-reaching institutional 
liberalization and their inappropriateness for Asian financial structures. 


recession. One ought to focus .on things that caused the crisis, pot on things chat make it 
more difficult to deal with’, be 1s quoted in a Wal/ Street Journal story as saying The arucle 
connnues, Mr Saglicz's cntique us a departure from the usual closed-door disagreements 
between the two insutunons. An exchange of views “Isn't unhealthy”, says Dar 
Treasurer David Williams, “but we shouldn’t have closely related institutions coming out 
with different macroeconomic analyses” ' (World Bank Questions wF Plan: Austerity in 
Asia may Wonen Crisis’, Wall Street Jonrmal, 8 January 1998) Suglitz’s views, bowever, 
are not the same ss chose of the operational pert of the Bank dealing wich Kores, which are 
closer co the IMF's 

3 On a continuum from Uliquidity to insolvency, Korea 1s cowards the wWlquidity-with- 
fringe-of- insolvency end, Indonesia cowards the insolvency end 

4 Jeffrey Sachs, “The MF and che Asian Flu’, The Amertcex Prospect, March-April 1998, pp. 
16-21, citation at p 17. 
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The Asian High Debt Model 


In a Western, including Latin American, financial system companies 
normally carry an emount of debt that is no bigger than and generally 
less chan the value of their equity capital; and banks will not, or should 
not according to standard prudential limits, lend to companies with 
higher levels of debt. In East and Southeast Asia, and especially in Japan 
and Korea, corporate debtquity ratios of the bigger firms are commonly 
two to one or more.’ 


Why are corporate debtequity ratios so much higher than in Western 
systems? First, because savings are much higher. Gross domestic savings 
to GDP ratios in Asia are one third of GDP or more, compared to 15-20 per 
cent in: Western systems. The savings are done in large part by house- 

holds.6 Households hold their savings mostly in bank deposits, bank 
deposits being much less risky than equities. Banks have to lend.” When 
neither households nor government are significant net borrowers, the 
system is biased towards borrowing by firms. (Lending or investing 
abroad is only a very partial alternative, given the amount of savings to 

be absorbed.) ê 


st 


3 Reliable comparative data on corporate debt/equity ranos are bard to find, and we are 
still searching. 

£ We shall not pursue the question of why household savings are high, except to sy char 
the reasons are not well understood. 

7 We ace puzzled by World Bank and ner dare char suggests that Korea's bank credit/ ha- 
bilities to GDP is relatively low, less chan che developing Bast and Southesst Asian average, 
and are seeking further information on the figures See for example, Sajn Claessens and 


The repoct claims to find evidence that ‘the exceptional savings-investment 

of Bast Asian economies has been due not so much to household as to corporate savings’ (p. 
169), and chat Hest Asta rs marked out by a high share of corporate retained earnings that 
are chen reinvested. The report therefore downplays the process of bank intermediation 


~ from households to firms and highlights reinvestment from retuned earnings We stress, 


' first, chat the statistics on savings and profits ın developing countries are especially unreli- 
able. Companies hide profits, inflarion is difficult to take account of, savings are calcu- 
lated as a residual, the profits of the informal sector may be counted as housebold sevings, 
and East Asian muba d savings are a function of bonus paymenss thar are directly related 
to corporate profits. Is it remotely plansible that Peru ın 1980-84 had che second highest 
race of household savings of the seventeen developing countries plus Japan in the UNCTAD 
sample (table 44). Second, the UNCTAD data us very old, from the first half of the 19806 or 
earlier. Third, UNCTAD's own date suggests that in Hest and Southeast Asie corporace 
investment exceeds corporate savings by a margin that roughly corresponds to the excess 
of bousehold savings over household iovestment (cable 44), consistent with the idea of 
large-scale bank intermediarion from households to firms. Fourth, 1f corporate savings are 
unusually high cn Bast and Southeast Asta, as the UNCTAD report says, this 1s not necessar- 
ily inconsistent with unusually high corporate debt/equity moos and unusually large 
bank intermedianon from households to firms. High corporate savings, high bank inter- 
mediation from households to firms, and high corporate debtfequity nanos can all occur 
together when cocpomete investment (and ‘animal spirits’) are high. Take Japan in the 
1960s where the corporate sector invested about 23 per cent of GDP while cocpocate sav- 
ings were about 15 per cent of GDP. Corporate savings financed less than two-thirds of cor- 
porate investment, the rest being financed by household (and/or public or external 
savings). Compare this with the US where corporate savings (8 5 per cent of GDP) financed 
over 90 per cent of corporate investment (of 9 per cent of GDP) Both debvequity leverage 
and corporate savings are higher in Japan. We thank UNCTAD's Yilmaz Akyuz for discus- 
sions on these issues. 
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Second, firms that aim to make an assault on major world industries-—as 
especially in Japan, Korea, Taiwan—must get their hands on very large 
amounts of resources, which they can do only by borrowing. Neither 
equity markets nor corporate retained earnings are feasible alternatives 
for mobilizing resources on the scale required to compete in these export 
markets and continually upgrade. 


High ratios of bank deposits and loan intermediation to GDP, and of cor- 
porate debt to equity, make the financial structure vulnerable to shocks 
that depress cash flows or the supply of bank or portfolio capital. The 
deeper the intermediation of debt (that is, the higher the ratio of bank 
deposits to GDP and the higher the ratio of corporate debt to equity), the 
more likely that any depressive shock will cause illiquidity, default, and 
bankruptcy. Debt-intensive strategies should be labelled, “This product 
can be harmful to your wealth’ 


Such a financial structure requires cooperation between banks and firms, 
and considerable government support. The trick 1s to buffer firms’ cash 
flow and supply of capital against ‘systemic’ shocks, while not protecting 
firms from the consequences of bad judgement or malfeasance. Restrictions 
on the freedom of firms and banks to borrow abroad, and coordination of 
foreign borrowing by government, are a necessary part of this system. 


Crony Capitalism? 


Western commentators often dismiss the system as ‘crony capitalism’, 
seeing only its corruption and favouritism They miss the financial ratio- 
nale for cooperative, long-term, reciprocal relations between firms, banks 
and government in a system which intermediates high savings ınto high 
corporate debt/equity ratios.9 (They also miss the cronyism of US cap- 
italism, generated by the electoral finance regime.) 


The need for state support allows the state to influence the decisions of 
banks and firms in line with a national industrial strategy, by withhold- 
ıng support from banks and firms that operate against the strategy. The 
whole system can be disciplined by making investment incentives con- 
ditional on export performance or on reductions in the gap berween the 
firm's prices and international prices for the same products. 


High household savings, plus high corporate debtequity ratios, plus 
bank-firm-state collaboration, plus national industrial strategy, plus 
investment incentives conditional on international competitiveness, 
equals the ‘developmental state’.*° For all the white elephants and 


9 Legal contracts between Korean and foreign firms engaged ın infrastructure projects 
commonly use language that implies backing by Korean goverment agencies oc by the 
Overseas Contractors Association of Korea In prectice the mkang and enforcing of collat- 
eral assets is largely irrelevant; what marters is che implicit government support. Much 
the same applies elsewhere in East Asta. 

10 See Robert Wade, Governsag the Market: Econemsc Theory and the Role of Government tu East 
Asian Industrial zations, Prioceton 1990; Chalmers Johnson, MITI and the Japanese Miracle. 
The Grouth of Industrial Policy, 1925-1975, Stanford University Press, 1982; Stephan 
Haggard, Pathuseys from the Periphery: The Polistes of Growth om the Newsy I 

Cowntros, Cornell University Press, 1990; Linda Weiss and John Hobson, State and 
Esmom: Development, Cambridge 1995 
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corruption—inevitable when a third of national income is being inter- 
mediated—the system that allows firms to borrow multiples of their 
equity has yielded a quantum leap up the world hierarchy in technology 
and scale, and rates of improvement in hving conditions chat surpass 
virtually all other countries. 


Notice the parallels with Keynesian theory, which identifies savings 
rates in excess of investment rates as a cause of depressions and insecurity 
and even higher savings rates. Keynesian theory, however, posits govern- 
ment deficit spending as the solution. We see in East Asia a model of pri- 
vate debt based on high corporate debt/equity ratios, which give rise to 
the need for government protection against periodic slippages thar 
would otherwise lead to widespread bankruptcy. 


The Impact of Shocks 


The other side of the equation, however, is very high levels of corporate 
debt. It is likely that Korea's corporate debtéGpP ratio is of the order of 
30 to §0 per cent higher than the corresponding ratio in the us. This rep- 
resents a debt mountain that sits at the heart of the Korean problem. The 
mountain may be less high ın other Asian countries, but it remains much 
higher than is normal in Western systems 


To see the dangers of debt, compare systems with low and high corporate 
debtéquity ratios. Low corporate debtéquity systems, as are found 1n Latin 
America and North America, are not able to invest as heavily as the others 
but are also less vulnerable to shocks. They can sustain a sharp rise in real 
interest rates for some time. Corporate gross profits before interest and 
taxes are more likely to be high enough relative to the higher interest 
charges that some degree of debt repayment out of cash flow remains possi- 
ble. Therefore the tendency for real debt to grow as a result of higher real 
interest charges 1s less than when debt/equity ratios are high. If the interest 
rate rises to the point where the firm cannot repay any of the extra cost out 
of cash flow or reserves and therefore must recapitalize ıt (that 1s, add ıt to 
its stock of debt), the belance sheet still has room for a higher debtequity 
ratio without threatening the firm’s viability by wiping out its equity. 


The risk that an interest rate above the rate of gross profit has disastrous 
consequences increases with the debtéquity ratio. In higher debtequity 
systems firms have to use more of their gross profits on interest charges. 
A significant mse in interest costs may not be able to be met out of prof- 
its, in which case it has to be recapitalized into debt. But the balance 
sheet may not have room for more debt without threatening the firm’s 
viability. A rise from 10 to 20 per cent lifts a debtequity ratio of 80:20 
(or 4:1) to 88:12 ın the first year—if the interest due is all recapitalized 
and if the corporation is just breaking even at the start. Replicated across 
many firms, the country’s overall debt to GDP ratio rises. If, ın addition, 
the high real interest rate policy also depresses aggregate demand, ıt will 
further depress cash flow relative to interest charges, accelerating the 
indebtedness of the corporate sector. And all the worse if, as is true in 
Asia, a substantial share of the debt 1s foreign debt and the domestic cur- 
rency is devalued, raising the fixed interest payments on the foreign debt 
in domestic currency. 
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A higher debt/equity ratio not only makes for higher borrower's risk; the 
lender's risk equally mses with the ratio, unless the ™F bails them out. 
‘Shocks and Debr’ (the box ar the end of this article) 1llustrates the con- 
trast between high and low debtéquity systems with a simple example. 
It shows how a ‘Latin American’ firm with low debt to equity is able to 
survive a devaluation, interest rate hike and austerity programme much 
more easily than an ‘Asian’ high debt to equity firm. 


The Crisis of 1997-98 


What made for the high-growth performance of Asian systems ın the past 
has led to or at least amplified the present crisis. Over the 1990s Western 
and Japanese banks and investment houses lent heavily to Asian compa- 
nies. They assumed, contrary to all historical knowledge about growth 
rates, that fast growth (four times the OECD average) would continue, and 
consequently that exchange rates would remain stable |! They also each 
ignored their own prudential Limits on lending to companies with high 
debt/equity ratios, because everyone else was ignoring the limits and they 
each wanted to win business. International bankers have a powerful 
incentive to follow the herd, because the banker who does not make 
money where others are making it risks being seen as incompetent but 
does not suffer by making losses when everyone else is making losses too. 


Meanwhile, Asian governments undertook radical financial deregula- 
tion, encouraged by the IMF, the OECD, and by Western governments, 
banks and firms. They removed or loosened controls on companies’ 
foreign borrowings, abandoned coordination of borrowings and invest- 
ments, and failed to strengthen bank supervision. By doing so, they 
violated one of the stability conditions of the Asian high debt model, 
helping to set the crisis in train.!? It is particularly puzzling that the 
Korean government acted in this way, counter to the whole thrust of 
Korean development policy for decades past. Anecdotal evidence sug- 
gests that key people were bribed by Japanese and Western financial 
institutions. Bribery aside, the government placed great emphasis on 
joining the OECD, and the OECD made financial openness a condition of 
membership. As part of the same set of reforms, the government abol- 
ished the Economic Planning Board, the main body for making eco- 


1! There were, indeed, serious internal obstacles to che continued fast growth and indus- 
toal and service sector upgrading of the South Hest Asian economies The economies have 


export-oriented sub-contractors to the rest of che economy, so much so that their iodustn- 
alizacion has been characterized as ‘technology-less’, in the sense chat even adaptive rech- 
nology continues to come from abrosd Shortages of skilled people have grown ‘from a 
crisis to a critical emergency’, according to a Tha: analyst Thalend’s gross enrolment 
rano at secondary school level languished at only 37 per cent ın 1992, less than half of 
Tarwan's in 1978 when Tuwan had the same per capite income as Thailand in 1992 In 
Malaysia, too, the skills shortage bas become so acute thar some prominent foreign com- 
panies long operanng in the country have moved production elsewhere, mainly to China 
and Indonesia. Througbour the region unfrestructure is chronically congested, attested to 
by electricity blackouts, traffic paralysis and the msing cost of water In short, serious 
- problems ın the ‘real’ economy have been building up, even if they are problems of suc- 
cess. But che calamity unleashed on the region 1s hugely dispeoportional to the severity of 
the problems ın the real economy. 

12 See Wade, Goweraing the Markets, p. 367. 


nomic strategy since the early 1960s, making the Finance Ministry the 
economic supremo. In Thailand the central bank undertook capital lib- 
eralizacion just as it and its regulatory agencies were being overwhelmed 
with other complex issues and political strife. 


Domestic corporate borrowers discovered that they could borrow abroad 
half as cheaply as they could ac home Foreign debt escalated, most of it 
private and short-term—maturing in twelve months or less. In Korea, 
foreign debt incurred by ıts banks and the companies that borrowed 
from them exploded from very Little in the early 1990s to roughly $160 
billion by late 1997. 


China’s devaluations of 1990 and 1994, together with its lower inflation 
and faster productivity growth, made the yuan the most undervalued 
major currency in the world, worsening the export competitrveness of 
other East and Southeast Asian economies. The us dollar appreciated 
against the yen after 1995—+he result of an agreement between the us 
Treasury and the Japanese Finance Ministry to help Japan export its way 
out of trouble and use the resulting surpluses to buy us Treasury bills, 
thereby allowing US interest rates to be kept at politically desirable levels 
and assisting the re-election of President Clinton.™ This worsened the 
East and Southeast Asian economies’ competitiveness still further, 
because their own currencies were pegged to the dollar and rose with it. 
Thailand in 1996 experienced zero growth of exports, the slowest rate of 
growth of GDP in a decade, and a ballooning current account deficit. The 
Thar stock market lost a fifth of its value in the first nine months of 1996, 
and growth of direct foreign investment fell sharply. In Korea, manufac- 
turing production started to fall in 1996, the current account went 
strongly negative in the same year, and industrial bankruptcies occurred. 


When, later, foreign lenders began to worry about currency falls, they 
‘discovered’ their heavy exposure to companies with debt/equity ratios 
far above their prudential limits. More exactly, they discovered the possi- 
bility that others might make a simular ‘discovery’, the aggregation of 
which would precipitate falls in the exchange rate—multiplying the 
loan burden and the risks of default. Hence they have tried ın every way 
to call in their loans and not make new ones. The Japanese banks that 
lent heavily to firms in East and Southeast Asia have been especially anx- 
1ous to call in these loans as their domestic position deteriorated with the 
falls ın the stock market and the yen. 


This is why the run has been so surprisingly big. International banks 
have slashed credit lines to all borrowers, including the export-oriented 
firms that should be benefitting from currency depreciation. Even the 
big Korean chaebol, with world-wide brand names, are finding it diffi- 
cult to get even trade credit—letters of credit to cover the import of 
inputs into export production. In Latin America during the 1980s, 
where companies had much lower debt/equity ratios, foreign lenders 
found that compenies continued to meet their test of prudence, even if 


133 Klaus Engelen, ‘How Bill Clinton Really Won’, The Ewrepecz, 14-20 November 1996; 
and Chalmers Johnson, ‘Cold War Economics Melt Asis’, The Natvez, 23 February 1998, 
pp. 16-19. 
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countries did not. Latin American companies therefore did not suffer such 
a withdrawal of bank credit, though the Latin American countries were 
far less credit-worthy As of this time of writing, the mmr, the United 
Nations and other international forecasters continue to chase the whole 
world economy downhill, at least for 1998."4 


The IMF to the Rescue? 


The MF is designed to provide bndging finance while a country gets 
its balance of payments in order. IMF programmes normally seek to 
reduce current account deficits, keep inflation ın check, and keep 
domestic demand constrained. Such objectives are set out in the 
opening lines of the IMF stand-by agreement with South Korea, dated 
December 5, 1997:9 


1. Objectives The program ıs intended to narrow the external current account 
deficit to below 1 per cent of GDP m 1998 and 1999, contatn inflation at 
or below 5 per cent, and—hoping for an early return to confidence—trmit 
the deceleration 1n real GDP growth to about 3 per cent in 1998, followed by 


a recovery toward potential 19 1999. 


From this poi d on the IMF programme for Korea goes well beyond stan- 
dard nar programmes, calling for structural and institutional reform, 
even though they are not needed to resolve the current crisis. It requires 
major financial restructuring to make the financial system operate like a 
Western one, though without actually saying so. It includes closing 
down or recapitalizing troubled financial institutions; letting foreign 
financial institutions freely buy up domestic ones; requiring banks to 





14 Bvery step 1n our argument should be treated as hypothesis in need of testing, especially 
against regional vacation The high debe-developmental stare model applies more in East 
than un South East Asia; within the larter, it applies more to Malaysia chan to Thailand, 
and least to Indonesia In the current crisis, some countries have suffered more of a finen- 
cal shock than others, and the same sized shock has caused a bigger deterioration 1n eco- 
nomic performance ın some than in others. Our argument emphasizes the debt/equity 
muo as an important fector in both che size of the shock and the effect on economic perfor- 
mance. But the effect on performance is also a function of the degree of latent social con- 
flict in the society and the robustness of institutions for conflict management, among 
ocher things Taiwan has been relatively lictle affected, its currency falling only about 13 
per cent in the larter part of 1997 and 20 per cent between the start of 1997 and early 
1998, while growth has remained fairly steady at 6 per cent and inflation around 1 per 
cent Why? Tarwan bas towering foreign exchange reserves, and a very low ratio of short 
term foreign bank debt to foreign exchange reserves, ıt has moved counter-cyclically, its 
property and stock market bubble bursing in the early 19903 and most of the conse- 
quences for bank balance sheets having been absorbed by 1997, it has lower savings 
debt/equity reno. It 1s also linguistically and ethaoically relacrvely homogenous, with rela- 
uvely robust institutions for conflict management Singapore and Hong Kong provide 
mote regional varration, though we find it hard to treat these city states as equivalent co 
nation states, as so much of their dynamics comes from their role as regional hubs Chile is 
an interesting compenson outside the region: it saves at nesr Hast Asian rates (29 per cent 
of GDP in 1995), 108 corporate debt/equity ratios are close to ‘Western’ noms, ıt has dis- 
couraged surges of capital inflows by in effect taxing them, and it has enjoyed fast growth 
over the past decade. It has been affected by Asian contagion through trade, with pressure 
oa the exchange rate and the current account due to falls in exports and copper prices, but 
has experienced little financial instability. 

13 The IMF requirements are summarized in ‘Republic of Korea: mF Stand-by 
Arrangement: Summary of the Economic Program, December 5, 1997". 
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follow Western (‘Basle’) prudential standards; requiring ‘international’ 
(read Western’) accounting standards to be followed and international 
accounting firms to be used for the auditing of financial institutions. It 
requires the government to undertake not to intervene in the lending 
decisions of commercial banks, and to eliminate all government—irected 
lending; and to give up measures to assist individual corporations avoid 
bankruptcy, including subsidized credit and tax privileges. 


The Fund also requires wider opening of Korea’s capital account, to 
enable even freer inflow and outflow of capital. All restrictions on for- 
eign borrowings by corporations are to be eliminated. The trade regime, 
too, will be further liberalized, to remove trade-related subsidies and 
restrictive import licensing Labour market institutions and legislation 
will be reformed ‘to facilitate redeployment of labour’. 


The IMF programs for the other Asian cases differ from case to case, but 
they also push for capital account opening and financial sector deregula- 
tion, as well as high real interest rates and other measures to restrict 
domestic demand. 


Conflicting Objectives 


In terms of the first set of objectives—to remove the current account 
deficits and achieve macro-economic balance—-we are already seeing, at 
current heavily depreciared exchange rates, big trade swrplwses from 
several Asian countries. Korea ran a giant current account surplus of $3.7 
billion dollars in December 1997, equivalent to something like 15 per 
cent of Korean GDP when annualized at the post-devaluation exchange 
rate of 1,600 won to the us dollar. Thailand ran a current account surplus 
for the last several months of 1997. So did Malaysia. So far the surplus is 
due more to falls in imports than to rises in exports. But the majority of 
umports are capital goods and industrial materials and fuel rather than 
consumer goods, and their cutback hurts exports. Only truly heroic 
improvements in the trade balance could garner enough foreign 
exchange to cover interest payments falling due in the next several years. 


The difficulties of doing so are compounded by the costs associated with 
the Fund’s second set of objectives, those to do with liberalizing the 
financtal sector both domestically and externally. Movement in this 
direction will face very large ‘transitional’ costs; and in any case, even if a 
Western’ look-alike system is established it would not be stable given 
the high flow of savings. It would also sacrifice the developmental 
advantages of a high debt system. 


The transitional difficulties relare to the implications of the existing 
debt Before Western prudential limits can be viable, before the financial 
system can be made to work Like a Western one, the debt mountain must 
be brought down. The IMF seems not to have thought through the conse- 
quences of doing this. 


Historically, debt mountains have been reduced in one of four market- 
based ways. The first is through inflation: the debt is vaporized by means 
of a domestic inflation that causes real interest rates to tum segative. The 
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second is bankruptcy: existing creditors lose some of the value of their 
assets as the debt is written down, the new creditors reorganize the assets 
and (hopefully) make the company viable again at the lower level of debt. 
The third is repayment of the debt out of cash flow. The fourth is by debr- 
to-equity swaps. The government can also absorb the debt and finance its 
repayment out of taxation. But this is not a market-based response. 


All of these have soctal costs, but some more than others. A country that 
goes along the bankruptcy route will suffer mayor social disruption and 
loss of output while ‘resources’ (including people) are reallocated. The 
principal lenders are banks, which are always highly leveraged—have 
high debtéquity. When banks write down the debt of the companies to 
whom they have lent, they lower their own asset base, and jeopardize 
their own ability to meet their principal and interest payment obliga- 
tions on deposits They may have to stop refinancing sound companies 
that then become insolvent, in turn transmutting insolvency pressures to 
their customers and suppliers. Asset prices may begin to collapse as fore- 
closing creditors sell at firesale prices, causing further problems for hold- 
ers of existing assets who see their value knocked down. Fears of bank 
deposit failures increase the demand for currency relative to bank 
deposits. The banking system may undergo a multiple contraction of 
deposits and loans. Layoffs proliferate. Consumers cut back. The disinfla- 
tionary impetus is reinforced. 


The bankruptcy route has been an integral part of all great depressions. 
Irving Fisher observed that the central propagating mechanism of the 
Great Depression of the 1930s was the rising real value of dollar Labili- 
ties—a rising real interest rate. As the price level fell, the real value of 
the principal of the debt rose. Firms found themselves facing higher and 
higher levels of indebtedness and repayment obligations, and banks 
called their loans and refused to lend. The resulting bankruptcies deep- 
ened and propagated the deflationary dynamic just described. 


The repayment-out-of-cash flow route is likely to be protracted——if the 
existing levels of debt and interest rates are oot too high for it to be 
workable from the start. As firms use most of their return on assets to 
repay principal and interest, their investment falls. This route is associ- 
ated with prolonged stagnation. It takes many years to pay down the 
debt to the point where Western prudential standards can be met. Japan 
has tried to follow this route during the 1990s. We can see its costs in 
the very slow growth of the Japanese economy since the stock market 
and property market bubbles burst in 1990. 


The inflation route also has social costs, but historically the costs have 
tended to be lower than those associated wich the others. Provided the 
inflation 1s kept at 40 per cent or less the social costs are small.'® This 
approach requires the price level to be rising fast enough to make real 


16 See for example Michsel Bruno and Willam Easterly, ‘Inflarion Crises and Long-Run 
Growth’, Jowrmal of Menetery Ecoxsmrcs, February 1998 They put the threshold above 
which councries fall into a high inflanon/low growth trap at between 30 and 50 per cent 
per year Below the threshold, the social costs can be fairly easily mitigaced by means of 
indexing. 
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interest rates low or negative, and it requires a semi-closed capital 
account in order to check capital flight. 


The IMF prescriptions preclude the inflation route. They call for brgh real 
interest rates—in order not only to curb demand but also to encourage a 
reversal of the capital outflow. And they emphatically call for the capital 
account to be opened wide. 


The Second Opium War 


Debt-to-equity swaps were used to help reduce the Latin American debt 
crisis of the 1980s. In the Asian context, where debt to equity ratios are 
much higher, it 1s not clear that they could be used on a scale sufficient to 
make a big difference. In any case, given the lack of equity resources now 
held by post-crisis Asian nationals, a significant reduction of debt by this 
method implies massive foreign ownership positions in Asian firms and 
banks. Vast swathes of the corporate sector would end up in foreign 
hands. Already we are seeing Japanese and American companies jump- 
ing from minority to majority owners of Southeast Asian firms in return 
for a writing down of the debt. And debt-to-equity swaps aside, the 
devaluations enable foreign companies to pick up Asian companies at 
fire-sale prices—or in the current Korean phrase, ‘DMF cold wave prices’. 
We are already seeing a political backlash against the sudden jump in 
foreign ownership. Korean and Southeast Asian editorialists have started 
to write about “The Second Opium War’ and Usiwe imperialism. 


If the debt claims were swapped for equity claims held by domestic 
banks, the banks would end up as huge equity holders, something that 
banks are not supposed to be. If the debt claims were transferred to the 
state, and the state in return acquired a voting 1oterest in the company, 
this would amount to nationalization—not something the IMF or the us 
Treasury wish to encourage. Morgan Bank has suggested government 
guarantees for private foreign borrowing, in the hope that this would 
allow foreign lenders to resume lending to highly indebted firms on the 
grounds that the guarantee makes the debt look like sovereign debt. But 
the debt mountain would remain. 


If the IMF prescriptions for reshaping Asian financial systems into some- 
thing more like the Western model require, as a condition of viability, a 
running down of corporate debt, and if the inflation route is ruled out, 
then the social costs are likely to be huge and long-lasting—especially 
because of the sheer amount of corporate debt relarrve to GDP that has to 
be shrunk to Western levels. Inflation is the only way to reduce such a 
debt mountain without years of stagnation, nationalist backlash, or chaos. 


The Fund’s much higher real interest rates will tip many high 
debtéquity firms into bankruptcy—and the resulting financial mstabil- 
ity and unrest may cause net capital oxtflow instead of the inflow that the 
Fund expects. Meeting Western standards for the adequacy of banks’ 
capital requires a rapid fall in banks’ debtéquity ratios, and a sharp cut in 
their lending, causing more company bankruptcies. Opening up the 
financial sector to foreign banks will result in a large-scale take-over, 
because after the bankruptcies and liquidations foreign banks and 
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companies will be the only ones with the capital for recapitalizing the 
domestic ones. But foreign banks may not lend to high debréquity local 
companies, and may not participete in the kind of alliances between 
government, the banks, and companies that a high debréquity financial 
structure requires. If Citibank buys up Korean banks and applies its 
normal prudential limits (by which lending to a company with a 
debtéquity ratio of 1:1 is getting risky), it will not lend to Daewoo with 
a debtéquity ratio of 5:1. The amount of restructuring of Daewoo before 
its debtequity ratio comes close to 1:1 is hard to umagine. 


It seems particularly unwise for the IMF to insist that companies receive 
even more freedom than before to borrow on international capital markets 
on their own account, without government coordination, when 1t was their 
uncoordinated borrowing that set up the crisis in the first place. This will 
make the country more, not less, vulnerable to capital flight. 


In short, the DMF approach is likely to generate large social costs long 
before there is any significant amount of debt reduction, all because of a 
short-term and unforeseeable run by mobile capital. It aims to dismantle 
the high debt system, its developmental advantages notwithstanding. 
And it wants to see a Western-type financial system in its place that can 
only work with a huge reduction in levels of corporate debt. The Fund 
has not properly weighed the economic and social costs of such actions. 
Eventually Asian economies will start to grow again, for their ‘funda- 
mentals’ are strong—but by then their fundamentals will not be as 
strong. There will be an inner source of instability created by the 
attempt to integrate the massive flow of household deposit savings with 
a financial structure based on Western norms of prudent debtequity 
ratios. And by then they will have a rather different pattern of owner- 
ship, with foreign firms and banks—in particular, Us firms and banks— 
having much more control than before and receiving much more of the 
profits. They will have given up the developmental advantages of a high 
debt system based on government-bank-firm collaboration ın return for 
somewhat lower risks of financial crashes. 


Once the crisis is passed, some reneging on IMF agreements may occur. 
But by that time foreign banks and other financial institutions may be 
well established, making the high debt/equity system difficult to 
rebuild. 


An Alternative Path 


The high savings of Asian households impart a bias towards high levels 
of corporate debt. Household saving rates may come down over the next 
several decades. But saving rates much higher than in the West are likely 
to be a feature of these economies for many years to come, and the current 
crisis will only intensify households’ wish to save. 


Households’ risk aversion precludes transfer of more than a small part of 
the savings through equity markets. Equity markets will of course 
develop over time as the infrastructure for a well-working stock market is 
gradually built up. But even in the most highly developed equity 
markets only a few percentage points of GDP or less are transferred. In the 
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United States, where the equity market 1s a celebrated national institu- 
tion, net savings transferred to the corporate sector through the equity 
channel have averaged less than 1 per cent of GDP, and have often been 
negative over the past decade. Such small flows may be meaningful in a 
country like the us where household savings are only 4 per cent of GDP, 
but are trivial where household savings are more like 12 per cent of GDP. 
Moreover the current crisis has caused huge losses for most of the Asian 
households that have recently begun to participate in national stock mar- 
kets. This makes it all the more likely that sizeable development of equity 
markets is a dead issue in Asia for another decade at least. The Japanese 
experience 1s cautionary. Since the crash of 1990, over 90 per cent of the 
mutual fund holdings accumulated over the 1980s have been redeemed. 


If Asia continues to save at anything close to current levels, there is an 
inescapable problem of how to invest the savings productively. It is a fine 
irony, since Asia’s high savings have been instrumental ın its fast growth 
and the envy of the rest of the world. 


We argue that high savings and high corporate debt yield powerful 
advantages 10 terms of national development. The high levels of debt can 
be sustained under normal conditions provided that banks and firms 
have mutual understandings about the refinancing of the debt, and pro- 
vided the government supports them. This in turn requires, above all, 
closing or semi-closing the capital account, so that mobile capital cannot 
go freely in and out.” In such high saving societies, foreign savings are 
not needed; it is already difficult enough to allocare domestic savings to 
efficient investments at the margin. These arrangements may stop well 
short of a developmental state on the model of Japan, Korea and Tawan, 
but they are well along in that direction, and far from the IMF’s model of 
a desirable financial system. 


To resolve the crisis, inflation is the least costly way to reduce debt. Real 
interest rates have to be kept negative or at least very low, which would 
also reduce the pressure for bankruptcies and financial instability more 
generally. Household savers have been content with the low rates they 
have been getting, so there is no reason to raise the rate above the level of 
inflation. The government would let the exchange rate float, removing 
the impetus to raise interest rates in order to keep the currency stable. 
The MF assumes that low real interest rates will lead to net capital flight 
and greater refinancing difficulties It is not obvious that Argh real inter- 
est rates will not have an even worse effect on capital flight, because of 
the magnitude of bankruptcies and financial instability caused by high 
rates ın the context of high debtéquity ratios. At the least, the trade-off 
has to be raised as an issue, as the IMF, reading from the script prepared 
for low debtéquity situations, has not. 


17 Jagdish Bhagwan, professor of economics at Columbia University, agrees ‘[Capieal 
markets] are very volacile Suddenly expectations can tum around You may be very 
healthy but sudden you can catch pneumoore, And then you may have to do unspeakable 
things to your economy just to regain chat confidence become you are now hooked into 
the system. Markets may do something when you've done nothing wrong and you may 
have to do something wrong in order to convince the markets that you are doing same- 
thing aght! I would put off [capital account convertibility] for quite a while’ (toterview 10 
Times of India, 31 December 1997) 
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The government should push weak banks to merge with strong domestic 
ones. It should use its own strong balance sheet to support existing 
banks, not close them down or let them be bought by foreign banks. 
Many of these banks are insolvent only by Western standards and under 
transitory crisis conditions, not according to the rules of the develop- 
mental state in conditions of reasonably fast growth. "8 


Hence the government should step in to reintroduce controls on capital 
movements, to create credit in order to cover the extra costs of foreign 
debt incurred by the devaluation—injecting equity into banks, directly 
buying loans from foreign creditors, and so on—thereby setting off a 
controlled inflation which will spread the ultimate costs among the 
whole population of savers and the consumers of imports. 


The Advantages of Bankruptcy 


Why should not Korea, for one, not just declare a debt moratorium and 
set about exporting its way out of trouble, using internal financing 
drawn from its high domestic savings? The vast increase in the servicing 
and repayment costs of foreign loans due to the devaluation 1s a national 
disaster, the costs of which should be borne collectively. Let belts be 
tightened, to the extent of refusing any new reliance on external finance 
In any case it would not take long for a Korea to be able to borrow again. 
The government might even put aside ics anxiety to remain in the good 
books of the OECD and focus more on the regrom for a change, taking the 
lead in bringing in China and in organizing a debtors’ cartel with 
Thailand and Suharto’s successor in Indonesia to bargain for better terms 
from the Fund and Western banks. After all, default 1s perfectly consis- 
tent with certain American values. Personal bankruptcies in the US rose 
last year from $30 billion to $40 billion. One can find in any newspaper 
advertisements reading ‘Personal bankruptcy may be a way out of your 
problems, call now: 212-BANKRUPT’. 


The Japanese government, which for a time seemed to be moving 
towards the IMF approach—-particularly ın allowing the bankruptcy of 
even large banks and security houses—appears now to be changing 
course. The vice munister for international finance emphasized on 
national television recently that, “We should make clear to the public 
that we will not allow banks to fail. We should not let securities compe- 
nies of considerable size fail eather. The United States and the United 
Kingdom have not done it either. This 1s the global standard.” He went 
on to say thar it is up to politicians and bureaucrats to save the banks 
from failing and it 1s up to benks to prevent companies from failing. The 
Ministry of Finance has announced a $98 billion fund for bailing out the 


18 Our argument needs to be tested against answers to the following questions: would a 
low real incerest race binder a mse in the exchange race? What would be the impact on 
firms of continuing co carry the higher principal of foreign debt? Would the costs of more 
bankruptcies emong fions with large dollar debts exceed the costs of the more extensive 
bankruptcies caused by high real incerese rates thart hurt all domestic companies? How 
much would the low real interest rate discourage personal savings? Could domesuc 
demand be sustained by fiscal stimulus (a government deficit) coupled wich relenvely 
high real interest rates? 

*9 Ersuke Sakakibara, quoted by Reuters, 28 December 1997 


Japanese financral sector. With this fund the government will inject capi- 
tal unto the banks, which are now paralyzed as they try to meet Western 
capital adequacy standards in the face of declining asset values. The gov- 
ernment may also use the fund to boost the stock market, which will raise 
asset values. It is dramatically expanding the monetary base, to increase 
economuc growth and corporate returns to assets as well as to generate an 
inflationary reduction in debt. It may also ask financial institutions to 
buy domestic bonds, and perhaps to sell some foreign bonds. One hopes 
it will become active ın creating an organization of the most affected 
countries to coordinate their bargaining strategies, and involve China. 


Capital Opening and the Wall Street-Treasury-IMF Complex 


Why is the Fund saying what it is saying? It has gone far beyond 1s tradi- 
tional concern with balance-of-payments adjustments partly because it 
had already crossed the line in dealing with the former Soviet Union and 
Eastern Europe, and legitimized its expanded agenda in that context. 
Those countries needed advice about the creation of basic market institu- 
tions, and the Fund was able to get its advice accepted because it brought 
vital financial rewards. In its next great intervention, in Asia, the Fund 
has continued to operate over this much wider jurisdiction, seeking to 
ımpose on Thailand, Indonesia and Korea institutional free-market 
reforms as comprehensive as those imposed on Russia—even though such 
reforms in the Asian case are not necessary to restart the flow of funds.” 


The legitimizing precedents of the former Soviet Union and eastern 
Europe is one thing. But the deeper answer involves the interests of the 
owners and managers of international capital. The reforms sought by the 
Fund are connected in one way or another with further opening up Asian 
economies to international capital. Why is the Fund insisting on capital 
account opening in countries that are awash with domestic savings? 
Why has the Fund done so little by way of organizing debt reschadulsng 
Negotiations, preferring to administer bail out funds im return for struc- 
tural and tmstitutional reforms? James Tobin, the Novel laureate in eco- 
nomics, observes that, ‘South Koreans and other Astan councries—like 
Mexico in 1994-95 —are... victims of a flawed international exchange 
rate system thar, under US leadership, gives the mobility of capital priority 
over all other constderations.'?" Jagdish Bhagwati, professor of economics at 
Columbia University and champion of free trade, takes the argument 
further. Asked why the mF was seeking to open financial markets every- 
where he replied, 


Wall Street has become a very powerful influence in terms of 
seeking markets everywhere. Morgan Stanley and all these gigantic 
firms want to be able to get into other markets and essentially see cap- 
ital account convertibility as what will enable them to operate every- 
where. Just like in the old days there was this ‘military-induserial 
complex’, nowadays thereis a Wall St.-Treasury complex’ because 
Secretaries of State like Rubin come from Wall Street... So today, 


æ Marun Feldstein, Refocusing the DMF’, Forezgx Affasrs, March/April 1998, pp 20-33 
21 James Tobin, “Why We Need Send in the Market's Gears’, Washington Past, 21 Decem- 
ber 1997. 
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Wall Street views are very dominant in terms of the kind of world you 
want to see. They want the ability to take capital in and out freely. It 
also ties in to the IMF's own desires, which is to act as a lender of last 
resort. They see themselves as the apex body which will manage this 
whole system. So the IMF finally gets a role for itself, which is under- 
pinned by maintaining complete freedom on the capital account. 


Bhagwati goes on to observe that many countries have grown well 
without capital account convertibility, including China today and Japan 
and Western Europe earlier. ‘In my judgement it 1s a lot of ideological 
humbug to say that without free portfolio capital mobility, somehow the 
world cannot function and growth rates will collapse.’?? 


What Bhagwati calls the “Wall St-Treasury complex’ has helped over the 
past year to push the process of amending the IMF's articles of agreement 
to require member governments to remove capital controls and adopt full 
capital account convertibility.23 The extended Wall St-Treasury-IMF 
complex has likewise worked to promote the World Trade organization’s 
agreement on liberalizing financial services being hammered out in 
1996-97. Many developing country governments, including promi- 
nently several Asian ones, opposed the wro's efforts to liberalize 
financial services. In response, ‘Executives of groups including Barclays, 
Germany’s Dresdner Bank, Société Générale of France and Chubb 
Insurance, Citicorp, and Ford Financial Services of the uS... agreed dis- 
creetly to impress on finance ministers around the world the benefits of a 
WTO deal’.*4 Then came the financial crisis that ricocheted around the 
region from one country to another. By December 1997 the Asian 
leaders agreed to drop their objections, and on 12 December, more than 
seventy countries signed the agreement that commits them to open 
banking, unsurance and securities markets to foreign firms. By then the 
Asian holdouts—including Thailand and Malaysia—saw no choice: 
either they signed or their receipt of IMF bail-out funds would be com- 
plicated. Meanwhile the OECD has been pushing ahead quickly with 
the negotiation of the Multilateral Agreement on Investment, that 
liberalizes all direct foreign investment restrictions, requiring signatory 
governments to grant equal treatment to foreign as to domestic compa- 
nies. It will preclude many of the policies of the developmental state. 


The Winners 


These events—the revision of the IMF's articles of agreement, the WTO's 
financial services agreement, and the ORCD’s Multilateral Agreement on 
Investment—are the expression of a Big Push from international organi- 
zations, backed by governments and corpomtions in the rich countries, 
to institute a world-wide regime of capital mobulity that allows easy 


* Interview in Trae sf India, 31 December 1997 

23 The process of modifying the articles of agreement to require countries to sdopt capital 
account convertibility has been under way for about a year. Ac the Hong Kong Annual 
Meetings of the Fund and Bank in September 1997, the Interim Committee agreed in 
principle thar che Fund should adopt an aggresive policy to encourage counties to insti- 
tute full convertibility 

M Guy de Jonquières, Vinon of a Global Marker wro Members are Hoping to 
Deregulate Financial Services’, The Freencsel Temes, 10 April, 1997, p 28. 
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entry and exit everywhere. If the agreements are ratified and enforced, 
they will ratchet up the power and legitimacy of the owners and man- 
agers of capital in the world at large. Yet, for all their implications for 
sovereignty, democracy, end social stability, they are being negotiated 
with scarcely any public debate. They have been protected from public 
concern partly because the champions of the wider movement towards 
free capital movement and lifting of government regulations have 
managed to harness to their cause the most self-justifying of slogans, 
‘stopping corruption’. Capital freedom, we are invited to believe, checks 
corruption (Asia's ‘crony capitalism’), and is therefore self-evidently a 
good thing. The next step will be an international agreement to deregu- 
late labour markets, intended to make them more ‘flexible’ while 
stopping short of open migration. This would further consolidate the 
global governance of capital. 


There is always a fine line to be trod between an interest-based theory 
and a conspiracy theory—for all that everyone accepts the former and 
hardly anyone accepts the latter. It is difficult to know to what extent 
and at what point some events in the Asian crisis were deliberately 
encouraged by those who stood to gain from the sudden loss of resources 
by Asian governments and from the opportunities to gain control of 
Asian companies at knock-down prices Certainly the role of the us 
Treasury in stiffening the IMF's insistence on radical financial opening in 
Korea is documented. The Treasury made it clear thar Korean financial 
opening was a condition of us contributions to the bail-out, on the 
understanding that financial opening would benefit us firms that would 
ın turn give political support for us contributions.?> 


Financial crises have always caused transfers of ownership and power to 
those who keep their own assets intact and who are in a position to create 
credit, and the Asian crisis is no exception. Whatever their degree of 
intentionality and their methods of concerting strategy, there is no 
doubt that Western and Japanese corporations are the big winners. The 
transfer to foreign owners has begun ın a spirit of euphoria captured in 
the remark of the head of a UK-based investment bank, ‘If something was 
worth $1 billion yesterday, and now it’s only worth $50m, it’s quite 
exciting’.?© The combination of massive devaluations, IMF-pushed finan- 
cial liberalization, and imr-facilicated recovery may even precipitate the 
biggest peacetime transfer of assets from domestic to foreign owners in 
the past fifty years anywhere in the world, dwarfing the transfers from 
domestic to US owners that occurred Latin America in the 1980s or in 


23 See Paul Blustein and Clay Chandler, ‘Behind the S Korean Bailout. Speed, Stealth, 
Consensus’, The Washtagten Pest, 28 December 1998, p 1 The us Treasury likewise man- 
aged to bury Japan’s attempt at long-promused but never delivered international leader- 
ship, ın the form of a summer 1997 proposal to create an Asia fund with which to redeem 
some of their fellow Asians’ debts Not wanung the Japanese to send their capital to Asa 
rather than to the US, and not wanting Japan co emerge as the Asian bail-out leader, the 
Treasury (Deputy Secretary Lawrence Summers, most emphatically) insisted that the 
cleanup be entrusted to the BaF The Japenese agreed to desist un a November 1997 meet- 
ing 1n Manila See Johnson, ‘Cold War Economics Melt Asis’ 

16 Clay Harris and John Radding, ‘Asia Provides Golden Buying Opportunities’, Frmerctal 
Times, 26 February 1998, p 16. See also ‘South Korea. Bargains Galore’, The Ecomemsst, 7 
February 1998, pp 67-8 
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Mexico after 1994. One recalls the statement attributed to Andrew 
Mellon, ‘In a depression, assets return to their nghtful owners’. 


The crisis has also been good for the multilateral economic institutions, 
including the mmr, the World Bank, and the wro. The ability of the IMF 
and the Bank to provide refinancing and to link refinancing to govern- 
mental acceptance of wro rules gives all three organizations leverage 
with which to cajole Asian governments to reshape their domestic 
economies in line with Western models. For them the crisis is a short- 
run blessing not even in disguise. But both they and the incoming 
foreign firms may eventually suffer from the mounting political 
backlash. As Henry Kissinger recently warned, Even [Asian] friends 
whom I respect for their moderate views argue that Asta 1s confronting 
an American campaign to stifle Asian competition’. ‘It 1s critical that at 
the end of this crisis’, he went on to say, ‘when Asia will re-emerge as a 
dynamic part of the world, America be perceived as a friend that gave 
constructive advice and assistance ın the common interest, not as a bully 
determined to impose bitter social and economic medicine to serve 
largely American interests’.?7 


How long wil ıt be before the affected countries regain 1996 levels of out- 
put and wealth? Korea escaped the debt trap of the early 1980s in a couple 
of years, unlike the Latin American countries, partly because it was able to 
resume fast export growth. But it was able to do so partly because the 
Latin Americans were out of the market. Today, every Asian country 1s 
seeking to export its way out of trouble at the same tume How long the 
crisis lasts depends partly on how successful they are, which depends on 
the growth of the Japanese, US and European markets and their access to 
them. It also depends on the extent to which international lenders co- 
operate among themselves and the borrowers to reschedule the loans. This 
in turn depends on whether the IMF concentrates on helping them to co- 
operate, and softens its demand for fundamental restructuring. If Asia 
resumes fast growth within the next two years and if in the meantime the 
US goes into recession as the stock market and currency bubbles burst, we 
may again look to Asian models, as in the 1980s, for lessons on how to 
improve the parlous performance of American capitalism. 


Restricting the Free Movement of Capital 


The great lesson of the Asian crisis 1s that the desirability of free move- 
ments of short-term capital has to be put in question We have tended to 
lump together trade Liberalization with capital liberalization, and dis- 
cuss them as though what applies to one also applies, more or less, to the 
other. Bhagwati’s point 1s their effects are fundamentally different. He 
argues for trade liberalization without capital account liberalization. 
Significantly, Martin Wolf of the Financial Trmes largely agrees. The 
question that arises from the Asian crisis, he says 


is what to do about capital account liberalization, which the IMF is 
strongly promoting in all its programmes.. The evidence now 


77 Henry Kissinger, “The Asan Collapse: One For does not Fit all Economies’, The 
Washeagtes Pest, 9 February 1998, Op-Ed, p Arg 
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seems clear that any substantial net draft on foreign savings creates 
huge risks...almost any large-scale international borrowing, even 
by non-benks, threatens economic stability if it becomes big 
enough to threaten the currency...At the least, there is an 
overwhelming case for permanent prudential regulation of foreign 
borrowing, particularly short-term borrowing, by commercial 
banks... Unregulated flows of short-term international capital are a 
licence to rack up losses at the expense of taxpayers.’ 


And a senior economic advisor at the World Bank, Pieter Bottelier, 
argues that “The world needs to understand more fully what the conse- 
quences are of unlimited international freedom of capital movements 
between countries that have vastly unequal levels of economic develop- 
ment and vastly different standards for monttoring their financial sys- 
tems.’ He raises the question of whether to equip the World Bank and the 
DMF with better monitoring tools or perhaps even the power to impose 
sanctions to protect the system.79 When influential voices at the World 
Bank and the Frmamctal Trees, joined by academic champions of free 
trade, begin to question the benefits of capital opening, the idea of a new 
Bretton Woods conference is not quite as far-fetched as at first ıt seems. 


In the end we come back to the mysteries of finance and financiers. Ia 
good times we tend to think of them as being like engine oil, necessary 
to make the engine work but neither part of the engine nor its fuel. The 
analogy 1s misleading, however, because the structures of financial inter- 
mediation are as much part of the ‘engine’ as the stocks of human 
resources, capital, technology and organizations. The contrast between 
the development performance of Latin America and East and Southeast 
Asia shows how some financial structures can help the economy to grow 
faster than others. The contrast in their debt crises shows how the same 
Asian high-performance financial structures can respond to shocks in 
ways that make the economy not just grind to a balt, but go haywire. As 
the Cambridge economist A.C. Pigou said with the Great Depression in 
mind, finance, far from being merely ‘the garment draped around the 
body of economic life’, can take on the appearance of ‘an active and evil 
genius’.2° For just this reason John Maynard Keynes famously proposed, 
‘Ideas, knowledge, art, hospitality, travel—these are things which 
should of their nature be international. But let goods be homespun 
whenever it 1s reasonably and conveniently possible; and above all, let 
finance be primarily national.’3' But we now have in place a powerful 
phalanx of international organizations and multinational corporations 
devoted to maximizing the freedom of financial capital around the 
world. The question 1s what institutional muscle can be brought to bear 
by those convinced that such untrammelled freedom 1s even more dan- 
gerous for human welfare today than it has been in the past. 


" 8 Martin Wolf, ‘Caging the Bankers’ The Frmenctal Times, 20 January 1998 
» Pieter Boctelier, speaking at World Benk conference on the Asian financial crus, cited 
by Reuters, Paris, 2 Febuary 1998. 
P A C. Pigou, The Vel of Memey, London 1949 
3 John Maynard Keynes, Collected Wrttngs of Jobn Maynard Keynes, vol. xx [1933] 
Adini 1931-39, edited by Donald Moggendge, London 1982, p 237 
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| SHOCKS AND DEBT | 
Co 


mpare the balance sheets of a ‘Latin American’ firm and an ‘Asian’ firm, the 
former representing the kind of economy that the mF is used to dealing with The 
Latin American firm has, on the Ilablitties side, equity of 80 pesos and debt (in the 
form of bank loans, etc ) of 20 pesos, giving it a debtequlty ratio of 1M." Its assets 
are equal to the sum of Its equity and rts debt, or 100 pesos Assume the rate of 
Interest on Its debt is 10 per cent. Assume the gross return on rts aseets Is 12 per 
cent. Its gross profit Is then 12 pesos (12 per cent of assets of 100 pesos). 


Suppose that one quarter of Its debt is borrowed from abroad, In us dollars. Its 
dollar debt 1s then equivalent to 5 pesos, Its domestic debt ıs 15 pesos. Suppose 
now that the currency ls devalued by half (from 800 pesos to the us dollar to 
1,600). The firm’s dollar debt doubles, to 10 pasos, ralsing Its total debt to 26 
pesos. On this debt It must pay 2.5 pesos by way of Interest charges. It can easily 
pay thls out of Its gross return on assets of 12.2 


Suppose further that, ın line with an mF programme, the rate of Interest on the 
firm’s peso debt doubles from 10 per cent to 20 per cent. The Interest cost of the 
peso debt rises from 1.5 pesos to 3 pesos (20 per cant of 15 pesos). The Interest 
cost on the dollar debt continues to be 0.5 pesos. The total interest cost Is now 
3.5. This too can be covered out of the gross return on assets of 12 pesos. 
Suppose also that because of the mr austertty programme the retum on assets 
falls from 12 per cant to 8 per cant, or 8 pesos. Agaln, the firm can still easily 
cover Its interest charges. 


In short, In the face of a 100 per cant devaluation, a doubling of Interest rates on 
domestic debt, and a 60 per cant fall In the rate of return on assets the ‘Latin 
American’ firm, with Its low debt/equity ratio, remains viable. it continues to be 
able to meet the fixed payment obligations represented by its interest charges 
out of rts return on asests, 


Consider now the ‘Asian’ firm. The key difference lies In Its debt/equlty ratio. Big 
firms In Korea normally have debtequity ratios of 4/1 or more Let us assume 
that our Asian firm has 20 won of equity and 80 won of debt, giving a debt/equity 
ratio of 4/1 Assume an Interest rate of 10 per cent; so the firm has Interest costs 
of 8 won. Assume a return on assests of 12 per cent, or 12 won. 


Suppose, as In the Latin American casa, one quarter of the debt Is foreign, 
amounting to the dollar equivalent of 20 won, with 60 won in domestic debt. If 
the currency Is devalued by half, the won value of the foreign debt doubles to 40 
won. Total debt (domestic plus foreign) is now 100 won. The devaluation thus 
wipes out the firm’s equity—the difference between Its assets and rts debts 
Using Westem prudentia! standards the firm Is ın crisis. It Is etther thrown Into 
bankruptcy, or the lenders agree to restructure the firm's balance sheet, Involv- 
Ing writing down the firm's debt—such as accepting an interest rate well below 
the market rate—by sufficlent to restore some positive equity. 


Hf, also, thanks to an IMF programme, the interest rate on the domestic debt rises 
from 10 per cent to 20 per cent the firm's Interest charges on tts domestic debt 
rise from 6 won to 12 won. Together with the Interest charge on forelgn debt 
{equal to 10 per cent of 40 won), total Interest charges now amount to 16 won, 
compared to pre-intereat profits of 12. The firm is even more unviable, its gross 
returns are even lees than Its Interest charges. If also the return on assets falls— 
because of an austenty programme—from 12 per cent to 8 per cant the situation 
is worse. Gross profit is now 8, Interest costs are 16. The deficit ls minus 8 The 
firm has no equity and runs at a big lose The loss must be recapitalized: that 19, 
the Interest payments due but unpayable must be added to the principle of the 
loan, raising the company’s debtéquity ratio still further, compounding its vuk 
nerablirties. 














When this happens across many firms, the debt/aor ratio of the corporates sector 
rises and the country’s refinancing difficulties multiply. 








1 Equrty tn this simple model 1s valued at the difference between the value of assets 
and the debt It Includes shares in the company, retained earnings, and other things. 

? Assume thet the firm's assets are employed in business tied to the domestic scon- 
omy, not the forwgn economy If the aseets were used for export production, the 
devaluation would raise thelr valus by ralsing the prospects for export sales and the 
calculation would be more complicated 


Ln. 
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The Brick and the Balloon: 
Architecture, Idealism and Land 
Speculation 


I want to think aloud today about a fundamental theoretical problem—the 
relationship between urbanism and architecture—which, alongside its own 
intrinsic interest and urgency, raises a number of theoretical issues of signifi- 
cance to me, although not necessarily to all of you.* But I need to ask for some 
provisional interest in those issues, and in my own work in relationship to 
them, in order to reach the point of being able to formulate some more general 
urban and architectural problems. For instance, an investigation of the dynam- . 
ics of abstraction in postmodern cultural production, and in particular of the 
radical difference between that structural role of abstraction in postmodernism 
and the kinds of abstractions at work in what we now call modernism, or 1f you 
prefer, the various modernisms, has led me to re-examine the money form—the 
fundamental source of all abstraction—and to ask whether the very structure of 
„money and its mode of circulation bas not been substantially modified in 
recent years, or in other words during the brief period some of us still refer to as 


postmodernity. That is, of course, to raise again the question of finance capital 
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and its umportance in our own time, and to raise formal questions about 
the relationships between its peculiar and specialized abstractions and 
those to be found in cultural texts. I think everyone will agree that 
finance capital, along with globalization, is one of the distinctive 
features of late capitalism, or in other words of the distinctive state of 
things today. 


But it is precisely this line of inquiry which, reoriented in the direction 
of architecture itself, suggests the further development I want to 
pursue today. For ın the realm of the spatial, there does seem to exist 
something like an equivalent of finance capital, indeed a phenomenon 
intumately related to it, and that is land speculation: something which 
may have found its field of endeavour in the countryside in years 
bygone—in the seizure of natrve American lands, ın the acquisition of 
immense tracts by the railroads, ın the development of suburban areas, ` 
alongside the seizure of natural resources—but which 1n our time isa ` 
pre-eminently urban phenomenon (not least because everything is 
becoming urban) and has returned to the big cities, or to what is left of 
them, to seek its fortunes. What is then the relationship, if any, between 
the distinctive form land speculation has taken today, and those equally 
distinctive forms we find in postmodern architecture—now using that 
term in a general and chronological, hopefully rather neutral, sense? 


It has often been observed that the emblematic significance of architecture 
today, and also its formal originality, les ın its immediacy to the social, in 
the ‘seam ıt shares with the economic’: and this 1s a rather | 
different immediacy than even that experienced by other expensrve art 
forms, such as cinema and theatre, which are certainly also dependent on 
investments. But this very immediacy presents theoretical dangers, which 
are actually themselves fairly well-known. It does not seem preposterous to 
assert, for example, that land speculation and the new demand for 
increased construction opens a space in which a new architectural style can 
emerge: but, to use the time-honoured epithet, it equally seems ‘reductive’ 
to explain the new style in terms of the new kinds of investment. It is said 
that this kind of reductionism fails to respect the specificity, the autonomy 
or semi-autonomy, of the aesthetic level and its intrinsic dynamucs. In fact, 
it is obyected, bald assertions of this kind never seem to descend into the 
detan of the styles they thereby stigmatize; they are able to neglect formal ~ 
analysis, having as it were discredited 1ts very principle in advance. l 


A Revitalized Concept of Mediation 


One might then attempt to enrich and complexify this interpretation (of 
‘the origins of postmodernism’) by introducing the matter of new tech- 
nologies, and showing how those dictated a new style at the same time 
that they responded more adequately to the aims of the investments. 
This 1s then to insert a ‘mediation’ between the economic level and the 
aesthetic one; and it can begin to give an idea of why, for the immediacy 


1 This talk was delivered at the seventh annual ANY conference in Rotterdam, June 1997, 
and is reprinted wich the permission of the organizers from ANYHOW, Cambridge, Mass 
1998. It us also part of a series of essays to appear in Freduc Jameson, The Cafteral Ture: 
Selected Wretrngs on the Postmodern, 1983-1998, Verso, London 1998, forthcoming 
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of an assertion about economic determination, we would do better to 
elaborate a series of mediations between the economic and the aesthetic; 
of, in other words, why we need a revitalized conception of the mediation 
as such. The concept of mediation is posited on the existence of what I 
have referred to as a ‘level’, or in other words (those of Niklas Luhmann) a 
differentiated social function, a realm or zone within the social thar has 
developed to the point at which it is governed internally by its own 
intrinsic laws and dynamics. I want to call such a realm ‘semi- 
autonomous’, because ıt is clear that it is still somehow part of the social 
totality, as the term (function suggests: and my own term is deliberately 
ambiguous or ambivalent, in order to suggest a two-way street, in which 
one can either emphasize the relative independence, the relative auton- 
omy, of the area in question, or else, the other way round, insist on its 
functionality and its ultimate place ın the whole—at least by way of its 
consequences for the whole, if not its ‘function’ understood as a kind of 
material interest and slavish or subservient motivation. So, to use a few 
of Luhmann’s more obvious examples, the political is a distinct ‘level’, 
because, since Machiavelli and since the emergence of the modern stare 
under Richelieu, politics 1s a semi-autonomous realm ın modern soci- 
eties, with its own mechanisms and procedures, its own personnel, its 
own history and traditions, or ‘precedents’, and so forth. But this does 
not imply that the political level does not have manifold consequences 
for what lies outside it. The same can be said for the realm of law, the 
legal or yuridical level, which might ın many ways be said to be the 
model and exemplar of just such a specialized and semi-autonomous 
domain. Those of us who do cultural work will no doubt also want to 
insist on a certain sem1-autonomy of the aesthetic or the cultural—even 
though the relationship between those two alternate formulations 15 
today once again a very contested topic indeed: the laws of storytelling, 
even for television series, are surely not immediately reducible to the 
institutions of parliamentary democracy, let alone the operations of the 
stock market 


And what about that—the stock market itself? It is certain that the 
emergence of the market, and of the theory of the market, from the eigh- 
teenth century onwards, has formed the economy over into a semi- 
autonomous level, if it was not one before. As for money and land, well, 
those are precisely the phenomena that will concern us here, and which 
will allow us to test the usefulness of both the concept of mediation and 
its related idea, the semi-autonomous instance or level: it being under- 
stood in advance thar neither money nor land can constitute such a level 
in its own right, since both are clearly functional elements within that 
more fundamental system or sub-system which is the market and the 
economy. 


The Philosophy of Money 


Any discussion of money as a mediation needs to confront the work of 
Georg Summel, whose massive Philosophy of Money (1900) pioneered what 
we would today call a phenomenological analysis of this peculiar reality.” 
Simmel’s subterranean influence on a vanety of twentieth-century 


* Simmel, Phslesepby of Money, trans D Frisby and T Bottomore, London 1978 
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currents of thought is incalculable, partly because he resisted coining his 
complex thinking into an identifiable system; meanwhile, the complicated 
articulations of what 1s essentially a non-Hegelian or decentred dialectic 
are often smothered by his heavy prose. A new account of this life work 
would be an indispensable preliminary stage ın the discussion I want to 
stage here.3 To be sure, Summel bracketed the economic structures them- 
selves, but is very suggestive for the ways in which the phenomenological 
as well as the cultural effects .of finance capital might be described and 
explored. Clearly, this is not the moment for any such full-dress study, and 
so I will lmit myself to a few remarks on his seminal essay, ‘Metropolis and 
Mental Life’, in which money also plays a central role.* 


It is fundamentally an account of the increasing abstraction of modern life, 
and most particularly of urban life (un the Berlin of the late nineteenth cen- 
tury): abstraction 1s, to be sure, precisely my topic, and still one very much 
with us, sometimes under different names—Anthony Giddens’s key term 
disembedding, for example, says very much the same thing, while directing 
us to other features of the process. And ın Simmel’s essay, abstraction takes 
on a remarkable multiplicity of forms, from the experience of time to some 
new distance in personal relations, from what he calls ‘intellectualism’ to 
new kinds of freedom, from indifference and the ‘blasé’ to new anxieties, 
value crises, and those big-city crowds so dear to Baudelatre and Walter 
Benjamun. It would be an oversimplification to conclude that for Simmel 
money is the cause of all these new phenomena: not only does the big city 
triangulate this matter, but in our present context surely the concept of 
mediation is a more satisfactory one. In any case, Simmel’s essay places us 
on the threshold of a theory of modern aesthetic forms and of their abstrac- 
tion from older logics of perception and production; but it also places us on 
the threshold of the emergence of abstraction within money itself, namely 
what we now call finance capital.’ And within the Benjaminian collage of 
phenomena that makes up the essay’s texture we also find the following 
fateful sentence: discussing the new internal dynamics of abstraction, the 
way ın which, like capital itself, ıt begins to expand under its own 
moment, Simmel tells us this: “This may be illustrated by the fact that 
within the city the “unearned increment” of ground rent, through a mere 
increase in traffic, brings to its owner profits which are self-generating.” It 
is enough: these are the connections we have been looking for; now let us 
retrace our steps and begin again with the possible kinships between 


3 See, for a more comprehensrve discussion, my forthcoming essay, “Ihe Theoretical 
Hesieenon. Benjamin's Sociological Predecessor’ I also want to signal the related projects 
of Richard Dienst on debt as 2 postmodern phenomenon (see, for example, “The Furures 
Market’, in H Schwarz and R. Dienst, eds, Reealsag the Shape of the World, Boulder 1996) 
and Christopher Newfield on cocporare culture today (see, for example, his essays in Sacral 
Ted, no 44, Fall 1995, and no. $1, Summer 1997) 

4 Translated in George Simmel, Ox Indivedzality and Sectal Ferms, ed. DN Levine, 
Chicago 1971, pp. 324-39. 

3 See my essay, ‘Culture and Finance Capital’, in The Cultaral Tern 

6 Simmel, On Indtoeduality and Socal Forms, p 334 To which I would like to append the 
following. “The flenbility of money, as with so many of its qualities, ıs most clearly and 
emphatically expressed in the stock exchange, un which the money economy 1s crystallized 


which, in their crudeness and independent movements, are totally out of proportion in 
relation to objective factors It would certainly be superficial, however, to explain this by 
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modern or postmodem architectural form and the self-multiplying 
exploitations of the space of the great industrial cities. 


Death by FIRE 


I have been particularly interested, in this respect, in a somewhat badly 
organized and repetitive book, which, like a good detective story, has an 
engaging narrative to tell and has all the excitement of discovery and reve- 
lation: this 1s The Assassination of New York by Robert Fitch, and it will offer 
the occasion, not merely to confront the urban with the architectural, but 
also to assess the function of land speculation and to compere the explana- 
tory value of various theories (and the place of mediations in them). Put 
baldly, as he himself does fairly often, Fitch conceives of the ‘assassination’ 
of New York as the process whereby production is deliberately driven out 
of the city in order to make way for business office space-—finance, insur- 

ance, real estate: the policy is supposed to revitalize the city and promote 
new growth, and its failure 1s documented by the astonishing percentage 
of floor space left vacant and unlet—so-called ‘see-through’ buildings. 
Fitch’s theoretical authority here seems to be Jane Jacobs, whose doctrine 
about the relationship of small business to the flourishing neighbourhood 
he enhances by positing the equally necessary relationship between small 
business (shops and the like) and small industry (of the garment district 
type) His is a radical rather than a Marxian analysis, arming to promote 
activism and partisanship; he therefore lashes out at a variety of theoretical 


ponang out that price fluctuations correspond only rarely to real changes in the quality 
thar the stock represents For the significance of this quality for che market lies not only in 
the inner qualities of the State or the brewery, the mine or che bank, but in the relarion- 
ship of these to all other stocks on the market and their conditions Therefore, ıt does not 
affect their actual basis if, for instance, large insolvencies in Argentina depress the price of 
Chinese bonds, although the security of such bonds 1s no more affected by thart event than 
by something that happens on the moon Foe the value of these stocks, for all their exter- 
nal stabslity, none the less depends on the overall situation of the market, the fluctuanioos 
of which, at any one point, may foc example make che further utilizanon of chose returns 
less profitable Over and above these stock market fluctuarioos, which even though they 
presuppose the synthesis of the single object with others are still objectively produced, 
there exists one factor thar onginares in speculation itself These wagen on the future 
quoted price of one stock themselves bere the mest constderable rafina ox such a price Far 
instance, as soon as a powerful financial group for reasons that have nothing to do with the 
quality of the stock, becomes interested ın ıt, 1t3 quoted price will increase; conversely, a 
beansh group u able co bang abour a fall in the quoted peice by mere manipulation Here 
the real value of the object appears to be the irrelevant substrarus above which the move- 
ment of market values mses only because it has to be attached to some substance, or rather 
to some name The relarion between the real and final value of the object and its represen- 
tention by a bood bas lost all stability. This clearly shows the abeolure flexibility of this 
foem of value, a form that the objects have gained chrough money and which has com- 
pletely detached them from their real bess Now value follows, almost witbonr resistance, 
the psychological impulses of the temper, of greed, of unfounded opinion, and 1t does this 
in such a striking manner since objective circumstances enst that could provide exact 
standards of valuation But value in terms of the money form has made itself independent 
of 108 own roots and foundation in order to surrender itself completely to subjective ener- 
gies Here, where speculation itself may determine the fare of the object of speculation, 
the permeability and flexibility of the money form of values has found its most tr- 
umphant expression through subjectrvity in its strictest sense.’ Simmel, Philosophy of 
Memey, pp 325-6. 
7 Robert Fitch, The Assastrmatien of New York, Verso, London 1993, p 40 See also Fitch, 
‘Explaining New York City’s Aberrant Economy’, NLR 227, September-October 1994, 
pp 17-48 
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targets, which include certain Marxisms and certain postmodernisms 
along with the official ideologies of the city planners themselves; and ıt is 
these polemics—or rather, these denunciations—which will mainly inter- 
est us here. Making allowances for a characteristically American anti-intel- 
lectualism and anti-academic stance, it seems evident enough thar Fitch’s 
primary theoretical target is the doctrine of historical inevitability, ın - 
whatever form it 1s to be found—no doubt on the grounds that ıt demoral- 
izes and depoliticizes those who begin believing in it and makes political 
mobilization and resistance much more difficult, if not altogether mpossi- 
ble. This is a plausible and pertinent position, but finally all conceptions of 
long-range trends and of a meaningful logic of capitalism become identi- 
fied with this ‘inevitabilist’ 1deology, and this in turn rebounds onto the 
very forms of praxis Fitch wishes to promote, as we shall see. 


But let’s begin all over again at the beginning. Whar is first to be shown is ` 
not only that New York has undergone a massive process of restructuring ` 
in which 750,000 manufacturing jobs have disappeared, and in which the 
ratio of manufacturing to office work (his acronym FIRE. finance, insur- 
ance, real estate) has been modified from 2:1 before the war to 1.2 today;® 
but also that this change (not inevitable! not ın the ‘logic of capital’!) was 
the result of a deliberate policy on the part of New York’s power structure. 
It was, in other words, the result of what is today widely and loosely called 
‘conspiracy’, something for which the evidence is very suggestive indeed. 
It lies ın the absolute congruence between the unrealized 1928 zoning 
plan for the metropolitan area, and the current state of things: the 
removal of manufacturing posited there has been realized here; the 
implantation of office buildings foreseen there has here come to pass; and 
Fitch supplements all this with lavish quotes from the planners of yester- 
year and those of the recent past. For example this, from an influential 
businessman and political figure of the 1920s. 


Some of the poorest people live in conveniently located slums on 
high-priced land. On patrician Fifth Avenue, Tiffany and Wool- 
worth, cheek by jowl, offer jewels and jumcracks from substantially 
identical sites. Childs’ restaurants thrive and multiply where 
Delmonico’s withered and died. A stone's throw from the stock 
exchange the aur is filled with the aroma of roasting coffee; a few 
hundred feet from Times Square with the stench of slaughter 
houses. In the very heart of this ‘commercial’ city, on Manhattan 
Island south of 59th Street, the inspectors in 1922 found nearly 
420,000 workers employed in factories. Such a situation outrages 
one’s sense of order. Everything seems misplaced. One yearns to 
rearrange things to put things where they belong.? 


Such statements clearly reinforce the proposition that the aim of getting 
rid of the garment district and the port of New York was a conscious one, 
elaborated in a number of strategies over the fifty-year period between the 
late 1920s and the 1980s, which were finally successful, entailing in the 
process the deterioration of the city ın its present form. One does not par- 
ticularly have to argue about the evaluation of the result, but the 


8 Ibid , p. 40 
9 Ibid , p. 60 
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motivation behind this ‘conspiracy’ does now need to be set in place. 
Unsurprisingly it has to do with land speculation and the srunning appre- 
ciation of land values which results from the ‘liberation’ of real estate from 
its occupancy of various kinds of small businesses and manufacture. “There 
is a nearly 1000 per cent spread between the rent received for factory space 
and the rent landlords get for class A office space. Simply by changing the 
land use, one’s capital could increase in value many times. Presently, a 
long-term us bond yields something on the order of 6 per cent.’?° 


Behind this more general ‘conspiratorial’ explanation, there lies, as we 
shall see, a more specific and local conspiracy whose investigarors will be 
named ın tıme. But this particular explanation, on this level of general- 
ity, in fact tends to confirm a more properly Marxian notion of the ‘logic 
of capital’, and in particular of the causal relationship of such immediate 
real estate developments to a (relatively cyclical) notion of the moment of 
finance capital, which interests me in the present context. Save for one 
exception, which will be identified in the second conspiracy theory, and 
which will be touched on later, Fitch is not interested in the cultural 
level of these developments, or ın the kind of architecture or architec- 
tural style which might accompany a deployment of finance capital. 
These are presumably superstructural epiphenomena which ıt 1s custom- 
ary to dismiss in debunking analyses of this kind, or which such analyses 
tend to see as a kind of cultural and ideological smoke-screen for the real 
processes—1o other words an implicit apology for them. We'll come 
back to this central problem of the relationship between art or culture 
and the economy later on. 


Capital and Contradiction 


For the moment, what needs to be observed is that concepts of ‘trends’ 
or the inevitability of the logic of capital do not give a complete or even 
an adequate picture of the Marxian view of these processes: what 13 
missing is the crucial idea of contradiction. For the very notion of trends 
in investment, capital flight, the movement of finance capital away 
from manufacturing and into land speculation, is inseparable from the 
contradictions that produce these uneven investment possibilities 
across the field, but also, and above all, from the impossibility of resolv- 
ing them. This is in fact exactly what Fitch shows with his impressive 
statistics about vacancy fates in the new speculative construction of 
white-collar office buildings: the redeployment of investments in that 
direction also solves nothing, having destroyed the viable city fabric 
that would have produced new returns (and increasing employment) in 
those spaces in the first place. There could obviously be a narrative satis- 
faction in this outcome, too (‘the wages of sin’); but clearly enough, 
from Fitch’s point of view, the prospect of inevitable contradictions— 
which might enhance a rather different conception of the possibilities of 
political action—is equally incompatible with the kind of activism he 
has ın mind. 


At this stage, we already have several levels of abstraction: at the most rar- 
efied end, a conception of the preponderance of finance capital today, 
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which Giovanni Arrighi has usefully redefined for us as a moment in the 
historical development of capital as such.™ Arrighi posits, indeed, three 
stages—first the investment-seeking implantation of capital in a new 
region, then the productive development of that region in terms of indus- 
try and manufacture; and finally, a deterrtorialization of the capital in 
heavy industry in order for ıt to seek its reproduction and multiplication 
in financial speculation—after which this same capital takes flight to a 
new region and the cycle begins again. Arrighi finds his point of depar- 
ture in a phrase of Fernand Braudel—'the stage of financial expansion is 
always a sign of autumn’—and thus inscribes his analysis of finance 
capital on a spıral, rather than, in some static and structural fashion, as a 
permanent and relatively stable feature of ‘capitalism’ everywhere. To 
think otherwise is to relegate the most striking economic developments 
of the Reagan-Thatcher era—developments which are also cultural ones, 
as I want to argue— to the realm of sheer illusion and epiphenomena; or 
to consider them, as Fitch seems to do here, as the merest and most 
noxious by-products of a conspiracy whose conditions of possibility 
remain unexplained. The shift from investments ın production to specu- 
lation on the stock market, the globalization of finance, and—what con- 
cerns us especially here—the new level of a frenzied engagement with real 
estate values, these are realities with consequences for soctal life today (as 
the rest of Fitch’s book so dramatically demonstrates for the admittedly 
very special case of New York City); and the effort to theorize those new 
developments 1s very far from being an academic matter. 


On Restructuring as a Product of the Age 


But with this in mind, we may turn to Fitch’s other basic polemic target, 
which he tends to associate with Daniel Bell's old idea of a ‘post- 
industrial’ society, a social order ın which the classic dynamics of 
capitalism have been displaced, and perhaps even replaced, by the 
primacy of science and technology, itself now offering a different kind of 
explanation of the alleged shift from a production to a service economy. 
The critique here 1s thus focused on two, not necessarily related hypothe- 
ses. The one posits a well-nigh structural mutation of the economy away 
from heavy industry and in the direction of an unaccountably massive ser- 
vice sector: it thereby offers ideological support to the elite New York 
planners who wish to deindustrialize New York, and can therefore find aid 
and comfort in the notion of the historical inevitability of the ‘end’ of pro- 
duction in ıts older sense. But the commodification of services can also be 
accounted for in a Marxian framework (and was so explained, propheti- 
cally, as long ago as Harry Braverman’s great book, Labor and Monopoly 
Capital, in 1976); I won't pursue that point any further today, particu- 
larly since the development Fitch has principally in mind concerns office 
workers in business high rises more specifically chan the service industries. 


The second idea he associates with that of Bell’s putative ‘post-industrial 
society’ has to do with globalization and the cybemetic revolution, in the 


™ Giovanni Arnghi, The Long Tewestrath Contury, Verso, London 1994; for more on this 
work see my ‘Culture and Finance Capital’ 

1 Harry Braverman, Labor and Mexepely Capital: The Degradatron of Work ru the Tuentrath 
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process taking sideswipes at some very eminent contemporary accounts of 
the new global or informational city—by Manuel Castells and Saskia 
Sassen in particular.'3 But surely the emphasis on the new communications 
technologies need not imply a commitment to Bell's notorious hypothesis 
of a change in the mode of production itself. The replacement of water 
power by gas and later on by electricity involved momentous mutations in 
the spatial dynamics of capitalism, as well as in the nature of daily life, the 
structure of the labour process, and the very constitution of the social fab- 
ric—but the system remained capitalist. It is true that a whole variegated 
ideology of the communicational and the cybernetic has emerged in recent 
years, and that it merits theoretical challenge, ideological analysis and cri- 
tique, and sometimes even outright deconstruction. Nevertheless, the 
account of capital developed by Marx and by so many others since his day 
can perfectly well accommodate the changes ın question; and indeed the 
dialectic itself has as its most vital philosophical function to coordinate 
two aspects or faces of history which we otherwise seem ill-equipped to 
think: namely identity and difference all at once, the way in which a thing 
can both change and remain the same, can undergo the most astonishing 
mutations and expansions and still constitute the operation of some basic 
and persistent structure. Indeed, one can argue, as some have, that the con- 
temporary period, which includes all these spatial and technological inno- 
vations, may approximate Marx’s abstract model more satisfactorily than 
the still semi-industrial and semi-agricultural societies of Marr's own 
day.™ More modestly, however, I simply want to suggest that whatever the 
historical truth of the hypothesis about the cybernetic revolution, it is 
enough to register a widespread belief ın it and in its effects, not merely on 
the part of elites but also in the populations of the First World states, for 
such a belief to constitute a social fact of the greatest importance, which 
cannot be dismissed as sheer error. In thar case, one must also see Fitch's 
work dialectically, as an effort to restore the other part of the famous sen- 
tence, and to remind us that it is people who still make this history, even 1f 
they make it ‘in circumstances not of their own choosing’. 


We must therefore look a little more closely into this question of the 
people who have made the spatial history of New York, and this brings 
us to the inner or more concrete conspiracy which Fitch dramatically 
wishes to disclose to us, complete with the names of the perpetrators and 
an account of their activities. We have already noted one level of the 
operation—that of New York's planners, who are also part of the circle of 
New York’s financial and business elite. Fitch has certainly named names 
here and given brief accounts of some of the careers of the players, though 
at 2 still relatively collective level, ın which these concrete biographical 
people still represent a general class dynamic. It does not seem unfair to 
invoke the dialectic one more nume by observing that, ın so far as Fitch 
wishes to appeal to the activism of individuals ın his political 
programme for the regeneration of New York, he is also obliged to 


3 Both descriptions specify the causal relarionship between the informational and finan- 
aal developments they analyse and increasngly structural unemployment and the ghet- 
torzation of the contemporary aty See Manuel Castells, The Ixformatiomal Crty, Oxford 
1989, p.228, and Saskza Sassen, The Global Cay, Princeton 1991, p 186. 
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identify specific individuals on the other side and to validate his claim 
that individuals can still accomplish things in history with an equal 
demonstration that individuals have already done so, and have brought 
us to this sorry pass by way of their agency as private people—and not as 
disembodied classes. 


Ironically, and it is an irony he himself points out, there is a precedent for 
such an account of a specifically individual conspiracy against the city; 
and this lies ın the identification of Robert Moses as the fundamental 
agent and villein in ics transformations, an account we owe to Robert 
Caro’s extraordinary biography, The Power Broker. We will see in a 
moment why Fitch needs to resist this particular account, suggesting that 
1ts function is to make Moses into the scapegoat for these developments: 
‘in retrospect it will turn out that Moses’s greatest civic accomplishment 
was not the Coliseum or Jones Beach but taking the rap for two genera- 
tions of New York City planning failures.'® Fair enough: every causal 
level invites the deeper digging for another one and sends us back another 
step, to construct a more fundamental ‘causal level’ behind it: was Moses 
really a world-historical actor, was he really acting on his own, and so on? 
And it is true that behind the richness of Caro’s variegated accounts, there 
eventually looms a purely psychological dimension: because Moses was 
like that, because he wanted power and activity, because he had the genius 
to foresee all the possibilities, and so forth. Fitch’s implicit critique is, 
however, more telling—and ıt tells against his own ultimate version of 
the narrative as well: the private individual Moses 1s not representative 
enough to bear the whole weight of the story, which demands an agent 
who is both individual and representative of collectivity all ar once. 


Rockefeller’s Center and Rockefeller’s Fortune 


Enter Nelson Rockefeller: for it is he, or rather the Rockefeller family 
themselves as a group of individuals, who will now offer the key to the 
mystery story and serve as the centre of Fitch's new version of the tale. I 
will quickly summarize this interesting new story: it begins with a disas- 
trous mistake on the part of the Rockefeller family—or, more particu- 
larly, John D. Rockefeller Jr.—which was to take out a twenty-one-year 
lease from Columbia University on the midtown plot of land on which 
Rockefeller Center now stands: we are 1n 1928, and from that date, Fitch 
tells us, ‘to 1988 when they flip Rockefeller Center to the Japanese, 
understanding what the Rockefellers want is prerequisite to grasping 
what the city becomes’. We need to ground that understanding in two 
facts: first, Rockefeller Center is initially a failure, that is to say, occu- 
pancy rates in the 1930s range only from ‘30 per cent to 60 per cent’ 
owing to its eccentric positioning ın the midtown.'® Furthermore, many 
of the tenants were peers whom the Rockefellers made special arrange- 
ments to attract—or to coerce, as the case may be. ‘It was Nelson who 
had digested the results of the transit study which the family had com- 
mussioned to find out why Rockefeller Center was empty. The principal 
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reason, the consultants explained, was that Rockefeller Center lacked 
access to mass transit. It was too far from Times Square. Too far from 
Grand Central. Mass transit was the key to healthy office development. 
The automobile was killing it.’!9 As we have already indicated, the moti- 
vation behind a development of this kind lies in the fabulous apprecia- 
tion in value of the developed property: but under the twin 
circumstances of massive vacancies and the rental obligations to 
Columbia, the Rockefellers were unable to make good on these future 


prospects. 


The second crucial fact, according to Fitch, is to be documented in 
Richardson Dillworth’s testimony at Nelson Rockefeller’s vice-presiden- 
tial confirmation hearing in 1974 which not only revealed ‘that by far 
the bulk of the family’s $1.3 billion wealth came from midtown—-the 
equity in Rockefeller Center’, but also the degree to which the family 
fortune had at that point ‘dwindled spectacularly’, and indeed, by the 
mid-1970s ‘shrunk by two-thirds’.2° This particular real estate invest- 
ment thus marks a desperate crisis in the fortunes of the Rockefellers, a 
crisis that can only be surmounted ın four ways: either the lease with 
Columbia is modified in their favour—understandably enough, the 
University is unwilling to comply—or it 1s abandoned altogether, with 
disastrous losses. Or the area immediately surrounding the Center 1s 
favourably developed, by the Rockefellers themselves: a solution that in 
effect means pouring good money after bad. Or else: ‘other obstacles 
seemed insuperable without changing the structure of the city, but this 
is precisely what the family now proceeded to do. Ultimately, the city 
officials proved far easier to manipulate than the trustees of Columbia 
University or the thirties real estate market’.?* It ıs a breathtaking and 
Promethean proposition: to change the whole world in order to accom- 
moodate the self: even Fitch is somewhat embarrassed at his own daring. 
‘How could such a family [their civic and cultural achievements having 
been enumerated] be totally obsessed with such mean endeavours as 
driving hot dog sellers away from 42nd Street?’ ‘An explanation relying 
on the behaviour of one family, it must be conceded, seems less than 
robust... Doctrinaire historical determinists will naturally insist that 
New York would be “just the same” without the Rockefellers’; ‘A focus 
on the family may annoy academic Marxists for whom the capitalist is 
only the personification of abstract capital and who believe, austerely, 
that any discussion of individuals in economic analysis represents a fatal 
concession to populism and empiricism’. And so on.?? 


On the contrary, Fitch here gives us a textbook demonstration of the 
‘logic of capital’, and in particular of thar Hegelian ‘ruse of Reason’ or 
‘ruse of History’, whereby a collective process uses individuals for its own 
ends. The idea comes from Hegel's early study of Adam Smith and 1s in 
fact a transposition of the latter's well-known identification of the ‘invis- 
tble hand’ of the market. Discussions of Hegel’s version mostly assume 
that the crucial distinction here runs between conscious action and 
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unconscious meaning; I think it is better to posit a radical disjunction 
between the individual—and the meanings and motives of individual 
action—and the logic of the collective, or of History, of the systemic. 
From their point of view—and on Fitch’s own interpretation—the 
Rockefellers were very conscious of their project, which was a completely 
rational one. As for the systemic consequences, we are of course free to 
suppose that they could not foresee them, or even that they did not care. 
But on the dialectical reading, those consequences are part and parcel ofa 
systemic logic which 1s radically different from the logic of individual 
action, with which it can only rarely, and with great effort, be held 
together within the problematic confines of a single thought. 


The Ruse of History 


I need to make a brief digression at this point on the philosophical posi- 
tions at stake here. Hegel was very conscious of chance, or as we would 
call it today, of contingency; and a necessary contingency is always fore- 
seen ın his larger systemic narratives, which however do not always insist 
on it explicitly, so that the occasional reader may be forgiven for overlook- 
ing Hegel’s own commitment to it. Yet at the level of chance and contin- 
gency systemic processes are very far from being inevitable; they can be 
interrupted, nipped in the bud, deflected, slowed down, and so forth. 
Remember thar Hegel’s perspective is a retrospection, which only seeks to 
rediscover the necessity and the meaning of what has already happened: 
the famous owl of Minerva that flies at dusk. Perhaps, since contemporary 
historians have rediscovered the constitutive role of warfare in history 
with such gusto, a military analogy may be appropriate: the ‘conditions 
not of our owo making’ can then be identified as the military situation, 
the terrain, the disposition of forces, and the like; the individual then in 
the synthesis of perception organizes all that dara into a unified field in 
which the options and the opportunities become visible. It is this last 
which is the realm of individual creativity with respect to history, and, as 
we shall see later on, it holds for artistic and cultural creation just as much 
as for the individual capitalists.4 A collective movement of resistance is 
on a somewhat different level, even though famously there are moments 
ın which individual leaders also have just such strategic as well as tactical 
perceptions of possibility. But the ruse of History runs both ways; and if 
individual capitalists can sometimes be instrumental in working towards 
their own undoing (the deterioration of New York City is not a bad exam- 
ple), so also left movements sometimes unwittingly promote the ‘cause’ of 
their adversaries (in impelling them to new technological innovations, for 
example). A satisfactory conception of politics is one in which both the 
systemic and the individual are somehow coordinated—or, if you prefer, 
to use a popular slogan Fitch often parodies here, in which the global and 
the local are somehow reconnected. 


But now we need to move more rapidly in two directions at once—per- 
haps these are indeed some version of the systemic and the local: one road 


*3 See Dieter Henrich, Hegels Theone tuber den Zufall’, in Hagel ce Kontet, Frankfurt 
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leads us towards the individual buildings themselves, the other towards 
a further interrogation of finance capital and land speculation which can 
be expected to bring us at length to that knotty theoretical problem 
which the Marxian tradition quaintly designates as ‘ground rent’. The 
building looms up first, or rather the complex of buildings, and it 1s best 
to respect 1ts unavoidabulity. It is of course Rockefeller Center: the stake 
ın all these manoeuvres, and the object of a good deal of interesting 
architecrural analysis. Fitch seems relatively bemused by such discus- 
sions: ‘the modern architectural equivalent of a medieval cathedral’, he 
quotes Carol Krinsky as saying, correcting this seemingly positive 
assessment with Douglas Heskell’s perception of the Center as ‘some 
giant burial place’, before washing his own hands of the matter: ‘there is 
no way to confirm or disconfirm perceived symbolic values’.?? I think he 
1s mistaken about this: there are certainly ways of analyzing such ‘per- 
ceived symbolic values’ as social and historical facts—I don’t know what 
‘confirm’ or ‘disconfirm’ might mean here. What is clearer 1s that Fitch 
is not interested in doing so, and that in terms of his own analysis the 
cultural icing has little enough to do with the ingredients out of which 
the cake has been baked—along with the availability of the ovens, etc., 
etc. Oddly, this disjunction of symbolic value and economic activity is 
also registered by the work of one of the subtlest and most complex con- 
temporary architectural theorists, Manfredo Tafuri himself, who has 
devoted a whole monograph to the context in which the Center is to be 
evaluated. 


Tafuri’s interpretative method can be described as follows: the premuse is 
that, at least in this society—-under capitalism—an individual building 
will always stand in contradiction with its urban context and also with 
its social function. The interesting buildings are those which try to 
resolve those contradictions through more or less ingenious formal and 
stylistic innovations. The resolutions are necessarily failures, because 
they remain in an aesthetic realm thar 1s disjoined from the social one 
from which such contradictions spring; and also because social or sys- 
temic change would have to be total rather than piecemeal. So Tafurn’s 
analyses tend to be a litany of failures, and the ‘imaginary resolutions’ are 
often described at a high level of abstraction, giving the picture of an 
interplay of ‘isms’ or disembodied styles, which ıt is left to the reader to 
restore to concrete perception. 


The Lack of the New 


In the case of Rockefeller Center, however, we may well face a redoubling 
of this situation: for Tafuri and his colleagues, on whose collective 
volume The American City I draw here, also seem to think that the situa- 
tion of the American city—and the buildings to be constructed in it—is 
somehow doubly contradictory. The absence of a past, waves of immigra- 
tion, construction on a tabula rasa: these are certainly fearures one would 
expect the Italian observer to insist on. But the Americans are contra- 
dicted twice-over, and doubly doomed so to speak, because, 1n addition, 
their very formal raw materials are borrowed European styles, which they 
can only coordinate and amalgamate in various ways, without seemingly 


33 Fitch, The Avaniination of New York, pp. 186-7 
37 


being able to invent any new ones. In other words, the invention of the 
New is already impossible and contradictory in the general context of 
capitalism; but the eclecticism of a play of those already impossible 
styles in the Us then replays that impossibility and those contradictions 
at one remove. 


Tafuri’s discussion of Rockefeller Center is embedded in a larger 
discussion of the symbolic value of the American skyscraper itself, 
which at the outset constitutes ‘an organism that, by its very nature, 
defies all rules of proportion’ and thus wishes to soar out of the city and 
against it as a ‘unique event’.?° Yet as the industrial city and its corpo- 
rate organization progresses, ‘the skyscraper as an “event”, as an “anar- 
chic individual” that, by projecting its image into the commercial 
centre of the city, creates an unstable equilibrium between the inde- 
pendence of a single corporation and the organization of collective cap- 
ital, no longer appearls] to be a completely suitable structure’.?7 As I 
follow the complex and detailed history that Tafuri then outlines— 
running from the Chicago Tribune competition in 1922 all the way to 
the construction of Rockefeller Center itself in the early 1930s—I 
seem to be reading a dialectical narrative in which the skyscraper 
evolves away from its status as ‘unique event’, and towards a new con- 
ception of the enclave, within the city but apart from it, now reproduc- 
ing something of the complexity of the city on a smaller scale: the 
‘enchanted mountain’, in its failure to engage the city fabric in some 
new and innovative way, is thus doomed to make itself over into a 
miniature city within the city, and thus to abandon the fundamental 
contradiction it was called upon to resolve. Rockefeller Center will 
now serve as the climax of this development. 


In Rockefeller Center (1931-1940), the anticipatory ideas of 
Saarinen, the programs of the Regional Plan of New York, 
Ferriss’s images, and Hood’s various pursuits were finally brought 
into synthesis. This statement is true in spite of the fact that 
Rockefeller Center was completely divorced from any regionalist 
conception and that it thoroughly ignored any urban considera- 
tions beyond the three midtown lots on which the complex was to 
rise. It was, in fact, a selective synthesis, the significance of which 
lies precisely in its choices and rejections. From Saarinen’s 
Chicago lakefront, Rockefeller Center drew only its amplified 
scale and the coordinated unity of a skyscraper complex related to 
an open space provided with services for the public. From the 
recently developed taste for the International style, it accepted 
volumetric purity, without, however, renouncing the enrichments 
of Art Deco. From Adam’s images of the new Manhattan, it 
extracted the concept of a contained and rational concentration, 
an oasis of order. Moreover, all the concepts accepted were 
stripped of any utopian character; Rockefeller Center in no way 
contested the established institutions or the current dynamics of 
the city. Indeed, it took its place in Manhattan as an island of 
‘equilibrated speculation’ and emphasized in every way its 
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character as a closed and circumscribed intervention, which nev- 
ertheless purported to serve as a model.7® 


And now the allegorical interpretation becomes clearer: the Center was 
‘an attempt to celebrate the reconciliation of the trusts and the collectrv- 
ity on an urban scale’.*9 This, and not cultural window-dressing, is the 
symbolic significance of the building; and its eclectic play of styles—for 
Tafuri as superficial a decoration as for Ficch—has the function of signi- 
fying ‘collective culture’ to its general public and of documenting the 
claim of the Center to address public concerns, as much as to secure busi- 
ness and financial objectives. 


‘The Modernist Center 


Before turning to another related and even more contemporary analysis 
of Rockefeller Center, however, ıt may be worth recalling the emblem- 
atic value of the Center for the modernist tradition itself. Indeed, it 
figures prominently in what was surely for many years the fundamental 
text and ideological statement of architectural modernism, namely 
Siegfried Giedion’s Space, Time and Architecture, which, promoting a new 
time-space aesthetic in the wake of Le Corbusier, in order to invent a 
viable contemporary alternative for the Baroque tradition of city plan- 
ning, saw the fourteen associated buildings of the Center as a unique 
attempt to implant 2 new conception of urban design within the (to him 
intolerable) constriction of Manhattan’s grid. The original fourteen 
buildings occupied ‘an area of almost three city blocks (around twelve 
acres). . . cut out from New York’s checkerboard grid.’ These buildings, 
of variable height, and at least one of them, the RCA building, a sky- 
scraper slab some seventy stories tall, ‘are freely disposed in space and 
enclose an open area, the Rockefeller Plaza, which is used as an ice- 
skating rink throughout the winter.’ 


In the light of what has been said, it will not be inappropriate to character- 
ize Giedion’s space-tume concept, at least in the US context, as a Robert 
Moses aesthetic, in so far as his principal examples are the first great park- 
ways (brand-new in this period), about which he celebrates the kinetic 
experience: ‘Riding up and down the long sweeping grades produced an 
exhilarating dual feeling, one of being connected with the soil and yet of 
hovering just above it, a feeling like nothing else so much as sliding swiftly 
on skis through untouched snow down the sides of high mountains’. 3? 


The bleakness of Tafuri’s readings always stemmed from the principled 
absence in his work of any possible future aesthetic, any fantasized solu- 
tion to the dilemmas of the capitalist city, any avant-gerde path by which 
art might hope to make a contribution to a world-transformation which 
could for him only be economic and political. Obviously the modern 
movement itself meant precisely all these things, and Giedion’s space- 
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time concept, now so distant from us and so redolent of a bygone age, 
was an influential attempt to synthesize its various tendencies. 


It implied a transcendence of individual experience which presumably 
also promused an expansion of it, in the world of the automobile and the 
aeroplane. Thus, of Rockefeller Center, Giedion asserts: 


nothing new or significant can be observed in looking over a map of 
the site. The ground plan reveals nothing... The actual arrange- 
ment and disposition of the buildings can be seen and grasped only 
from the aur. An air-view picture reveals that the various high build- 
ings are spread out in an open arrangement... like the vanes of a 
windmill, the different volumes so placed that their shadows fall as 
little as possible upon one another... Moving in the midst of the 
buildings through Rockefeller Plaza... one becomes conscious of 
new and unaccustomed interrelations between them. They cannot 
be grasped from any single position or embraced in any single 
view... [This produces] an extraordinary new effect, somewhat like 
that of a rotating sphere of mirrored facets in a ballroom when the 
facets reflect whirling spots of light in all directions and in every 
dimension.? 


This is not the place to evaluate the modernist aesthetic more compre- 
henstvely, but rather the moment to observe that—whatever the value of 
Giedion’s aesthetic enthusiasm—it seems to have been wiped out by the 
proliferation of such buildings and spaces across Manhattan altogether: 
or perhaps one should say this negatively and suggest that the modernist 
euphoria was dependent on the relative scarcity of such new projects, 
spaces and constructions: Rockefeller Center 1s for the 1930s, and 
thereby for Gtedion at that moment, a sovwm, something it no longer is 
for us. 


When this space is utterly over-built, then, as it is today, the need arises 
for a rather different kind of aesthetic, which as we have seen Tafuri 
refuses to provide. But what Tafuri deplores and Giedion does not yet 
anticipate—a chaos of over-building and congestion—it 1s the original- 
ity of Rem Koolhaas to celebrate and to embrace. Delirious New York thus 
enthusiastically welcomes the contradictions Tafurı denounces, and 
makes of this resolute embrace of the irresolvable a new aesthetic of a 
very different kind from Giedion’s: an aesthetic for which, however, 
Rockefeller Center again stands as a peculiarly central lesson. 


Koolhaas’s reading of the Center 1s of course embedded in his more 
general proposition about the enabling structure of the Manhattan grid, 
but what I want to underscore here is the specificity with which he is 
able to endow Tafurt's still very abstract formulation of the fundamental 
contradiction—the two discussions, as far as I can see, taking place 
completely independently of each other and without cross-reference. For 
now it becomes Raymond Hood’s inner ‘schizophrenia’ as expressed, for 
example, in his impertinent combination of an immense parking garage 
with the solemnity of an enormous house of prayer in Columbus, Ohio, 


3 Ibid., pp 849-51. 
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which makes him over into the fittest Hegelian instrument for 
Manhattan’s ‘ruse of reason’, allowing him ‘simultaneously to derive 
energy and inspiration from Manhatten as irrational fantasy end to estab- 
lish 1ts unprecedented theorems in a series of strictly rational steps’;33 or, 
to take a slightly different formulation, to achieve an artefact—in this 
case, the McGraw-Hill Building—which ‘looks like a fire raging inside 
an iceberg: the fire of Manhattanism inside the iceberg of Modernism’.¥4 


But the more definitive account of the opposition will posit che term 
congestion, along with its novel solution in Hood’s ‘city within a city’, 
namely to ‘solve congestion by creating more congestion’? and to interi- 
orize it within the building complex itself. The concept of congestion 
now condenses several different meanings: use and consumption, the 
urban, but also the business exploitation of the parcels, traffic along with 
ground rent, but also the foregrounding of the collective or popular, pop- 
ulist appeal. It can be seen that it is itself the mediation between all these 
hitherto distinct fearures of the phenomenon and the problem; just as 
Koolhaas’s more general specification serves as the mediation berween 
Tafurt's abstractions and a consideration of the concrete building com- 
plex in either architectural or commercial terms. The other term of the 
antithesis is less definitively formulated, probably because it runs the 
danger of endorsing the Center's taste or aesthetic: sometimes 10 
Koolhaas’s account it is simply ‘beauty’ (‘the paradox of maximum con- 
gestion combined with maximum beauty’) just as in Tafuri ıt is often 
simply ‘spirituality’. But clearly enough this gesture towards the 
cultural realm and 1ts function as a Barthesian ‘sign’ or connotation can 
itself be prolonged and incrementally spectfied. The crucial operation 1s 
the establishment of a mediation capable of translation in either direc- 
tion: able to function as a characterization of the economic determinants 
of this construction within the city fully as much as it can offer directions 
for aesthetic analysis and cultural interpretation. 


Value 


Put another way, these analyses seem both to demand and to evade the 
traditional academic question about the aesthetic, namely that of value. 
As a work of art, how is Rockefeller Center to be judged; indeed, does 
this question have any relevance at all in the present context? Both Tafuri 
and Koolhaas centre their discussions on the act of the architect himself: 
on what he confronts in the situation, let alone the raw materials and 
forms; on the deeper contradictions he must somehow resolve in order to 
build anything—and in particular the tension between the urban fabric 
or totality and the individual building or monument (in this case the 
peculiar role and structure of the skyscraper). It is an analysis that can cut 
either way, as in the now time-honoured formula of imaginary toads ın 
real gardens; or as Kenneth Burke liked to put it, the interesting pecu- 
liarity of che slogan, ‘symbolic act’, is chat you can and must choose your 
emphasis in a necessarily binary way. The work may thus turn out to bea 


33 Rem Koolhaas, Delsrrexs New York, Oxford 1978, p 144 
3 Ibid, p 142 
35 Ibid, p 149 
6 Ibid, p 153 


symbolic act, a real form of praxis in the symbolic realm; but it might 
also prove to be a merely symbolic act, an attempt to act in a realm in 
which action is impossible and does not exist as such. I thus have the 
feeling that for Tafuri, Rockefeller Center is this last—a merely symbolic 
act, which necessarily fails to resolve its contradictions; whereas for 
Koolhaas, it 1s the fact of creative and productive action within the 
symbolic that is the source of aesthetic excitement. But perhaps, on both 
accounts, the problem ıs simply thar we have to do with a bad, or at the 
best a mediocre set of buildings: so that the question of value is then out 
of place and excluded from the outset. Yet ın this context, in which the 
individual building seeks somehow to secure its place within the urban, 
and within a real city that already exists, is ıt possible that all buildings - 
are bad, or at least failures in this sense? Or is the aesthetic of the 
individual building radically to be disjoined from the problem of the 
urban in such a way that the problems raised by each belong and remain 
in separate compartments—or I dare say in separate departments. 


But now I want to turn briefly to the other basic issue: the matter of 
‘ground rent’, before making some hypotheses about the relationship 
between architecture and finance capital today. The problem of the value 
of land at best posed well-nigh insuperable difficulties for classical 
political economy, not least because in that period (the eighteenth and 
early nineteenth centuries) the process whereby traditional and often 
collective holdings were being commodified and privatized as Western 
capitalism developed was substantially incomplete: and this included 
the basic historical and structural tendency towards the commodifica- 
tion of farm labour, or in other words the transformation of peasants into 
agricultural workers, a process far more complete today than it was even 
at the time of Marx, let alone that of Ricardo. But the elimination of the 
peasantry as a feudal class or caste is not the same as the elimination of 
the problem of land values and ground rent. I must pay tribute here to 
David Harvey's The Limits to Capital, which is not only one of the most 
lucid and satisfying recent attempts to outline Marx’s economic thought, 
but also perhaps the only one to tackle the thorny problem of ground 
rent in Marx, whose own analysis was cut short by his death—its 
published, posthumous version being cobbled together by Engels. I do 
not want to get into the theory, but only to report that, according to 
Harvey’s magisterial review and re-theorization—-he offers us a plausible 
account of the more complicated scheme Marx might have elaborated 
had he lived—ground rent and value in land are both essential to the 
dynamic of capitalism and also a source of contradiction for it: if too 
much investment is immobilized in land, there are problems; if invest- 
ment in land could be imagined as being out of the picture, there are 
equally grave problems in another direction. So the moment of ground 
rent, and that moment of finance capital which is organized around 1, 
are permanent structural elements of the system, sometimes taking a 
secondary role and sinking into insignificance, sometimes, as in our own 
period, coming to the fore as though they were the principal locus of 
capitalist accumulation. 


But what I mainly want to appeal to Harvey for is his account of the 
nature of value in land; you will remember, or can easily deduce, that if 
land has a value, this last cannot be explained by any labour theory of 
bs | 


value. Labour can add value in the form of improvements; but labour 
cannot possibly be imagined to be the source of land value as it is for the 
value of industrial production. But land has value nonetheless: how to 
explain this paradox? Harvey suggests that for Marx the value of land is 
something like a structurally necessary fiction. And indeed he calls it 
precisely that, in the key expression ‘fictitious capital’—‘a flow of money 
capital not backed by any commodity transaction’.?” This is possible 
only because fictitious capital is oriented towards the expectation of 
future value: and thus with one stroke the value of land 1s revealed to be 
intimately related to the credit system, the stock market and finance 
capital generally: Under such conditions the land is treated as a pure 
financial asset which is bought and sold according to the rent ıt yields. 
Like all such forms of fictitious capital, what is traded is a claim upon 
future revenues, which means a claim upon future profits from the use of 
the land or, more directly, a claim upon future labour’ 38 


The Time-Space Continuum under Capital 


Now our series of mediations is complete, or at least more complete than 
it was: time and a new relationship to the future as the space of necessary 
expectation of revenue and capital accumulation—or, if you prefer, the 
structural reorganization of time itself into a kind of futures market-— 
this is now the final link in the chain which leads from finance capital 
through land speculation to aesthetics and cultural production itself, or 
in other words, ın our context, to architecture. All the historians of ideas 
tell us tirelessly about the way in which, ın modernity, the emergence of 
the modality of various future tenses not only displaces the older sense of 
the past and of tradition, but also structures that new form of historicity 
which is ours. The effects are palpable in the history of ideas, and also, 
one would think, more immediately in the structure of narrative itself. 
Can all this be theorized ın its effects on the architectural and spatial 
field? As far as I know, only Manfredo Tafuri and his philosophical 
collaborator Massimo Cacciari have evoked a ‘planification of the future’, 
which their discussion, however, limits to Keynesianism or in other 
words to liberal capital and social democracy. We have, however, posited 
this new colonization of the future as a fundamental tendency in capital- 
ism itself, and the perpetual source of the perpetual recrudescence of 
finance capital and land speculation. 


One can certatnly begin a properly aesthetic exploration of these issues 
with a question about the way in which specific ‘furures'—now in the 
financial as well as the temporal sense—come to be structural features of 
the newer architecture: something like planned obsolescence, if you like, 
in the certainty that the building will no longer ever have any aura of 
permanence, but will bear in its very raw materials the impending 
certainty of its own future demolition. 


But I need to make at least a gesture towards fulfilling my initial 
programme—setting in place the chain of mediations that might lead 
from infrastructure (land speculation, finance capital) to superstructure 


37 David Harvey, The Lists ts Capital, Chicago 1982, p. 265. 
* Ibid, p 347 
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` (aesthetic form); I will take the short-cut of cannibalizing the wonderful 
descriptions of Charles Jencks in his semiotics of what he calls ‘late 
modernity’—a distinction that will not particularly concern us in the 
present context. Jencks first allows us to see the way not to do this: that 
of thematic self-reference, as when Anthony Lumsden’s Branch Bank 
project 1n Bum Daya ‘alludes to the silver standard and an area of 
investment where the bank’s money 1s possibly headed’ 39 


But then he also identifies at least two features—and very fundamental 
ones at that—which might well be appealed to to illustrate something of 
the formal overtones proper to a late finance capitalism. That these are, 
as he argues, extreme developments of the features of the modern, ener- 
getic distortions which end up turning this work against the very spirit 
of the modern, only reinforces the general argument: modernism to the 
second power no longer looks lıke modernism at all, but some other 
space altogether. 


The two features I have in mind are ‘extreme isometric space’ and, no 
doubt even more predictably, not just the glass skin but its ‘enclosed skin 
volumes’.4° Isometric space, however much it derived from the modernist 
‘free plan’, becomes the very element of delirious equivalence itself, in 
which not even the monetary medium remains, and not only the contents 
but also the frames are now freed to endless metamorphosis: ‘Mies’s end- 
less, unrversal space was becoming a reality, where ephemeral functions 
could come and go without messing up the absolute architecture above 
and below.’4' The ‘enclosed skin volumes’ then illustrate another aspect of 
late capitalist abstraction, the way in which it dematerializes without sig- 
nifying 1n any traditional way spirituality: ‘breaking down the apparent 
mass, density, weight of a fifty-storey building,’ as Jencks puts it.47 The 
evolution of the curtain wall ‘decreases the mass and weight while 
enhancing the volume and the contour—the difference between brick and 
a balloon’.43 What it would be important to develop is that both of these 
principles—features of the modern which are then projected into whole 
new and original spatial worlds ın their own right-—no longer operate 
according to the older modern binary oppositions. Weight or embodi- 
ment along with its progressive attenuation no longer posits the non- 
body or the spirit as an opposite; ın the same way, where the free plan 
posited an older bourgeois space to be cancelled, the infinite new isomet- 
ric kind cancels nothing, but simply develops under its own momentum 
like a new dimension. Without wishing to belabour the point, ıt strikes 
me that the abstract dimension or materialist sublimation of finance capi- 


tal enjoys something of the same semi-autonomy as cyberspace. 


‘The Ghost of the Architectural 


“To the second power’: this 1s more or less the formula in terms of which 
we have been imagining some new cultural logic beyond the modern 


3 Charles Jencks, The New Moderns, New York 1990,p 85 
+ Ibid, pp 81, 86 

“ Ibid, p 81 

# Ibid., p 86. 

4 Ibid, p 85 


4 


one; and the formula can certainly be specified in any number of different 
ways: Barthesian connotation, for example, or reflection about 
reflection—provided only that it is not construed as increasing the 
magnitude of the ‘first power’ as in mathematical progressions. Probably 
Simmel’s comparison with voyeurism does not quite do the trick, par- 
ticularly since he has to do with some ‘first’ or ‘normal’ finance 
capitalism only, and not the heightened forms of abstraction produced 
by our current variety, from which even those objects susceptible of 
voyeuristic pleasure seem to have disappeared +4 Whence, no doubt, the 
resurgence of ancient theories of the simulacrum, as some abstraction 
from beyond the already abstracted image. Jean Baudrillard’s work is 
surely the most inventive exploration of the paradoxes and after-images 
of this new dimension of things, which he does not yet, I think, identify 
with finance capital; and J have already mentioned cyberspace, a rather 
different representational version of what cannot be represented and yet 
ts more concrete—at least in cyberpunk science fiction like that of 
Wiliam Gibson—than the old modernist abstractions of cubism or 
classical science fiction itself. 


Yet, as we are certainly haunted by this particular spectre, perhaps it 1s ın 
the ghost story itself—and particularly its postmodern varieties—that 
some very provisional analogy can be sought in conclusion. The ghost 
story 1s indeed virtually the architectural genre par excellence, wedded as 
it is to rooms and buildings ineradicably stained with the memory of 
gruesome events, material structures ın which the past literally ‘weighs 
lıke a nightmare on the brain of the living’. Yet, just as the sense of the 
past and of history followed the extended family into oblivion, lacking 
the elders whose storytelling alone could inscribe it as sheer event into 
the listening minds of later generations, so also urban renewal seems 
everywhere in the process of sanitizing the ancient corridors and 
bedrooms to which alone a ghost might cling. (The haunting of open air 


# Money thus provides a unique extension of the personality which does not seek to sdam 
itself with che possession of goods. Such a personality is indifferent to control over objects, 
it 1s sacisfied wich chat momentary power over them, aod while it appears as if this avotd- 
ance of any qualicatrve relationship co objects would not offer any extension and satisfaction 
to the person, the very act of buying ıs experienced as such a satisfaction, because the 
objects are absolutely obedient to money Become of the completeness with which money 
and objects as moocy-values follow the impulses of the person, he 1s sansfied by a symbol of 
his domination over them which us otherwise obtained only through actual ownership The 
enjoyment of this mere symbol of enjoyment may come close to the pathological, as in the 


readily assume thar here ıs a case of one of those perverse satisfactions that has recently 
become the subject of sexual pathology In companson with ordinary extravagance, which 
stops at the first stage of possession and enjoyment and the mere squandering of money, the 
bebaviour of this man 1s particularly eccentric because the enjoyments, represented bere by 
their money equivalent, are so close and directly tempang to him. The absence of a positive 
owning sod using of things on the one hand, and the fact on the other that the mere act of 
buying 1s experienced as a relationship between the person and the objects and as a personal 
satisfaction, can be explained by the expansion thar the mere act of spending moacy affords 
to the person Money builds a budge between such people and objects In crossung this 
badge, the mind experences the artraction of their possession even if ıt does in fact noc 
artain it ' Simmel, Phlasepby of Money, p. 327. 
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sites, such as a gallows bull or a sacred burial ground, would seem to 
present a still earlier, pre-modern situation.) 


Yet the tume is still ‘out of joint’, and Derrida has restored to the ghost- 
story and the matter of haunting a new and actual philosophical dignity 
it perhaps never had before, proposing to substitute, for the ontology of 
Heidegger—who cites these same words of Hamlet for his own 
purposes—a new kind of ‘hauntology’, the barely perceptible agitation 
in the air of a past abolished socially and collectively, yet still attempt- 
ing to be reborn. (Significantly, Derrida includes the furure among 
spectralities.)#> 


How is it to be imagined? One scarcely associates ghosts with high-rise 
buildings, even though I have heard of multi-storey apartment structures 
in Hong Kong which were said to be haunted;4° yet perhaps the more 
fundamental narrative of a ghost story ‘to the second power’, of a properly 
postmodern ghost story, ordered by finance-capital spectralities rather 
than the old and more tangible kind, demands a narrative of the very 
search for a building to haunt in the first place. The film Rowge certainly 
preserves the classical ghost story’s historical content: the confrontation of 
the present with the past, in this instance the confrontation of the contem- 
porary mode of production—the offices and the businesses of Hong Kong 
today (or rather yesterday, before 1997)—with what is still an ancien régime 
(if not a downright feudalism) of wealthy slackers and sophisticated estab- 
lishments of betairas, replete with gaming and sumptuary feasts, as well as 
erotic connoisseurship.47 In this pointed juxtaposition the moderns— 
bureaucrats and secretaries—are well aware of their bourgeois inferiority; 
nor does the suicide for love stand ın any fundamental narrative tension 
with the decadence of the romantic 1930s. Save, perhaps, by accident, for 
the playboy fails to die, and is finally unwilling to follow his glamorous 
partner into an eternal after-life. He does not wish, so to speak, to be 
haunted; indeed, as a derelict old man in the present, he can scarcely be 
located in the first place. The traditional ghost story did not, surely, 
require mutual consent for a visitation: here it seems to, and the success or 
failure of the haunting never depended quite so much, as in this Hong 
Kong present-day, on the mediation of the present-day observers. To wish 
to be haunted, to long for the great passions that now exist only in the past: 
indeed, to survive in a bourgeois present as exotic cosmetics and costumes 
alone, as sheer postmodern ‘nostalgia’ trappings, as optional content 
within a stereotypical yet empty form: some first, ‘classical’ nostalgia as 
abstraction from the concrete object; alongside a second or ‘postmodern’ 
one as nostalgia for itself, a longing for the situation in which the process of 
abstraction might itself once again be possible, whence the feeling that the 
newer moment is a return to realism—plots, agreeable buildings, decora- 
tion, melodies, and so on——when in fact it is only a replay of the empty 
stereotypes of all those things, and a vague memory of their fullness on the 
tip of the tongue. 


41 Derda, Spates of Marx, New York 1994, set my discussion in ‘Marr's Purloined 
Letter’, NLR 209, January-February 1995, pp 75-109 

48 An unpublished paper by Kevin Heller explores the even more complex analogies 10 
Gromiras 2 Joe Dante, 1990), not councidentally filmed ın Donald Trump's Tower 

47 Hong Kong, Stanley Kwan, 1987. I am indebted to Rey Chow for suggesting this 
reference. 
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David Fernbach 


Biology and Gay Identity 


The last two decades have seen accelerated progress in the life sciences, espec- . 

ially molecular biology. On the back of this advance in knowledge, a wave of 
ideologists have hitched a free ride, claiming that social phenomena from alco- 
“ holism to homelessness can be explained in biological, even genetic, terms. The 
most stubborn proponents of these overweening claims are scientists them- 
selves, when they step outside the laboratory and appear on the public stage. It 
is scarcely surprising that as part of this reductionist wave, notions of the ‘gay 
brain’ and ‘gay gene’ have been bruited in recent years, with immense atten- 
dant publicity. What appears paradoxical, however, is that the biologists most 
associated with these purported discoveries are themselves gay men, and have 
met such an enthusiastic reception in the gay community. Haven’t claims of 
natural difference been generally associated with a reactionary purpose, from 
Plato’s souls of gold, bronze and iron through to supposed differences in 1Q 
~ between ethnic groups today? The paradox continues in the stark alternative 
commonly assumed in public discussion, especially in the United States, that if 
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homosexuality is not biologically innate, it must be a freely chosen 
lifestyle. And the polarization of debate 1s such that the biological notion 
is ipso facto labelled ‘pro-gay’ by the media, while free choice is the ‘anti- 
gay’ position." 


The modern gay movement has in fact had a special relationship with 
biology throughout its first hundred years. A biological definition of gay 
identity, in the sense of an ideology that presses biology into its service, 
presided over the very naming of homosexuals as a social group in mod- 
ern society, and after a period of retreat in the mid twentieth century, this 
has re-emerged once again in surprisingly simular form. In this article I 
explore the biological gay identity at a number of levels, from a pre- 
ideological spontaneous consciousness, through its social function as ide- 
ology, to the implications of contemporary scientific research. I then 
discuss two alternative identities that have competed with it for homo- 
sexual allegiance, and some broader implications of this contention. 


The Ideological Nexus 


The slogan that sums up the biological gay identity is ‘we were born that 
way’. This translates into the public discourse of ideology a spontaneous 
consciousness that 1s widespread among gay men, but is voiced first of all 
as a private and individual sentiment. Unlike most other groups facing a 
structural oppression in modern society, gay people have spent their for- 
mative years isolated from one another in the very cell of heterosexual 
hegemony. It 1s here in earliest childhood that the norms of the gender 
system are inculcated. And a common experience of many children who 
grow up to be gay ıs an awkwardness with their ascribed gender at a 
stage long before any notion of ‘sexual orientation’ might be applied. 
This difference, the sense of ‘not being a proper boy’, being ‘girlish’, 
‘sissy’, or in some way effeminate, can be felt at five, four, even three years 
of age, before the words to articulate 1t become available, and it is on this 
spontaneous consciousness that the ideological notion of being born 


homosexual subsequently supervenes.? 


Even among those who experience this consciousness most strongly, 
however, the biological identity that appeals to ıt does a double violence 
to their feeling. First, the difference spontaneously perceived is unam- 
biguously psychological, a difference in mentality, no matter that it goes 
back to the very origins of memory. However integral the difference may 
be to one’s subjective being, it is only ideological interpretation that pre- 
sents this as biology. Second, the biological identity elides childhood 
gender difference and adult sexual orientation. Yet it is the former not 
the larter that the sense of being ‘born that way’ refers to. There is cer- 
tainly no one-to-one correspondence between the two things, though the 
tdeology of biological identity seeks to maintain this, and wins much 


support by doing so. 


1I wote bere of course as a gay man, aod my subject 1s gay male identity Some themes 
discussed will bear also on the lesbran sicuation, bur most inevitably will noc. 

? Richard Green, The ‘Siy-Bey Syndrome and the Development of Hoemesecnalsty, New Haven 
1987, reports thar same two-thirds of gay men recall being perceived in childhood as sissies, 
while around four-fifths of markedly effeminate boys grow up as homosexual oc bisexual 
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The background against which the gay movement was formed in Western 
society is the biblical proscription against sodomy as a particularly 
heinous form of non-procteative sex, enforced by the Christian state. At 
least from the Renaissance, individual thinkers began to oppose religious 
doctrine with reason and science, but only in the nineteenth century did it 
become possible to challenge the taboo on homosexuality in the public 
arena. Stull today, it is the zealots of religion who especially perceive 
homosexuality as wilful misconduct, and while their influence in Europe 
continues to decline, in the United States they are still a major adversary 
for che gay movement and other progressive forces. It is unsurprising that 
the biological identity is asserted most dogmatically where religion is 
still a power in the land.3 Yet even a secularized bourgeois society based 
on the heterosexual family offers no legitimate place for homosexuality 
unless such a place is carved out by gay people themselves. This is the par- 
ticular function of the biological identity, as a means to accommodate the 
needs of the gay minority into an otherwise unchanged social order. If 
homosexuality is restricted to a small and identifiable group, it presents 
no further challenge to the status quo. Gay people can be schoolteachers, 
without the danger of their students being corrupted. They can even be 
parents. As a biological difference, the threat posed by gayness is defused, 
and it can take its place as a minor disability, alongside left-handedness, 
dyslexia, albinism, and other conditions that a pluralistic society can hap- 
pily live with, though it might still rather live without. 


This ideological nexus between a biological gay identity and the claim for 
civil nghts was first made in the 1860s by Karl Heinrich Ulrichs, who 
coined the term Urning (English ‘Uranian’, after Plato's eros #ranas) as the 
first word to denote the modern gay minority. From 1864 to 1879 
Ulrichs published a series of booklets under the general title: Forschungen 
Wher das Rätsel der mannmdnunlichen Lishe (Investigations on the Puzzle of 
Love Between Men), at first under the pseudonym Numa Numantius, but 
from 1868 under his own name. The first of these, with the short title 
Vindex, already sets out the cornerstone of his argument: the Urning has a 
distinct inborn nature; despite having the body of a man, he has the soul 
of a woman.’ This inborn nature, Ulrichs argues, does not apply only to 
feelings of sexual love; the Urning ıs feminine in his entire non-physical 
organism, and makes up ‘a special sexual class of people, a third sex coor- 
dinate with that of men and that of women’.> Being thus innate, homo- 
sexuality 1s as natural to the gay minority as is heterosexuality to the 
majority, and its social and legal condemnation is accordingly unjust. 


Ulrichs’s assertion of a biologically distinct ‘third sex’, though drawing on 
the spontaneous consciousness described above, was not yet supported by 
any positive science. Yet it has been so influential that Simon LeVay, the 
biologist who became a leading light in the American gay movement on 


3 Ninety per cent of gay men surveyed by the Asecets in 1994 claimed to have been born 
gay, and only four per cent believed char choice came into the equation ar all’ Simon 
LeVay, Queer Scese, Cambndge, Mass 1996, p. 6 Of the lesbians surveyed, only half 
believed they were born that way 

4 "Anma mylrebris ra corpore verile raclasa' —often cited in Ulnchs’s Lann tag. 

3 Numa Numantus [Kar] Heinnch Ulrichs], Vemex. Sectal—perutische Studsen wher mann- 
mannlsche Geschlachislsbe, Leiprig 1864 Cited after Hubert Kennedy, The Life and Works of 
Kari Hesarech Ulrichs, Bostoo 1988, p 57. 
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- the strength of his research on the ‘gay brain’, can write: Ulrichs’s ideas 
have formed the basis for most subsequent thinking and biological 
research on the topic.’ Certainly, the account of the gay condition Ulrichs 
offered appealed sufficiently to large numbers of gay men to serve as the 
rallying point for a political movement. Like many pioneers, Ulrichs gen- 
eralized too hastily from his own boldness when he wrote in 1864: “The 
class of Urnings is perhaps strong enough now to assert its right to equal- 
ity and equal treatment... Fortified with the shield of the justice of their 
cause, they must bravely dare to come out of their previous reserve and iso- 
lation’.7 Himself isolated and disheartened, Ulrichs spent his last years in 
poverty in Italy. Yet within two years of his death in 1895, the modern gay 
movement came into being on the explicit basis of Ulrichs’s doctrines. 


Sexual Science and Social Democracy 


By this time, scholarly discussion of homosexuality had broadened sig- 
nificantly, and while there was still no relevant biological science to draw 
on, a wide range of ethnographic material was becoming available, and 
attempts at a scientific psychology were growing apace. Above all, the 
advance of secularization made it possible to breach the taboo thar had 
previously forbidden any discussion of the subyect. English writers such 
as Edward Carpenter and John Addington Symonds also published in 
the 1890s, but German conditions proved more conducive to a public 
campaign for homosexual rights, and the first such organization, the 
Wissenschaftliches-Humanitiires Komitee, was founded by Magnus 
Hirschfeld in 1897. 


Hirschfeld was well known to be homosexual himself, though he pre- 
ferred to conduct his agitation on behalf of the ‘third sex’ ın the name of 
an impartial science. A charismatic figure of immense energies, he per- 
sonified the German gay movement until the rise of Hitler put a sudden 
end to it in 1933, and the activities of his Komitee and associated bodies 
did not just reflect a growing gay community, but significantly helped to 
foster its development. Hirschfeld’s early notions were at best proto-sci- 
entific. He held that a number of sex-related traits, including gonadal and 
genital anatomy, personality and sexual orientation, could vary indepen- 
dently between male-like and female-like, and came to pay particular 
attention to the distribution of body fat, which today seems rather ridicu- 
lous. It was not long, however, before the Viennese endocrinologist Eugen 
Steinach showed how testes and ovaries secrete chemicals into the blood- 
stream, influencing animals’ physical development and sexual behaviour. 
Influenced by Hirschfeld, Steinach went on to publish in 1917 the results 
of transplanting a testicle from a heterosexual man into ‘an effeminate, 

passive homosexual man’, who thereupon underwent a dramatic change 
of sexual orientation. This experiment was never successfully replicated, 
but Hirschfeld was convinced by Steinach’s work that ‘the decisive factor 
in contrary sexual feeling is not, as Ulrichs believed, ın the mind or soul 
(amıma inclusa), but in the glands (glandula inclusa)."® For the first time, 


6 Simon LeVay, The Secwel Bram, Cambridge, Mass. 1993, p 109. 

7 Ulrichs, Vemdex. 

3 Magnus Hirschfeld, Dss Homesccnalitat des Maam und des Wabe, Berlin 1920 Cited 
after Simon Le Vay, Qasr Scremce, p 32. 
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biological gay identity was able to appeal not just to spontaneous con- 
sciousness, nor to metaphysical assertions of a ‘female soul’, but to expen- 
mental science. 


It is interesting to note that Hirschfeld’s campaign enjoyed right from 
the start the support of the spp. Eduard Bernstein bad written in 1895 a 
vigorous defence of Oscar Wilde for the spp’s Newe Zeit. August Bebel 
and Karl Kautsky were quick to rally ın support of Hurschfeld’s 
Komitee, and in January 1898 Bebel introduced the first petition for 
homosexual law reform in the Reichstag. If this is compared with the 
prevarications of the British Labour Party up to a century later, ıt can 
appear a very advanced position. Yet the attitude of the German 
Social-Democrats towards homosexuality is better described as tolerance 
than acceptance, and it was never uniform or unambiguous even at this 
level. In 1884 Bebel had written in his classic Woman and Socialism of ‘the 
unnatural practices of Greek days’, and speaking in 1907 on the Eulen- 
burg scandal, he could reiterate that ‘what we today are witnessing to an 
increasing extent, and deplore, was once also widespread ın Greece and 
elsewhere... We now have Greek and Lesbian love in the German Reich, 
but ours is not a Periclean age.’"° The spp press, for its part, was quite 
prepared to exploit the anti-homosexual prejudice of its readers, from its 
revelations on the ‘cannon king’ Alfred Krupp, precipitating his suicide 
in November 1902, through the anti-homosexual hysteria following the 
Eulenburg case, to its exposure of Nazi leader Ernst Rohm in 1931. 


The SPD's position on homosexuality was bolted in a specific way on to the 
party's strong commitment to the rights of women. Women’s oppression 
was seen as resulting simply from economic dependence on men, while 
the primary division of labour that allocates childcare to women, and 
hunting and warfare to men, was taken for granted as implicitly innate. 
There were of course ‘bourgeois’ feminists who sought access to the pro- 
fessions monopolized by men, but these were countered with a socialist 
feminism focusing on the needs of working-class women for childcare 
support. In this perspective, the heterosexual bond appeared as a natural 
connection between the two sexes which socialism would free from its 
present distortions, and the homosexual minority as a harmless ‘biological 
anomaly’ which an enlightened society could tolerate. But support for 
homosexual rights based on a biological identity 1s not the only position 
to be found in historical Marxism. Marx and Engels, in their day, had seen 
Ulrichs as simply an apologist for sodomy, and failed entirely to appreci- 
ate his novel proclamation of the ‘homosexual-as-species’.** And I shall 


9 August Bebel, Waman and Sectaliom, trans De Leon, New York 1904, p. 164. Engels 
elaborates in The Origra of the Family, Privats Property and the State [1883] thar the men of 
Greek antiquity ‘fell into the distasteful pracuce of boy-love and degraded alike therr gods 
and themselves with the myth of Ganymede’ (London 1972, p 133) 

10 Jabrhuch fur sexuclia Zwschenstafes, 1x, 1908, p 636; cited after Jum Sreakley, The 
Hemesecua! Emanctpaison Movement su Germany, New Yock 1975, p 64 

™ In 1869 Marx obtained and sent to Engels for comment one of Ulrichs’s pamphlets, 
which elicited the following response on 22 June: "That is a quite curious “Umung” which 
you sent me Here are the most unnatural revelanions The pederasts are beginning to 
count themselves and find thar they make up a power in the state Only the organization us 
lacking, but according to this it already exists ın secret. And since they count such signifi- 
cant men, in all che old and even the new parnes, from Rosing to Schweitrer, they cannot 
fail to succeed “Guerre sux cons, peor sux trous-de-cul” will be the call now. It us only 
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suggest below how the Leninist phase of ‘making the revolution’ came to 
view homosexuality under a still different aspect. 


The New Gay Science 


As the various sexual hormones were isolated ın the following decades, 
and more was learned of their operation, the belief chat sexual orienta- 
tion was governed by body chemistry enjoyed widespread currency in 
the medical profession, and gave rise to persistent attempts to normalize 
gay men by some kind of hormonal fix. This was especially prevalent in 
Germany (both during and after the Nazi era), in the United States, and 
to a lesser degree in Britain—its most well-known victim here, as late as 
1953, being the scientist Alan Turing. But though the idea of influenc- 
ing adults in this way was finally discredited, Steinach had noted that 
the most dramatic effects of his anımal experiments were when the trans- 
plants were performed soon after birth, and from the 1950s onwards 
research on the effects of hormone variations on foetal development led 
to a theoretical model of how sexual differentiation of the brain takes 
place in the embryo. 


This is the direct ancestry of Simon LeVay’s work, which led the way 
with the new gay science in 1991. The hypothalamus, an organ of the 
lower brain that 1s common to all mammals, is closely linked to the 
pituitary gland, and has a key function in controlling the release of hor- 
mones, including those governing the oestrus cycle. Experiments on 
rhesus monkeys isolated a certain microstructure in the hypothala- 
mus—noamed the Sexually Dimorphic Nucleus—that differed 
markedly ın size between the sexes and significantly influenced sexual 
behaviour. Though damage to this region did not reduce the male mon- 
keys’ sexual drive—as measured by masturbation intervals—it was 
observed to reduce the frequency with which they mounted females and 
achieved intromission. 


The hunt was then on for similar dimorphic nucle: in the human hypo- 
thalamus, and came to focus on certain Interstitial Nuclei of the Anterior 
Hypothalamus, labelled INAH-1, -2, -3 and -4. The sexual dimorphism 
was most successfully established with INAH-3, its average size in the 
male being two or three times that in the female. The biologists inter- 
pret this as a substrate for human heterosexuality, even though there is 
wide variation within each sex—by a factor of more than ten—es well as 
substantial overlap.'? The publication of these results in the late 1980s 
was the immediate inspiration for LeVay’s work on the ‘gay brain’. 


luck that we are personally too old to have to fear that on the victory of this party we'll 
have to pay the victors bodily tribute Bur the young generation’ Moreover, only ın 
Germany 13 ıt possible for such a fellow co appear, transform filthiness into a theory, and 
solat ' (ALerx-Exgels-Werks, vol 32, pp 324-5 Trans in Kennedy, Ukr, pp. 134-5.) 
** “Two-thirds of the women, compered with 19 per cent of the men, ranged between 
o.o1mm? and 0.05mm?, while the otber third fell between o 10mm? and o 16mm}, com- 
pared with 62.5 per cent of the men The remaining three males (19 per cent) hed nucle: 
falling between o 16mm? and o 21mm?’ Anne Fansto-Sterling, Myths of Gener, 2nd edo, 
New York 1992, p. 244, reviewing Laua S Allen, Melisse Hines, James E Shryne and 
Roger A Gorski, “Two Sexually Dimorphic Cell Groups in the Human Braun’, 
Desslepmental Brasn Research, vol. 44, pp 314-18 
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The hypothesis LeVay set out to confirm was that ‘there are separate 
centres within the hypothalamus for the generation of male-typical and 
female-typical sexual behaviour and feelings. ™ He managed for the 
first tıme to indicate both a sex difference and a sexual-preference differ- 
ence ın INAH-3 As with the earlier male/female results, those for sexual 
preference again show an average, with a wide overlap.“ In the profes- 
sional presentation of his results, LeVay had to acknowledge that ‘sexual 
orientation...may not be the sole determinant of INAH-3 size, ™ but he 
was committed ın advance to a ruthlessly reductionist interpretation, 
and the ideological attraction of his work was clear enough that Scis#cs 
magazine's press releases encouraged the global media to resound with 
stories presenting this unreplicated experiment as equivalent to the 
sighting of a new comet or the synthesis of a chemical compound. 
Outside the laboratory, both scientist and media happily collude in the 
‘simplification’ that a reliable biological indicator of homosexuality has 
been found. Yet, even assuming that LeVay’s findings are replicated, 
and an average difference in INAH-3 is confirmed between gay and 
straight men as between males and females, the question remains 
whether social experience, which differs already at a formative age, does 
not feed back onto such microanatomic differentiations. The general 
trend of research, in this ‘Decade of the Brain’, has in fact been to shift 
biological opinion towards a more plastic model of neural anatomy, in 
which even adult animal experience can have significant effects on the 
brain’s organization and function. And gay men, LeVay himself stresses, 
have commonly been ‘sissy boys’ with different experience of life at an 
early age. 


The ‘Gay Gene’ 


This feedback problem 1s one reason why the publication of Dean Hamer’s 
paper on the ‘gay gene’, ın July 1993, ummediately put LeVay into the 
shade. If the new gay science is to demonstrate what ideology already 
knows—that homosexual orientation 1s innate—then the ideal result 1s an 
identifiable gene (technically, an allele, that is, one among a set of possible 
alternatives found at a particular locus on the genome), as regularly corre- 
lated with a ‘confirmed homosexual’ as a certain gene is with eye colour. In 
good genetic fashion, Hamer’s theoretical baby has two acknowledged 
parents. One of these is the particular function of the x chromosome, of 
which the male has only one, derived from the mother’s xx pair and cou- 
pled with the much smaller y chromosome inherited down the male line. 
Several abnormalities that occur on the x chromosome are shielded from 
expression in the female by the presence of a normal counterpert at the 


3 LeVay, The Secual Brarm, p 71 
™ Simon LeVay, ‘A Difference ın Hypothalamic Structure Between Heterosexual and 
Homosexual Men’, Sama, vol. 253, 30 August 1991, p. 1036, Fig 2. As Anne Fausto- 
Sterling summarizes LeVay's data, ‘19 per cent of his “straight” sample hed INAH-3 vol- 
umes ranging from 0.02mm? to o o5mm3, while 74 per cent of his gay men fell into this 
range. The other 81 per cent of his “straight” sample bad INAH-3 volumes reoging from 
o 11mm? to 0.22mm?, while the range for the remaining (26 per cent) gey sample was 
o 07mm} to 0.19mm?." Myths of Gander, p 252 
1 LeVay, ‘A Difference in Hypothelamic Structure’, p 1036. 
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genomic locus in question, but manifest themselves ın their male bearer 
who lacks this back-up: the classic case of this being haemophilia. The x 
chromosome is thus the natural plece to seek a gene governing variations 
found only ın the male, such as a ‘gene for male homosexuality’. 


The other parent of Hamer’s work 1s population studies showing a certain 
tendency for homosexuality to run ın families. A family study of 1991 by 
Michael Bailey and Richard Pillard (a veteran gay psychiatrist), found 
that if a male identical twin was gay, in 52 per cent of cases so was his 
brother; fraternal twins showed a concordance rate of 22 per cent, while 
non-twin brothers had a rate of 9 per cent and non-related adoptive broth- 
ers a rate of 11 per cent.?© Though Hamer's was a sophisticated biological 
experument, he prefaced his paper with results of a family study his own 
team had conducted. The distinctive feature was that Hamer analyzed 
independently the concordance for homosexuality between maternal and 
non-maternal cousins, likewise uncles and nephews. While the concor- 
dance he found between brothers was 13.5 per cent, the maternal cousins 
and uncle/nephew pairs also concorded by 7 to 8 per cent, as against a con- 
cordance for other relatives, including non-maternal cousins and 
uncles/nephews, that was no higher than chance."” This was interpreted as 
indication that the genetic factor predisposing for male homosexuality is 
transmitted from mother to son on the x chromosome. 


Hamer accordingly went on to analyze stretches of the x chromosome, 
selecting for this purpose pairs of gay brothers. Whilst it 1s not yet possi- 
ble to pınpoint individual genes, characteristic markers have been estab- 
lished at many points on the genome. Using this technique, Hamer found 
that in the 40 pairs of gay brothers he studied, a marker ın the q28 region 
of the x chromosome was shared by both brothers ın 33 cases, that is 83 
per cent as against the 50 per cent that would be expected 1f the gene had 
no bearing on their common gayness. With Hamer’s work, the claim is 
made for the first time to have located homosexuality at the genetic 
bedrock. If Hamer’s results are repeated, and attempts so far have been 
less than successful,’ then the correlation they allege will have more sub- 
stantial implications than LeVay’s results from brain tissue. For there can 
be no question here of feedback from environmental sources, even at the 
embryonic stage. 


Hamer’s work thus enjoyed a still more successful reception than 
LeVay’s, in the gay community as well as the wider society.’? T-shirts 
soon proclaimed “Thanks for the genes, Mom’ or just “Xq28’. Yet even 
assuming his work is corroborated, the questions ıt raises still indicate 


6] M. Bailey and R C. Pillerd, ‘A Genetic Study of Male Sexual Onentation’, Archsees af 
Gemera] Psychiatry, vol. 50, 1993, pp. 217-23 

7 Dean H Hamer et al., ‘A Linkage Between DNA Markers on the x Chromosome and 
Male Sexual Onentation’, Saence, vol 261, 16 July 1993, p. 326 Several critics have 
drawn attention to the surpnsingly low ‘beckground rere’ of gayness, 2 per cent, that 
Hamer assumed 1n the general population and found among noo-matemal relatives 

18 Not only was the first attempt to replicare Hamer’s results a failure, a junior member of 
his own lab raised methodological questions with the Office of Research Integrity, respon- 
sible co the us Department of Health and Human Services. Sawa, vol. 268, 30 June 
1995,P 1841 

19 Unlike LeVay, Hamer only came out as gay in the wake of the publicity his work gener- 
ated 
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the unbridgeable gap that remains between the new gay science, and the 
ideology of a biological identity. Because Hamer studied only pairs of 
gay brothers, his work has no implications on how frequent the supposed 
GAY-I gene might be in gay men in general. He is quite frank in admit- 
ting, in his published paper, that the hypothetical genetic difference 
‘could account for as little as 10 per cent of total variance’ between gay 
and straight men, which would mean thar the gene’s male bearers would 
in the main be heterosexual.?° The ‘gay gene’ is at most a gene giving 
some men a higher chance of growing up gay. Hamer has been consider- 
ably more modest than LeVay in the implications he claims for his 
results, and no more than LeVay’s work on the hypothalamus does the 
“gay gene’ supply any reliable indicator for homosexuality. 


Long before Hamer appeared on the scene, the concept of a ‘gay gene’ 
was already a familiar conundrum ın the debates of sociobiologists. 
How could a gene maintain itself in the human population if its effect 
on its bearers was to reduce their procreative propensity—the very defi- 
nition of Darwinian fitness? The speculations of sociobiology are best 
viewed as abstract model-building, with little necessary connection to 
the real world. Assuming that homosexuality in both sexes was a 
genetic trait, ic was argued that homosexual individuals might main- 
tain genetic transmission by aiding their heterosexual siblings in rais- 
ing the next generation. This model clearly showed the background of 
sociobiology guru E.O. Wilson in insect studies, and corresponds to 
nothing at all in human society. But if there 1s a genetic factor in homo- 
sexuality, the question has still to be answered. And given that gay men 
are not to be found rearing their siblings’ children after the fashion of 
the social insects, the supposed ‘gay gene’ must somehow encourage 
either 1ts women bearers, or its male heterosexual ones, to have more 
children than average to make up for the deficit in gay parents. If there 
1s no evidence to support this, ıt reflects back on the unlikelihood of the 
gay gene in general. 


A further difference in brain organization has also been associated with 
homosexuality, the modification of the normal lateralization berween 
left and right cerebral hemispheres that gives rise to left-handedness. 
Only ın a small minority of cases does this trait appear to be genetically 
transmutted. The more common form is commonly ascribed to factors 
such as high testosterone in the foetal environment, possibly resulting 
from stress, which inhibits the left hemisphere—controlling the nght 
side of the body—from developing its normal dominance. As opposed to 
the recondite measurements of brain tissue or DNA, no special expertise is 
required to observe the more frequent occurrence of left-handedness in 
both gay men and lesbians in the everyday environment. Studies have 
shown that gay men are around twice as likely to be left-handed as their 
straight counterparts, and lesbians up to four times ° Compared with 


Dean H Hameretal ,'A Linkage’, no. 29 Of the tocal bearers of any gene on the x chro- 
motome, approximately two-thirds will anyway be women, since they have two x chro- 
mosomes against one in che male 

** Seanley Coren, The Lefthander Syndrome, London 1992, pp 200-1 When I first took ar 
snterest in this question, I found myself in a gay-male work siruation where five of nine 
saff were lefe-banded. 
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the immense publicity accorded to the ‘gay hypothalamus’ and ‘ gay 
gene’ theories, however, the question of hemispheric dominance remains 
little discussed in the new gay science. It is somewhat unpopular with 
champions of a biological homosexuality, as it acutely embarrasses the 
conventional ‘gay brain’ argument. For if lesbians’ left-handedness is due 
to their brains being masculinized by foetal testosterone, then the same 
must apply to supposedly feminine gay men. There 1s to date no satisfac- 
tory theoretical explanation.?? 


To sum up the results of the new gay science, there is a spectacular gap 
between a rather few experiments, which remain largely unreplicated, 
and the ideological claims that are made on this basis We have some 
general theories, which are interesting but at this stage still hypotheti- 
cal, we have particular correlations, which if corroborated are statistically 
significant; but at the individual level the evidence contradicts rather 
than supports the notion of a one-to-one fit between any of these sup- 
posed biological indicators and a homosexual orientation. 


The Voluntarist Alternative 


Despite its appeal to biology, from Ulrichs’s metaphysics through to the 
Human Genome Project, the gay identity of ‘born that way’ remains ide- 
ology and not science. As J have shown, this biological identity draws on 
a widespread spontaneous consciousness, and the ideological nexus ıt 
constructs still operates to justify the claim of gay men for equal treat- 
ment in a pluralistic society. Yet biological identity has not been unchal- 
lenged in the homosexual movement. Its apparent antithesis, the notion 
of wilful behaviour that is more commonly associated with the bigots of 
religion, has also been adopted on occasion as an alternative homosexual 
identity, with the specific difference seen not as a fate imposed by nature, 
but as a voluntarily chosen culture or lifestyle. 


To understand this, we must step back to the conditions ın the late nine- 
teenth century that led to the appearance on the historical scene of the 
‘homosexusl-as-species’. Rather than a pre-existing gay minority com- 
ing out and voicing its demands, the minority might be better seen as 
squeezed out of the mainstream by changes in society and culture that no 
longer afforded it any refuge. As the development of bourgeois society 
dissolved relations of same-sex dependence and intimacy, individuals 
prepared to break with convention and adopt the new role of ‘homosex- 
ual’ would be drawn disproportionately from those who experienced 
greatest difficulty with the masculine norm—Ulrichs’s ‘anima muliebris’. 
Many other men, however, must also have been frustrated by the taboos 
imposed on male intimacy, without being at all prepared to see them- 
selves as a special social category, let alone an effeminate natural kind. 


= The corpus callosum and anterior commussure, bundles of fibres joining the two bemi- 
spheres, are thicker 1n the female brain, suggesting that women more readily combine the 
resources of both. Laura Allen and R. A Gorski, ‘Sexual Onenration and the Suze of the 
Antenor Commussure’, Procesdrags of the National Academy of Sciences of the USA, vol 7, 
1992, pp 2697-702, also report that gay men’s brains exhibit a greater thickness of the 
anterior commissure. Simon Le Vay comments, Tt 1s possible thar differences in the size of 
the commissure are related to differences in the lateralization of brain functions,’ (Queer 
Samas, p 145), thar is, to the high proportion of left-hander among gay men 
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Once homosexuality came into the public arena, an alternative strategy 
became possible: to appeal to past traditions of male friendship, from 
antiquity through to the modern Romantics, and propose a new valida- 
tion of this that would not deny its erotic component. By taking this 
course, men might avoid the stigma of a deviant minority, and present 
themselves as champions of a new and superior normality. 


In Germany, where the Romantic era was described by later historians as 
a ‘century of friendship’, and the developing bourgeois society was still 
overlaid by a dense layer of feudal culture, this alternative homosexual 
strategy was especially appealing.?? When Magnus Hirschfeld launched 
his pioneering new movement on the basis of a biological gay identity, 
there were many who preferred to look back to an idealized past. A car- 
toon from 1907 in the Munich weekly magazine Jugend nicely captures 
the spirit of the time. It shows the celebrated Doppelb:ldstand in front of 
the Weimar town hall, which depicts Goethe and Schiller holding 
hands. Coming into view from the left is a small man with a top hat and 
a large nose. This leads Schiller to say to Goethe: ‘Wolfgang, let go of my 
hand! Here comes Magnus Hirschfeld.’*4 Among the social trends 
reflected in this cartoon is that the mainstream gay movement was itself 
complicit with the redrawing of boundaries that made all intimacy 
between men a mark of sexual anomaly. 


Adolf Brand’s periodical Der Ergene [The Self-Owner], founded in 1896, 
was originally inspired by the philosophical anarchist Max Sturner, but 
two years later turned into a specifically homosexual journal. In 1903 
Brand founded an organization around the journal, Dis Gesellschaft der 
Eigenen, which continued until the Hitler coup. These ‘self-owners’ 
were men who defined their sexuality for themselves, uninhibited by 
bourgeois morality. Brand appealed to men who ‘thirst for a revival of 
Greek times and Hellenic standards of beauty after centuries of 
Christian barbarism’.?> From this point of view, the idea that homosex- 
uality was the unwanted fate of an innate minority was complete anath- 
ema. For the Eigenen, as for the Romantic poets, friendship and love 
were ‘shoots from the same stem’, and an erotic aspect in friendship 
between men was healthy and normal, complementing rather than con- 
tradicting the heterosexual bond. This reclamation of erotic friendship, 
however, could only have a reactionary significance in Wilhelmine con- 


123 There were other very different parts of Wester society where male intimacy could be 
promoted as a social value, with varying degrees of erotic charge. Some of this energy 
flowed into progressive politics and the beginnings of socialism; in the special conditions 
of North America, Walt Whitman was its most eminent representative The 
comradeship that be preached could mesh in with the open frontier and Civil War; it was 
quashed as Whitman's democranc utopia grew into che purest form of capitalism From 
today’s vantage-point, ıt us difficult not to clum Whitman for the homosexual tradition, 
yet in his time Whitman's poetry found a wide resonance among ‘normal’ men, both in his 
own country and in Europe, while simulcaneously striking a special chord in the embry- 
onc gay minority. Like his more gracile disciple Edward Carpenter, Whitman's robust 
comrade-love bad a continuing influence on English socialism, the “Bolton Whicmanites’ 
surviving as late as the 1980s 
™4 Reproduced in Jim Sceakley, The Homesecaa! Emanctpatron Movement tx Germany, New 
York 1975, P. 39- 
3 See Harry Oosterhuis and Hubert Kennedy, eds, Hemesexcealsty and Mals Bending rx Pro- 
Naw Germany, New Yok 1991, pp. 3-4. 
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ditions. Right from the start, the Eigenen provided a ready cover for 
misogyny and male supremacism. Women were explicitly excluded, 
and an anti-feminist tone was pervasively voiced. Most contributors to 
Der Eigene, though not Brand himself, abhorred the socialist and Jewish 
connections of Hurschfeld’s Komitee. Brand’s alternative version of 
homosexual identity was all too well attuned to the reactionary culture 
prevalent among German’s ‘educated classes’, with its elitism, racism 
and classical nostalgia. 


Homosexuality and Fascism 


The Nazi attitude towards homosexuality was made clear enough in 
their response to a questionnaire Brand sent to all German political par- 
ties in 1928: ‘Anyone who even thinks of homosexual love is our enemy. 
We reject anything which emasculates our people and makes it a play- 
thing for our enemies, for we know that life is a fight and it’s madness to 
think that men will ever embrace fraternally. Natural history teaches us 
the opposite. Might makes right. And the stronger will always wia over 
the weak.’? The death of many thousands of gay men in Nazi concen- 
tration camps 1s today an acknowledged fact. Yet both before and after 
therr seizure of power, the Nazi assault on homosexuality was differenti- 
ated according to the degree and kind of deviance this represented. The 
combination in the Hirschfeld movement of Jewish leadership and the 
claim of innate effeminacy made this especially abhorrent to the Nazis. 
Hirschfeld’s Institute of Sexual Science, with its world-famous library, 
was the first target of Nazi book-burning ın May 1933, and ıt was the 
visible queens of the boulevard Himmler had particularly in his sights 
when he proclaimed the ‘moral idea of eliminating the degenerate’ ın a 
notorious speech three years later.7”7 The biologism that Hirschfeld had 
championed for so long as a defence of gay people in a liberal society had 
the opposite effect under fascism, when the crudest theories of Social 
Darwinism were integrated into a totalitarian ideology. 


The voluntarist wing of the German gay movement, on the other band, 
found its destiny uncomfortably entwined with fascism in the Weimar 
years. Despite the homophobia of official Nazi policy, the male-bonding 
aspect of the Nazi movement, centred particularly in its ‘left’, anti-bour- 
geois wing, could still have a certain homoerotic appeal. And ın the bur- 
geoning nationalist mood of the 1920s, when the camaraderie of the 
trenches was recycled into the Freikorps and Nazi Sturmabreilungen, the 
masculinism of the ‘self-owners’ drew them increasingly into the camp 
of reaction. From 1925 on Dis Ergene published anti-Semitic and nation- 
alist articles and booklets, such as Masnerheldentum und Kameradenliehs im 
Krieg which argued the military benefits of homoeroticism as an asset for 
the German state. As the threat of fascism intensified in 1931-32, both 
Socialists and Communists used the homosexuality of Röhm and other 


> Cited after Steakley, The Homesexua! Emancipatron Mowemext,p 84. 

1 Though gay men of all kinds were sent to concentration camps, Nez: policy was not 
averse to a rough-and-ready distinction between those ostensibly ‘born that way’ and thus 
fit only to be eliminated, and those whose deviation was supposedly ‘acquired’. As man- 
power became scarce during the was, gay prisoners who could demonstrare their hetero- 
sexual edequacy often managed to exchange the death camp for a suicide battalion on the 
Eastern Front. 
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SA leaders as a weapon against the Nazis, and the ‘Night of Long Knives’ 
in 1934 confirmed the equation of homosexuality with fascism as a sta- 
ple of Left propaganda, with a resonance echoing on for decades.”* It is 
scarcely coincidental that the same year also saw the recriminalizing of 
homosexuality in the Soviet Union, making ıt that much harder for gay 
people to join the anti-fascist cause. 


The voluntarist identity proposed by the Eigenen thus had implications 
not only for the origin of homosexual difference, but also for the gender 
position of homosexual men. In the biological identity, gay men are fun- 
damentally effeminate, women ın male bodies, despite che difficulty of 
accounting for those who do not immediately seem so. In the voluntarist 
identity, men who choose homosexuality are as masculine as other men. 
Undoubtedly the biological identity, other things being equal, is more 
attractive to those gay men who have always sensed their difference from 
the gender norm, whilst the voluntarist identity appeals more readily to 
those who either do not feel, or actively repress, such deviation. But 
taken together, these competing identities ultimately express the pres- 
sure of the gender system with its two normative poles, and the difficulty 
of relaxing or transcending this in favour of a more unisex humanity. The 
feeling of intermediacy that is so common a feature of gay experience 1s 
forcibly resolved in favour of choosing to be either ‘really a woman’ or ‘a 
proper man like the others’.?9 


The Post-Gay World 


The situation in the advanced countries today 1s certainly very different 
from Germany before the First World War. We have behind us the expe- 
rience of fascism, the consolidation of liberal democracy, and mass gay 
communities in the metropolitan centres which have made substantial 
progress ın civil rights. But just as the biological identity of Hirschfeld’s 
time was countered by the voluntarist identity of the Eigenen, so the 
resurgence of biology ın recent years has been coupled with the expres- 
sion of a new voluntarist identity, dissumular in its superficial appearance, 
but with significant characteristics in common. The ground for this was 
in part prepared by a gay postmodernism, which views the pre-ironic les- 
bian or gay man as quaintly old-fashioned. Thus Ken Plummer writes: 
‘In the late modern world, the very idea of “being gay” will get trans- 
formed into the idea of a multiplicity of sexual/gendered/ relational / 
emotional, etc., beings in the world.’ In the wake of poststructuralism, 
postfeminism, postmodernism, we now have ‘the time of the post-gay 
and the post-lesbian’: ‘Rather than seeing homosexuality as a tribal and 
universal group or seeing ıt as evolving to a more advanced State of being 


* This 1s discussed by J. Meve in ‘Heawasexuells Nexis’, Ein Starestyp re Politik and Leterater 
des Exals, Hamburg 1990, and by Harry Oosterhuis in “The Guilty Conscience of the Left’, 
Exrepeca Gay Rew, vol 4, 1989, pp 72-80 

” The more rigid the enforcement of gender, the more polarized is homosexual expen- 
ence. At one end of the scale is the bardecte, allowed same-sex relations only by crossing 
permanently to a woman's role In the Mediterranean world unol not so far beck, homo- 
sexuality meant a queen having sex with a straight man. In 1960s London, new arrivals on 
the gay scene were soll offered a choice between ‘butch’ and ‘bitch’ The nub of any dis- 
unction made between ‘homosexual’ and ‘gay’ 1s that che deviant minority have learned to 
enjoy sexual relations with one another, relatively free from the grip of gender stereotypes 
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gay, same-sex experience moves in fits and starts along diverse paths to 
disparate becomings.’° 


Against this background, the ‘Queer’ label was reclaimed in the 1980s, 
its in-your-face rhetoric serving the bitter struggles in Britain and 
America against the Thatcher and Reagan-Bush regimes, and proving a 
useful abbreviation for the bureaucratese ‘lesbian-and-gay’. With the 
resurgence of biological identity, 1t went on to provide a new voluntarist 
alternative for those unwilling to stomach the crude determinism of the 
gay majority. The following leaflet, circulated in 1992 at the London 
night-club Heaven, ts not untypical: 


For years we've been fed the lie that our sexuality is based on the 
gender of the person we sleep with. We've trapped ourselves into a 
GHETTO of our own making. It’s time to turn on our oppressors, gay 
& straight, who try to control us... QUEER means to fuck with gen- 
der. Our sexuality 1s unique. It’s not about whether you fuck with 
boys or girls. Are you into tall or short, black or white, old or 
young, fisting or fucking, thin or fat, drugs, SM or vanilla?... 


LIBERATE YOUR MINDS 


QUEER IS NOT ABOUT GAY OR LESBIAN — IT’S ABOUT SEX 


There are straight Queers, bi Queers, tranny Queers, lez Queers, fag 
Queers, SM Queers, fisting Queers in every single street in this apa- 
thetic country of ours. We are everywhere. It’s time to take it into 
the streets... 3! 


Though ıt does not acknowledge its ancestry in the misogynist classıc- 
ism of the Gesellschaft der Eigenen, the common ground of a voluntarist 
identity generates certain basic structural features. Like the Eigenen, 
Queer rejects any specific gay psychology; like the Eigenen, Queer com- 
bines same-sex and cross-sex relations; and like the Eigenen, Queer 
defines its bearers as special people, a form of ‘homo superior’. As so often 
in the postmodern world, a Nietzschean strain echoes down from the 


past. 
The Ambiguities of Psychology 


Today just as a hundred years ago, discourse on homosexuality 1s gov- 
erned by the alternative between voluntary behaviour and innate biol- 
ogy. One reduces homosexual difference to nature, the other to human 
will. One sees gay men as essentially ‘women in male bodies’, the other as 
men like anyone else. What is missing would seem to be any concept of 
the autonomous psyche, as mediator between the promptings of nature 
on the one hand, and the experience of society on the other. Psychology, 
however, has played an ambiguous role in relation to the gay movement, 


% Ken Plummer, ed , Medera Hoavasecualstrs: Fragments of Lesbian and Gay Expersence, 
London 1992, pp 14-16 

3° Appendnor to Derek Jarman, At Yewr Owa Risk, London 1992. Jarman reproduced this as 
part of 2 miscellany of texts he was sent while completing his last book. 
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and a psychological notion of gay identity has been at best a tacit and 
implicit presence, rather than a vigorous competitor to its biological and 
voluncarist rivals. 


The formative phase of the gay movement just predated the impact of 
Freud, but even at this tıme there were stirrings of discontent with the 
crude choice between female nature and masculine will Edward 
Carpenter, though titling his 1895 essay “The Intermediate Sex’, particu- 
larly championed a rapprochement of male and female, seeing this as the 
context in which the contrast between same-sex and cross-sex relation- 
ships would lose its salience. He was satisfied neither with the masculin- 
ist comrade-love of Walt Whitman, nor the ‘third sex’ theories of Ulrichs 
and his followers, seeing rather a range of individual variation in relation 
to gender, and a gradual shading between erotic love and friendship. But 
he had not even the rudiments of a psychological theory that might 
account for this.37 The Freudian framework then suggested a more 
coherent way to transcend the opposition berween biological determin- 
ism and voluntary choice, and at first interested Hirschfeld enough for 
him to join the Berlin Psychoanalytic Association as a founder member. 
Soon, however, Hirschfeld became a consistent opponent of the Freudian 
claim that sexual orientation was the product of family circumstance 
rather than inborn biology. He feared, with good grounds, that a psycho- 
logical explanation of homosexuality would reinforce intolerance and 
precipitate new efforts to ‘cure’ the gay minority. Yet the threat pre- 
sented by psychoanalysis—as the first theory to propose a plausible psy- 
chological explanation of sexual variation—tan deeper than this, 
touching what might be called the honour of a gay identity. In tradi- 
tional, that is, pre-Freudian, terms, it is an honourable course to accept 
the band thar nature has dealt, and make the best of it. It 1s equally hon- 
ourable to go against the tide on the basis of firm conviction. But an 
identity framed in terms of psychological difference carries the stigma 
attaching to ‘mental illness’, and more generally, reluctance to accept the 
power of unconscious ideas, which took many decades to break down. 


The two competing schools of analytic and behaviourist psychology both 
had their heyday in the middle part of the century, from the 1920s 
through to the 1960s. Whatever their philosophical roots, as they came 
to contribute to ideas of social reform their application was indeed as 
Hirschfeld had feared. Behaviourism for its part was ever in thrall to pre- 
vailing ideology, and had nothing to offer gay people except the repre- 
hensible follies of aversion therapy. The conceptual field opened up by 
psychoanalysis, on the other hand, made it possible to recognize in gay 
people a particular psychology not dependent on any biological differ- 
ence, continuous with that considered normal, yet constraining 


3 Foc Carpencer, the emergence of the intermediate type as a social phenomenon was evi- 
dence of a biological development under way on a historical tumesorle: Though these gra- 
dacions of human type have always. been more or less known snd recognized, yet their 

today, or even the concentration of attention oa them, may be the indicarion of 
some important change actually in progress’. (Selected Wratings Vel. 1: Sex, London 1984, 
p 189) Ic made sense in terms of the rather extreme Lamarckranism thar Carpenter 
espoused. It only fell into disrepute after August Weismann presented in the 18900 his 
decisive evidence against the unhencance of acquired characteristics, which Derwin him- 
self bad maintuned till his death in 1883. 
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consctous choice as the Freudian unconscious invanably must. In prac- 
tuce, however, the promise of psychoanalysis was never fulfilled. As an 
institution, 1t too proposed to the homosexual a quasi-medical cure. And 
by the time the gay movement had acquired the sophistication that 
might seek to rescue the Freudian legacy from the ‘psychonazis’, the sci- 
entific claims of psychoanalysis were already on the wane. 


The practices of the Left in this period betray a remarkably similar com- 
mitment to normalization based on psychology. Thus the legalization of 
homosexuality came to be seen not as a context in which sexual variance 
could thrive, but rather as an enlightened way of controlling homosex- 
uality. The abolition of repressive legislation in Soviet Russia was explic- 
itly justified as helping gay people to come forward voluntarily for 
psychiatric treatment, and the World League for Sexual Reform estab- 
lished 1n 1921 ambiguously sheltered both gay campaigners and cham- 
pions of the heterosexual norm. In sponsoring Wilhelm Reich’s Sex-Pol 
efforts in Vienna and Berlin, the Communist Party broke decisively with 
the biological perspective of the SPD in which sexual variance had been 
accepted as part of the natural order, in favour of a prescriptive norm that 
was among other things explicitly anti-homosexual. 


In the wake of Hitler’s victory and the Röhm purge, the Left’s propa- 
ganda equation of homosexuality and fascism justified its new commit- 
ment to straightening gay people out. Biological theories of human 
difference, moreover, were now associated with Social Darwinism and 
correspondingly discredited. On the Left, the retreat from biologism 
that had begun in the 1920s led to a new and unambiguously psycholog- 
ical orthodoxy. While Engels had seen Ulrichs as an apologist for 
sodomy, and the sPD had supported rights for a ‘biological anomaly’, the 
Leninist phase of ‘making the revolution’ with its ‘new socialist man’ 
implied the conversion, by whatever means were appropriate, of those 
who did not fit the gender definitions. The recriminalization of homo- 
sexuality in the Soviet Union in 1934 was a repressive choice of means, 
not a change of ends. The Left’s use of homophobia ın anti-fascist propa- 
ganda fitted the revolutionary paradigm, which can be found even in sec- 
tions far removed from Stalinism. 


The Moment of Liberation 


In the United States after the Second World War, the metropolitan cities 
attracted unprecedented numbers of gay migrants. By the 1950s, a rami- 
fied institutional structure of bars, clubs and restaurants, personal ser- 
vices and publications, cultural and sporting activities, had come into 
being, despite the persistence of repressive legislation and police harass- 
ment. Yet attempts to mobilize the gay population in quest of even min- 
imal civil rights remained disproportionately weak, whereas 10 Germany 
fifty years earlier the political campaign had actually stumulated the 
development of the gay subculture. In this era, when American psychol- 
ogy of all schools was enlisted as a means of enforcing social conformuty, 
it is reasonable to suppose that the gay movement was held back by the 
dishonourable connotation of an implicitly psychological identity. This 
would explain why the first organizational initiatives had to shelter 
behind such euphemistic banners: Bachelors for Wallace, the Mattachine 
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Society, One, the Society for Individual Responsibility. ‘Gay’ was still a 
ghetto term, and ‘homosexual’ was considered unbearably bold. 
Through to the late 1960s the pallid ‘homophile’ was discreetly used, 
deliberately coined to insist on a difference thar was psychological, rather 
than one of either biology or behaviour. 


The birth of Gay Liberation in June 1969, following the Stonewall nots 
in New York, seemed to herald a historic new chapter for the gay move- 
ment. GLF proclaimed its militancy by borrowing its name from the 
National Liberation Front of South Vietnam. Its influences included the 
new wave of feminism just gathering momentum, and the utopian com- 
munism associated with the cultural revolution of the 1960s. GLF devel- 
oped a novel and distinctive character, in its emphasis on coming out and 
gay pride; its search for a personal androgyny through consciousness- 
raising and LSD; its media-oriented zaps using ‘gender fuck’ and street 
theatre; its experiments with communal living. In America especially, 
GLF was closely involved with the anti-war movement—the slogan ‘suck 
cock, beat the draft’ contrasting nicely with the demands of the 
civil-rights movement today to ‘serve our country’. The ‘gay and proud’ 
image flaunted by GLF seemed a world away from the timorous 
respectability sought unsuccessfully by the homophile movement. But 
the one could so spectacularly give way to the other because both tacitly 
shared an underlying identity thar defined gayness as a psychological 
characteristic, opposed equally to the biological and voluntarist identi- 
ties of the past. The rhetoric of GLF dismissed the question of aetiology, 
throwing it back into the face of the questioners. “What Exactly is 
Heterosexuality? And Whar Causes It?’ ran a celebrated poster, going on 
to give a parody of the usual psychological hotchpotch. But beneath the 
rhetoric, gayness was seen not as a natural kind, yet rooted deep in the 
personality, and associated at least frequently with a deviance of gender. 
It was on this basis that Gay Liberation could link up with the radical 
wing of the women’s movement, and through this with the left utopi- 
anism of the tıme. 


The radical dynamic of Gay Liberation could not sustain itself for more 
than a very few years. Its practical impact was to break down the most 
immediate wall that hemmed in the gay ghetto; outside lay a fertile 
ground for colonization, by cultural initiatives, community self-help 
groups, and business investment. The goal of gay politics—the art of the 
possible—came to focus on law reform: equal citizenship in bourgeois 
society. This purpose was better served by defining the new proud iden- 
tity once more back to biological terms, presenting gay people as a small 
minority different by nature, rather than as one end of a continuum; this 
especially applied in those countries where religious bigotry still loomed 
large. There are certainly many among the gay intelligentsia who reject 
both the reductionism of biological identity, and its voluntarist antago- 
nist, as both do such blatant violence to the range of human experience. 
But few are prepared to come forward and proclaim a psychological iden- 
tity as the basis for the gay movement. 


To explain this hesitation, we need to consider some further implications 
of a psychological gay identity. As ideologies, the competing variants of 
gay identity should be clearly distinguished from any objective 
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explanatory function, and seen rather as constitutive of social relations. If 
the Rainbow Nation is like other nations an ‘imagined community’, 
then the biological identity imagines a homosexual community of 
nature, and the voluntarist identity a community of mind. To belong to 
the former, you must have a certain biological indicator (currently, che 
supposed ‘gay gene’); to belong to the latter, you must practise a certain 
way of life (currently, have sex in a Queer fashion). The community 
imagined by the psychological identity, for its part, is a community of 
desire: to be gay is to experience same-sex attraction.>3 This might seem 
closer to the material reality of the existing gay community, with its net- 
work of social and sexual relations. But whereas both biological and vol- 
untarist identities ecclwde from their respective imagined communities 
many who live their lives as gay men, the psychological identity racludas 
in its imagined community many men unwilling or unable, in current 
conditions, to live an open gay life. 


The unwilling ones are the many ‘men who have sex with men’ but still 
opt for the security of the family; outreach work for HIV prevention con- 
firms the high numbers there still are in this category. As long as homo- 
sexuality remains stigmatized, moreover, there will be many more who 
do not feel free to act on their desire, let alone come out as gay. Those 
unable to join the gay community today are, ın particular, that most tra- 
ditional of homosexual types, men attracted to adolescent boys. Whereas 
Gay Liberation saw boy-love as an integral strand in the gay rainbow, the 
organized gay movement of today proves its respectable credentials by 
joining in the witch-hunt against ‘paedophiles’—a term deliberately 
recycled to equate the tender feelings towards adolescents so commonly 
acknowledged in the past with a small number of violent abusers.34 The 
psychological gay identity that would embrace all those who experience 
same-sex desire 1s therefore a rather dangerous option. What seemed rea- 
sonable enough to the utopians of Gay Liberation may lead to serious 
trouble ın the grey 19905. It is unlikely to regain popularity unless a new 
prospect of radical change appears on the horizon, and fundamental 
structures can again be put in question. For the immediate future, a bio- 
logical identity is likely to remain dominant in the gay community, 
suited as it is to a period of stability, the steady development of a bour- 
geois society in which even the previously marginal may be integrated 
into social reproduction. The voluntarist identity, shrill as it may be, is 
little more than an alternating counterpoint to biological dominance. 


The New Eugenics 


If the London Dasly Mail gave a typically toxic spin to the ‘gay gene’ 
story, its ‘Abortion Hope on Gay Gene Finding’ was echoed in a milder 


33 This was well expressed in the second of the ‘Demands’ of the London Gay Liberation 
Front adopted in November 1970 “That all people who feel artracted to a member of their 
own sex be taught chat such feelings are perfectly normal’ (cited after A. Walter, ed., Come 
Together, London 1980, p. 49) It was distinctrve of GLY, besed on an umplicit psycholog- 
ical notion of gay identity, that ıt sought to validate same-sex desire as such, not simply 
umprove the conditions of the existing gay minonty 

M In 1994 the International Lesbien and Gay Association formally expelled organixanoas 
thar defended ‘boy-love’, such as the North Amerioan Man-Boy Love Association This 
was its acceptance ticket for consultative status with UN organizations 
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key elsewhere in public debate. It continues the paradox with which I 
began this article that this eugenic aspect has also enjoyed the favours of 
gay biologists. Simon LeVay’s immediate comment on Dean Hamer’s 
claim was, ‘I support the right of a woman to abort a lesbian or gay fetus’ 
(politically correct in both substance and vocabulary). While Chandler 
Burr, who subtitled his popular presentation ‘How Biology Makes Us 
Gay’, ends his book prospecting a future in which adult gay men, 
unhappy at their exclusion from the family, choose to be straightened out 
by a genetic spritzer.35 


This indicates a radical breakdown of the traditional ideological nexus 
between biological gay identity and social tolerance. The whole enter- 
prise of giving the spontaneous sense of being ‘born that way’ an up-to- 
date scientific backing 1s undermined by the very advance of biology; the 
forces of patriarchy and oppression simply prepare to do battle on the 
new ground of genetic technology. Indeed, because the entire research 
programme thar the gay biologists adhere to is premised on the assump- 
tion that homosexuality is a social problem, Hamer and LeVay are drawn 
from their original purpose of justifying the gay minority into scenarios 
remarkably similar to those of their homophobic colleagues. 


It is easy from the left tradition to reject any hint of eugenics as unwhole- 
some. How typical of an oppressive social order to seek a technical fix 
rather than accept emancipation and change; to aim whether realistically 
or not at ever more conformist and manipulable subjects. If genes that 
favour schizophrenia, alcoholism, and other damaging conditions can be 
bred out of the population, this will attractively decrease social over- 
heads. And there is no shortage of opinion, even in secular Britain, that 
would still love the sinner but hate the sin as far as homosexuality is con- 
cerned. The discourse of mainstream biology, for its part, increasingly 
assumes that humanity has effectively entered the eugenic age. We may 
well argue that biological difference is always fissured by manifold social 
determinants; bur unlike the situation in the social sciences, biology 
offers a practical handle for changing human beings, and the potential 
application of genetic knowledge to filtering the gene pool 1s already a 
spur to current research. Unless we believe with the ecofeminists that it 
is still possible to stifle this development, the only option is an attempt 
to harness it to truly humane purposes. 


As far as the ‘gay gene’ is concerned, if Hamer’s research is corroborated 
the GAY-I gene would somehow act to increase the chances of its male 
bearers growing up gay. Both the frequent combination of gayness witha 
less masculine character, and the standard model of sexual differentiation 
in the brain, suggest that such a biological effect would promote a gay 
development either through an incomplete masculinization or at least in 
parallel with this. This ıs the grain of truth in Ulrichs’s ‘anima multobris’. 
From the homophobes’ perspective this is perfectly reasonable, since 
male effeminacy is as repugnant to them as the sexual practices they revel 
in depicting. It is not credible however that women in the advanced 
countries will be persuaded en masse to ‘abort a lesbian or gay fetus’, 
though there clearly are parts of the planet where the uneven develop- 


33 Chandler Burt, A Sæarats Crestron, New York 1996, p 305 


ment of technology and culture may well combine into this repressive 
project. (Already in China and India, females are identified quite early in 
pregnancy and aborted on a demographic scale.) But if women’s control 
over procreation steadily extends to the choice of which fertilized ovum 
to gestate, after a battery of tests on potential candidates, we may see 
before too long an evolutionary branch that puts a premium on a reduced 
degree of differentiation in the male, as much as one with the opposite 
valuarion.>° A ‘gay gene’ might prove quite successful in the harsh con- 
ditions of the new millennium 


Lee M., Silver, a geneticist at Princeton University, foresees in his Remekrag Edea (New 
York 1997) the splitting of the species into a ‘genetically ennched’ minonty and a ‘nst- 
ural’ majority, which after a few generations may no longer be able to unterbreed. The 
genetic ennchment he focuses on 1s informed by the present coocems of the American 
upper class. enbanced ethletic prowess, screntific ability, and resistance to HIY Already 
today, to-vitro fertilization accounts for upward of 100,000 births per year. 
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Rebecca Hill 


Fosterites and Feminists, Or 1950s Ultra-Leftists 
and the Invention of AmeriKKKa 


‘Tt suffices but to mention the chauvinist ideology which still penetrates 
the core and culture of our national life, rendering many people 
susceptible to infliction from this social disease.’ — Claudia Jones* 


‘It kills one if one has something to give and the world is not ready co accept it.’ 
G. Elias, eulogy for Claudia Jones? 


"Upon her death in 1964, G. Elias wrote that Claudia Jones's ‘tragedy was that 
she wasn’t a mediocrity’ and hinted that her last years as a lecturer and thinker 
had been spent alone and isolated from her comrades in the London wing of the 
British Communist Party.? Elias’s bittersweet remarks are in mysterious con- 
trast to the numerous celebratory descriptions.of Jones that appear in the 
American Communist press which still frequently describe the Trinidadian 
activist as a ‘great black woman’ who was tragically deported to London in the 
early 1950s and died soon after. These tributes to Jones rarely comment upon 
her political career in England, nor do they quote Jones’s statements from her 

_days in the CPUSA, leaving her as a highly visible symbol of black women’s 
presence in the Communist Party, while at the same time diminishing her 


contribution to the history and theory of American Communism. What 
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impact could Jones make on a Communist Party that never repub- 
lished, recalled or addressed the substance of her work as a Marxist the- 


orist? 


In London, Jones is well remembered by black feminist groups as ‘the 
woman who best epitomizes the fine fighting spirit of the black women 
activists of the 1950s’ because of her involvement in defence campaigns 
for those arrested after the Notting Hill riots, the organization of the 
first Notting Hall carnival, the revival of the Wast Indian Gazette on 
which she collaborated with Amy Ashwood Garvey, and the fight 
against the 1962 British Commonwealth Immigration Act. In addition, 
Jones was a close friend of Indian Communist, A. Manchanda, who was 
ovolved in anti-umperialist activism in Britein.4 


When in London, Jones—whose career in the us had led her to impor- 
tant positions of leadership, moved—not within the circles of the British 
Communist Party’s bureaucracy, but into West-Indian community 
activism. Her name is easier to find in the acknowledgements sections of 
books about Caribbean women in England than it is in the indexes of 
histories of British Marxism, and her us publications after her deporta- 
tion were more likely to appear in the Afmcan-American journal 
Freedomways than in official Communist Party publications.’ 


Reverse Chauvinism 


Yet Jones's American contemporaries seem to tell a different story from 
what this activism suggests. According to Harriet Magill, of the Con- 
gress of American Women, ‘Jones was really weird... guilty of the most 
awful reverse chauvinism’ which led historian Kathleen Weigand to 
the conclusion that, like Elizabeth Gurley Flynn, she was ‘only some- 
what mote advanced on women’s issues than the CP’s more powerful male 
leaders.’ 


* Claudia Jones, Discussion Article,’ Pelstical Affarrs, August 1945, p 720 

G Elias, obituary for Claudia Jones, in Burz Johnson, I Thrak of My Mather Notes on the 
Left and Timas of Clandsa Jones, London 1985,p 145 

3 This work comes out of my undergraduate thesis, “Nothing Personal: Women in the 
CPUSA 1940-1956, Wesleyan University, 1991. An escher vernon of this essay was deliv- 
ered at the Berkshire Conference in Women’s History ın Chapel Hull, NC 1995. I want to 
thank Pan! Gilroy, Sheila Rowbocham, Amy Swerdlow, David Roediger, Paule 
Rabinowitz, Rosalyn Baxendall, Gerald Horne, and Lise Collins for their valuable com- 
ments and suggestions. 

4 Histocies of the CPGB also have Little to say about Jones, and perhaps Elias’s sense of her 
isolation had to do with racism within the Party, as described by Marika Sherwood in The 
Comintern, the CPGB, Colonies and Black Batons, 1920-1938", Sema and Socsety, vol 60, 
no 2, Summer 1996, pp 137-64. On Jones's career in Britain see Buzz Johnson, | Think of 
My Mother, Beverly Bryan, Stella Dadzie, and Suzenne Scafe, The Haers of the Reve. Black 
Women's Lives re Britasn, London 1985 Evidence of Jones's connection with A. Manchanda 
appears in Martin Baum! Duberman, Pasi Rebeson, London 1989 

3 Jones's name appears in the acknowledgements sections of at least two books published 
by sociologists abour black women in Brown in the mid-1960s Her last article published 
ın the US was abour West Indien self-government and appeared in the journal Frandemesoeys 
in 1964 

§ Kathleen Weigand, Vanguard: of Wanoa’; Liberaison. The Old Left and the Contrnusty of the 
Women’s Mowement m the United States, 1945-19705, PhD Dissertacion, Obio Stare 
Unrversity, 1995, pp. 202, 146 
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These sharply drawn differences point more to the division of black and 
white feminists in the CPUSA, rather than to Jones’s failure to recognize 
women’s concerns. Like her contemporary and fellow Trinidadian, 
C.L.R. James, Jones came to view Negro struggles as the most impor- 
tant of the modern era, moving closer to positions of nationalism 
toward the end of her career. Her published writing almost always 
focused on Negro struggles and appeared in forums for black audiences. 
For this reason, it does not seem strange that Jones sud, in response to 
the views of white women leaders in the Congress of American Women 
(caw), that the ‘Negro Question’ precedes the ‘woman's question’. An 
analysis of Jones’s work suggests that what she meant by this was that it 
was necessary for white women to fight their own racism before they 
could unite with other women.” 


Despite—or perhaps because of—these ‘weird’ views, Jones became the 
most vocal, and most frequently published black woman ever to sit on 
the Party’s central committee. Before being deported, Jones was the 
Party’s principal official theorist on the ‘woman question’, supplantıng 
Elizabeth Gurley Flynn. Jones, who had been a journalist writing for the 
People's Vorce and the Dasly Worker, a member of the National Negro 
Congress and editor of the Young Communist League’s newspaper ın the 
1930s and 1940s, ascended to her highest leadership position in the CP 
after the Second World War when Popular Front leader Earl Browder 
was expelled and replaced by his long-time nval, William Z. Foster.® 


Although Jones was not necessarily the sole author of several important 
theoretical documents on the woman question that appeared in the 
CPUSA press in the late 1940s, it is significant that it 1s through her that 
the critiques these articles contain were first publicly made. If it had not 
been for the critiques of American racism that black Communists had 
made throughout the 1940s, the feminist critiques that finally appeared 
at the end of the decade would not have had the character that they did. 


The first charge against ‘Browderism’ came, not from disgruntled white 
women, but from black women. As a member of Foster’s faction within 
the cp, Jones came out of the Popular Front as one of its more obstrep- 
erous critics, allying with many other black Communists who used the 
opportunity of the change in leadership both to criticize various indrvid- 
ual party members for white chauvinism and to rethink the Party’s 
controversial wartime opposition to the ‘Double V’ campaign among 
black Americans who had argued that struggle against Jim Crow at 
home was as importent as the struggle against Hitler. During the war, 
the Communist Party under Earl Browder had opposed this ‘Double V’ 
movement as rnhibiting the war effort, although Popular Front organi- 
zations and Party leaders continued to work with African-American 
organizations to agitate for the passage of the anti-lynching and anti- 
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poll-tax bills, and support the creation of the Farr Employment Practices 
Commission (FEPC). They even made alliances with liberal groups dis- 
missed as ‘bourgeois’ in the earlier ‘third period’ in Party 
ideology.’ 


Ultra-Leftism Versus the Popular Front 


Many historians and Communists have criticized the Foster faction’s 
ultra-leftism, arguing that its analysis set back not only the 
Communist Party, but the American Left in general during the 1940s 
and 1950s."° According to Maurice Isserman, the Foster faction’s ‘cata- 
strophic’ revolutionary outlook was a significant factor in diminishing 
popular support for the Left, while the thinning of Party ranks in the 
late 1940s due to expulsions for white chauvinism and male chauvin- 
ism could not have come at a worse time. Gerald Zahavi argues that the 
CP’s aggressive push for anti-racist and anti-sexist politics ın the late 
1940s and early 1950s ‘drove a wedge’ between the party and the white 
working class. ™ 


Others, without castigating the Foster faction’s turn from compromise 
with liberals and mass culture, have nevertheless defended the Popular 
Front as the strategy that first brought the Communist Party into a 
role of leadership within the American Left, and have shown that, des- 
pite official policies, rank-and-file members of Popular Front organ- 
izations were able to pursue radical campaigns in the 1930s and 1940s. 
The Popular Front, they argue, by relaxing strict opposition to ethnic 
nationalisms, was able to build an interracial ‘multiculture’ through 
alliances with African-American, Jewish and Slavic cultural organiz- 
ations. *? 


Critics of the Popular Front, by contrast, whether Fosterites or New Left 
historians, have argued that the accommodation with liberals, and with 
American patriotism ultimately meant that the cP became less effectual 
10 organizing among the working class, as the Party became increasingly 
dominated by middle-class interests. It was the Popular Front strategy, 
they argue, that led the Communists to accept the wartime ‘no-strike 
pledge’ and to support the internment of Japanese-Americans on the 
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West coast. These critics also claim that the Americanization of the cP led 
to compromises with American nationalism that encouraged the Party to 
give low priority to the demands of black workers. While the Communist 
Party had always stood for internationalism and anti-imperialism, the 
Popular Front’s multi-culoumlism was a retrenchment from earlier, more 
radical positions. During this period, the Party also failed to give posi- 
tions of real power to people of colour, women, and ethnic minorities." 
Had the cp taken a more radical position with regard to the New Deal 
administration, they would have supported Revels Cayton’s campaign to 
establish black caucuses within CIO unions, supported strikes against Jim 
Crow war-production factories, pursued aggressive campaigns to get 
women to join unions and opposed the Japanese internment. 


With such might-have-beens bitter on their tongues, the Foster faction 
came out swinging immediately the war ended. African-Americans in 
and around the Party did not focus so much on the criticisms levelled at 
Earl Browder by the French Communist Party in the “Duclos Letter’ 
which led to his expulsion, as they did on the local effects of Popular 
Front organizing which, they argued, had led Party members and 
Popular Front activists to abandon black workers. 


For instance, Paul Robeson, who endorsed William Foster’s position 
thought that it was Browderism that led to the Party’s alliance with a 
chamber of commerce on the West Coast that was unwilling to fight for 
the retention of African-American employees during post-war reconver- 
sion. “What will you do with those 40,000 Negro workers’’, he told Ben 
Davis he had asked an organizer, ‘just leave them to starve?’ Davis agreed 
that Foster’s position was the ‘correct line’ for black Americans, but both 
he and Robeson were concerned lest the criticisms of Browder ‘construct 
him as the enemy’.’4 Ultimately, though, Browder was so constructed and 
was finally expelled from the Party that had once touted him as a hero. 


Despite the Foster faction’s Stalinist ngidity and its bitter personal attacks 
on the Party’s membership, many of those who supported them did so for 
good reasons. In the second half of the 1940s, when the left faction of 
Fosterites enjoyed a brief hey-day in the Communist leadership and the 
floor opened for rethinking the Popular Front, the criticisms of the Party’s 
policies that appeared in the Cp’s newspapers were exactly those that the 
New Left would later raise: the accommodation to American nationalism, 
the tolerance of male chauvinism, and compromises on the issue of race. 


In addition, the Communists’ view that McCarthy-era America was poised 
at ‘five minutes to midnight’ on the brink of a fascist take-over encouraged 
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critiques of popular culture that introduced ‘ideological’ and ‘cultural’ 
oppression into the Party's official theory on the woman question. This 
transformation of theory, coming as part of what is generally considered a 
huge error in the Party's strategic history, was a significant change in an 
organization that had long been crudely economic in its understanding of 
women’s roles in capitalism and revolution. For instance, in 1942, Ruth 
McKinney, heralded as one of the Party's great feminist critics, still 
insisted that ‘women’s fate ın this society is not bad because of custom, reli- 
gion, law or the sheer devilry of men, but is an entirely economic one.’? 


This economistic understanding of gender changed in the cp during the 
1940s, as a diverse group of women finally made their voices heard in the 
Central Committee. Kathleen Weigand’s careful research shows how 
New Masses editorial assistant, Betty Millard, influenced by West Coast 
Commuanist-femunists Mary Inman and Susan B. Anthony g, led a group 
of white Communist women to form the Congress of American Women 
(caw) ın 1946. This organization was heralded by Weigand and Amy 
Swerdlow as a group with a ‘larger number of black women among its 
officers than any other feminist or mixed-gender peace organization 
before the 1940s or since.’ 


Millard’s 1948 pamphlet, Women Against Myth’, which described 
housewives as ‘doomed to circumscribed and petty lrves’ and decried the 
use of the ‘four letter word for sex’ as a common insult, foreshadowed the 
radical feminist ideology of the 1970s and stimulated a wave of feminist 
debate in Communist Party local clubs. 


Black Women’s Political Organizing 


While Millard led the rethinking of gender theory among white women, 
and began the plans for the CAW, an equally significant group of black 
women had been building therr strength since 1935 through the National 
Negro Congress (NNC). The group of black women who formed the New 
York local of the caw were Claudia Jones, Thelma Dale, Halois Moorehead, 
Ada B. Jackson and Charlotte Hawkins Brown. Dale and Jones published 
frequently in Communist publications; Jackson and Moorehead were both 
long-standing members of the National Negro Congress and Mary McLeod 
Bethune’s National Congress of Negro Women (NCNW). Charlotte 
Hawkins Brown, one of the NCNW’s founders, was a famous pioneer in 
interracial women’s organizations against lynching 


They all moved closer to the Communist Party in 1935, at the begin- 
ning of the Party’s celebrated defence of the Scotsboro Boys of 
Alabama, nine young black men who were accused of raping two white 
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women on a train. '8 Claudia Jones joined the cpusa that year at the age 
of fourteen, and immediately became an active participant in the 
Harlem Young Communist League. By 1936, As Mary Inman noted in 
her own paradigmatic feminist book, In Women’s Defense, the NNC was 
already ahead of the CPUSA in its gender analysis. According to the con- 
gress, Negro women were ‘thrice exploited, as women, as workers, and 
as Negroes’.'? The Party’s official position at that time was that women 
were only oppressed if they were members of the working-class. 


By 1945, with the ousting of Earl Browder, this powerful group of 
women, Jones and Dale in particular, were eager to voice their criti- 
cisms of the Party’s failure to deal with racism. As soon as the Party’s 
Central Committee published its musings about the errors of 
Browderism, Jones wrote an article blaming ‘Browderism’ for the 
Party’s soft-line on Jim Crow in the Us arms factories. Arguing that the 
CPUSA had favoured racial equality only because of an interest in the 
war effort, Jones charged that it had ‘ignored and glossed over the con- 
cern of the Negro people for their post-war status and the shape of the 
post-war world’. Her fellow Fosterite Harry Haywood recalled Jones’s 
piece as the one that ‘kicked off a huge theoretical debate on the Negro 
question’. 


Soon after Jones, Thelma Dale took up the charge. Dale criticized the CP 
for its ‘phlegmatic position on the fight for Negro equality in the armed 
forces’ and for its failure to lead in the anti-racist struggle within the 
c1o.*° Although Dale’s article appeared after Jones’s, she may have been a 
mentor to the younger activist. As the executive secretary of the NNC of 
which Jones was a member, Dale would consistently take a public stand 
for black women’s rights, arguing for the unionization of domestic work- 
ers, and for an end to discrimination against Negro women. 


Dale became the executive secretary of the NNC in 1942, when its prev- 
ious secretary, Edgar Strong, went to war. Dale, who described her fam- 
ily as ‘average and middle-class—except Negro’ in a Daily Worker 
interview, made a special effort to keep women’s issues to the fore within 
the NNC. She toured the us, planned important NNC programmes and 
platforms, and appeared 10 public to criticize Hollywood producers for 
their racist representations of black people in the movies.?* 


As a result, perhaps, of Dale’s influence, when Jones launched her argu- 
ments against Browderism, she did not stop with criticism of the Party’s 
attitudes towards black male workers and soldiers, but lit into the Party 
for sexism as well. Unlike women leaders before her, who called for 
women’s entry into the Party as auxiliaries of the men who were necessary 
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for revolution, Jones said that the Party should bring more black women 
into the leadership because they were ‘the most oppressed stratum of the 
whole population’ and the ‘real active forces’ in Negro struggles.” 


For Jones, women were not auxiliaries to workers, as white working-class 
housewives had been in the 1930s, but a vanguard, indeed ‘the vital link 
to heightened political consciousness’.*? After the war, Jones pointed out 
that the cpusa’s leadership continued to promote Negro men into leader- 
ship, despite the presence of active women in second-level leadership 
positions in community organizations, unions and other groups in the 
Popular Front’s orbit. 


In her writing, Jones, like other black women activists in the NNC, 
described gender as an autonomous system of oppression for all women, 
white or black, middle class or working class. Previous Party theorists 
had argued that women were not exploited by their husbands, but that 
working-class women were exploited jointly with their husbands as 
members of the same class.7* By contrast, Jones explained in 1949 that 
class, race, and gender functioned autonomously and additively, arriving 
at the notion of the ‘triple oppression of the Negro woman’, the ‘double 
oppression’ of the white working-class woman, and the ‘single oppres- 
sion’ of white middle-class woman.?° 


Departing from previous official CP statements on the woman question, 
which had opposed bourgeois feminist organizations for dividing the 
working class with a ‘battle of the sexes’, Jones argued that, despite dif- 
ferences among women, within the home the man served as the bour- 
geoisie to the woman’s proletariat. “The exploitation of women cuts 
across class lines and affects all women’, she explained in her Das/y 
Worker column, ‘Half the World’. 


Black Feminist Communists and the New Left 


The eruption of Claudia Jones’s commentaries on race and gender ın the 
last days of the Communist Party’s moment at the centre of American 
progressive politics raises several questions for today’s historians of femi- 

nism and the American Left. Jones's piercing and cogent criticisms of the 
Popular Front suggest that we might reconsider the growing tendency 
to repudiate New Left critiques of the Popular Front while rehabilitating 
Depression-era activism and social-democratic strategies. Just as impor- 
tant, Jones’s work, and that of her less frequently published comrades 
from the Harlem Local, Thelma Dale and Elizabeth Lawson, suggests 
that Communist feminists, many of them black, who had opposed 
American culture as ‘fascist’ during and after the war, may have had a 
significant impact on the creation of the ideology of New Left feminism. 
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If current histories of the Old Left dismiss the value of the anti-fascist 
arguments of the late 19403 CP as dogmatic and misguided, they lose the 
valuable theoretical insights of these early feminists, repeating the ges- 
ture of Party journals which take pride in the presence of women like 
Jones without learning from their critical insights. 


Jones, and others who criticized their comrades for sexism and racism 
practised just those ‘identity politics’ which now make some scholars 
and activists cringe. She was loyal enough to her Stalinist party to stick 
by it through every switch of its line, even when she disagreed, wnting 
pamphlets such as ‘Lift Every Voice for Victory’ in which she lauded 
a programme she had denounced earlier as ‘Jum Crow in Uniform’, 
and would denounce a few years later for cynical manipulation of 
Negroes during the war. Yet Jones used the moment of internal rethink- 
ing brought on by the ousting of Earl Browder from the leadership to 
question common Old Left assumptions about race, class and gender. 


Not sumply a ‘great black woman’, Jones was a theorist, a factionalist, a 
devout Stalinist who spent fifty years ın the Communist Party, and a 
fierce critic of racism and sexism within the Party’s front groups and 
local clubs. She made public criticisms of Party members and reputedly 
‘tore into New York locals’ within the caw for white chauvinism.?’ She 
wrote that, while black women were at the forefront of organizing in the 
black community, these ‘leaders of masses with an invaluable mass expe- 
rience to give to our party, suddenly find themselves in our clubs, not as 
leaders, but as people who have to get their feet wet organizationally’. 
Describing specific unstances of bad behaviour, Jones publicly took white 
women to task for condescending to black women they thought ‘back- 
ward’, or for seeking out domestic help among the relatives of black pro- 
fessional women in the Party.?® 


Despite her many criticisms of white women, Jones was more friendly to 
feminist analysis than were many of her white female comrades. In 1948, 
in her article, For New Approaches to the Woman Question’, Jones crit- 
icized the Party for its ‘failure to fight the male chauvinist tendencies 
that are rampant ın our party’, for neglecting to assign women ‘mass 
work’, and for making the woman question into women’s work rather 
than making it a ‘must for every party member’. As a solution, Jones 
advocated that men read up on the woman question, called for unions to 
organize among domestic workers, and demanded baby-sitting services 
for women who were prevented from attending progressive and 
Communist meetings because of child-care responsibilities 79 Jones was 
the first leader within the CPUSA to write up the advice of its official 
commission on women, which had been formed in 1948 to consolidate a 
report based on Betty Millard’s 1948 pamphlet, ‘Women Against Myth’. 


The Wartime Transformation of the Woman Question 


When Betty Millard and Claudia Jones made these commentanes in 1948, 
it was the first time that the Party’s official theoretical journal had been 
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available for such critiques of personal politics, but not the first time such 
comments or critiques had appeared within the Old Left. Claudia Jones 
made the official statements of all these complaints, but rt is likely that the 
critique of male chauvinism began, not within the leadership ranks of the 
Party, but within Clo unions and Popular Front organizations, as women 
came into greater numbers in leadership and influence during the war.>° If 
the Party's wartime strategy compromised on African-American rights, 
the organization became a fertile ground for women’s activism as its male 
leaders went to war. As early as 1942, women letter writers to the Dazly 
Worker noted that it was ‘time to end the appeasement policy in the home’ 
and commented thar ‘women have learned more in three years of war than 
ın twenty years of women’s suffrage’ .>* 


During the war, several women in Communist circles attacked the ideol- 
ogy of domesticity as an element of fascism, citing America’s free women 
as evidence of democracy ın action These writers used the notion of the 
‘fascist triple K’ (Kinder, Kidcbe, Kerche—children, kitchen, church) to bol- 
ster the critiques of domesticity that many women Communists had made 
since the labour movement's earliest days. While there had always been a 
group of women within the Old Left who opposed domestic ideals for 
women, the CPUSA’s propagandists had also regularly used images of 
domesticity during the Depression to appeal to what they rmagined to be 
the mass sentiments of working-class women—and this despite the Party’s 
official ideological position against housework as mindless and petty 
drudgery which would fail to build revolutionary class consciousness.3? 


Both the vision of the ‘fascist triple K’ and the need for women to work 
in war-production factories finally led the mainstream of CP writers to 
join with a group that Alan Wald refers to as the Party’s ‘premature 
socialist feminists’ to valorize the New Woman’ and reject the image of 
the folksy housewife. They combined the popular umage of ‘Rosie the 
Riveter’ with stories about model anti-fascist women warriors ın the 
Soviet Union, France, and Spain.33 


As more and more Communist writers promoted images of mulitant 
‘new women’, they began to refer to the ideal of domesticity as the ‘fas- 
cist triple K’, whether it appeared ın Nazi culture or in the United 
States In this way, women ın the Popular Front opposed the mixed mes- 
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sages that the Federal Office of Wartime Information (Ow!) and mass 
culture generally sent to women war-workers in Hollywood films and 
women’s magazines. Where the owl encouraged film-makers and maga- 
zine editors to present women’s entry into munitions factories as tempo- 
rary, and to promote values of femininity and domesticity,” Communist 
feminist writers objected to these representations by arguing that 
women had a right to work and to continue working after the war. This 
was one of the few ways in which Popular Front supporters tacitly argued 
against state agendas and policies during the war.35 


The most progressive critiques of fascism in the us, whether they applied 
to race or gender appeared in attacks on the American popular media 
during the war. In a long film review describing the backwardness of 
Hollywood in comparison with the rest of the American war effort, Joy 
Davidman described Woman of the Year as a fascist film offering women 
the roles of ‘Kinder, Küche, and Kirche’ and decried the sexualization of 
women in popular culture as a form of prostitution, the ‘sexual sell’ .2® 
Published in 1942 Davidman’s review equated the message that women 
should remain sexual playthings with fascism which she referred to as 
the ‘deliberate debasement of women’. In keeping with Communist cri- 
tiques of domesticity, she advocated the view we now associate with lib- 
eral feminists that women should be able to have ‘careers and marriage’, 
and explained how ‘thousands of adolescent girls have been influenced 
subtly and perniciously in their expectations of life by the antics of their 
favourite glamour girl’ in films which ‘artempt to educate girls for the 
happy life of the harem’ .37 


In a letter responding to Davidman, Charles Humboldt reminded New 
Masses readers that the answer to this problem was not the censorship of 
Hollywood films, but the ‘end of male chauvinism’, suggesting that at 
least a few Communists were aware of the need for struggle against gener- 
alized cultural or ideological problems.” Even Mary Inman’s book, Is 
Women’s Defense, bad not made such a cultural critique of American domes- 
ticity in precisely this way. Inman’s work focused on the notion of women’s 
class oppression in the role of reproductive labour as the fundamental canse 
of stereotypes in mass culture and, while she discussed the socializanon of 
girls and boys, she was careful to relate this back to economic causes. 


Fascism and Misogyny 


The political agenda of anti-fascism, which was ultimately a cntique of 
American nationalism, focused on the subjection of women as both a 
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symbol of the authoritarian rule of ‘men’ and on the racial elements of 
the ideology of domesticity. Davidman’s critique bore more resemblance 
to Katherine Burdekin’s British anti-fascist novel, Swastika Night, which 
portrayed fascism as a fundamentally misogynist ideology than it did to 
the arguments posed by Inman’s Is Woman's Defense.” This new aware- 
ness was not simply a product of wartime expediency which brought 
Communist attention to women and to Afmcan-Americans within the 
labour movement, but an indication that Old Left understandings of the 
relationship between race, class, and gender had begun to shift in 
response to the powerful cultural apparatus of Nazism. 


Just as it had in European Communust circles, the rise of Nazism led 
some Americans to reconsider the dangers of compromise with pop- 
ulism. In The Communist in 1939, for instance, Alexander Bittelman crit- 
icized the endorsement of Jeffersonian democracy on the American Left, 
comparing it to the compromise with populist Narodniks made by 
Russian Communists, describing how the alliance with racist agrarians 
had inhibited the building of alliances with abolitionists during the 
First International: ‘Jeffersonian democracy had its progressive role but 
has also hindered advancement of the American working class and us 
Marxism, especially during the crvil war’.4° 


During the war, black Communists, like Davidman, attacked Holly- 
wood’s ‘fascism’, describing producers and directors as ‘intolerable movie 
magnates who protest Nazism in Germany and insist on its tyranny 
against Negroes in America by continuing to portray them in the role of 
clowns and menials’.4’ Claudia Jones also drew on the arguments about 
nationalist culture in her essay criticizing Earl Browder, arguing that ‘it 
suffices but to mention the chauvinist ideology which still penetrates the 
core and culture of our national life rendering many people susceptible to 
infliction from this social disease’. 


During the war, the NNC’s accommodation with middle-class goals was 
clear; the group echoed the policies of the Roosevelt administration's 
Women’s Bureau and maintained a fairly conservative agenda for black 
women. Their goals were to organize black domestic workers, rather 
than to agitate for black women’s rights within clo unions. After the 
war, Thelma Dale finally came out to say that these unions had been ‘full 
of KKK spirit’.43 Despite wartime constraints, radical women in the NNC 
also seemed to place black women at the forefront of struggle at all times. 
Dorothy Funn acted in the umportant role of the group’s labour secretary, 
touring the country and making public statements against Senator 
Bilbo, while Bertha Wicker, a domestic worker, was a key speaker at 
Negro Freedom Rallies.4 
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The fight against fascism spread much further than the NNC during the 
war; even Elizabeth Gurley Flynn, whom Rosalyn Barandall described as 
something of an ‘Aunt Tom’ within the ald cp, became more fnendly to 
feminist analysis. Any oppression of women, or presentation of women as 
‘weak’ was fair game for accusations of Nazism in Flynn's wartime propa- 
ganda. For example, in her 1944 pamphlet, "Women Have a Date with 
Destiny’, Flynn described women’s rights struggles as an expression of 
direct opposition to Nazism: ‘Pearl Harbor widows build ships. Mothers of 
boys in Japanese prisons work in civil defence booths or Red Cross blood 
donor centres. A grandmother joins the wACs. Whistler’s mother with her 
folded hands is out of date. They are all like Mrs. Roosevelt, an American 
challenge to the Nazis “low ideology about women”.’ With this final con- 
demnation, Flynn was able to make women’s emancipation itself unto a 
valuable goal, because it was an ‘American challenge to the Nazis’, as sex- 
ism was defined as inherently undemocratic, and un-American, and che 
struggle against it essential to the preservation of democracy. 


In their 1941 article, ‘Women in the National Front Against Hitler’, 
Ella Reeve Bloor and Elizabeth Gurley Flynn described how the Nazis’ 
‘KKK’ philosophy served to ‘belictle women, to place them in an inferior 
position’, so that they could be ‘looked upon as breeding animals to pro- 
duce soldiers for the greater Reich’. Echoing Burdekin, Flynn and Bloor 
argued that Nazism was ‘a reactionary theory of women’s eternal inferior- 
ity and complete subordination to authority’ .* 


Women in Combat 


If American women provided one contrast to women under fascism, 
Soviet women, of course, provided an even better one. American 
Communist writers had always championed the women of the Soviet 
Union as models of emancipated womanhood, and during the war many 
articles described young women in armed combat as heroic models for 
others. Lrudmilla Pavlichencko, the Soviet ‘crack sniper’ who had reput- 
edly killed 300 Nazis, received particularly enthusiastic praise on the 
Daily Worker's Women’s Page, capturing the imaginations of readers and 
editors after her September tour with the Young Communist League in 
1942. Pavlichencko provided a different model from the more peaceful 
figures of Ella Reeve Bloor or the fashionable women who were the ideal 
readers of Diana Joy’s beauty columns which described how a ‘pretty face 
could save democracy’ .4° 


When Pavlichencko wrote about how she ‘mowed down Hitlerites like 
ripe grain, as drunk with blood as vodka’, or declaimed thar ‘the only 
feeling I have is the great satisfaction a hunter feels when he has killed a 
beast of prey or a poisonous snake’ she may have been speaking at cross- 
purposes to the more feminine appeals that appeared in the Das/y Worker, 
but her cour wowed, rather than lost audiences. Woody Guthrie wrote a 
song about her featuring the chorus ‘fell by your gun, love, fell by your 
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gun’, and Bebe Friedman dedicated a poem to the sniper who was, she 
wrote, a model of ‘women bred in liberty’. Pavlichencko made enough of 
a stir on her trip around the us that she was setinzed in George 
Kauffman’s play, Dawghgrrls.47 


Dick Floyd’s popular Dasly Worker cartoon about the anti-Nazi spy 
‘Pinky Rankin’ also celebrated women capable of violence. In one car- 
toon, while Pinky hid ın the closet, his assistant used her ‘feminine wiles’ 
to stab a Nazi officer in the back. Other ‘Pinky’ cartoons regularly fea- 
tured beautiful women spies exhibiting derring-do.*® 


Did these images appear merely for the ‘sake of the war’? The answer lies 
in the post-war representation of women militants in the Third World. 
Communists had also always organized ‘women for peace’whether dur- 
ing opposition to World War 1 or during the Hitler-Sralin pact, and they 
would do so again as soon as World War 0 ended and the Cold War 
began. Several women’s historians have noted that the maternalist 
rhetoric of these campaigns served to locate women only in traditional 
feminine roles.49 Despite the CP’s switch to organizing ‘women for 
peace’, the wartime images of women militants did not disappear 
entirely in the late 1940s and early 1950s. Intermixed with images of 
domestic women keeping their sons out of the fight, Communist women 
against the Korean war described women involved in the Red Army, the 
Korean armies, Spanish militia, and Chinese revolutionary struggles, 
creating heroic images of women in armed combat. 


It was Betty Millard, author of “Woman Against Myth’, who ultimately 
spearheaded the move to connect the post-war peace movement to 
women’s struggles against global imperialism. In her pamphlet, Women 
on Guard, she reached out to American readers to join ın solidarity with 
Korean, Vietnamese and South African women who fought in militant 
struggle against imperialism. Not simply organizing women for peace 
in the post-war years, she asked women to join in an international 
struggle against imperialism with a sisterhood that stretched across the 
globe. The beginning of the international women’s peace movement 
was very much a reflection of the Cold War conditions which later led to 
the New Left’s own version of “Third Worldism’. 


It was not then, simply the change from Browder to Foster that initiated 
the transformation of the role of gender and race in Communist analysis, 
but the larger transitions that affected American culture as a whole 
during World War m and the Cold War. Historians such as Daniel 
Horowitz, Nancy Gabin, Ellen DuBois, Gerald Zahavi and Amy 
Swerdlow all concentrate on the 1940s as a break 1n labour history, argu- 
ıng that the Left’s changing positions on women’s issues occurred largely 
as a result of the presence of women in unions and the labour movement 
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during the 1940s. As these authors show, this material change in the 
make-up of ‘labour’ itself had necessarily profound impact on the labour 
movement and the Old Left.>° This material change was accompanied by 
an aesthetic transformation, as the domestic image of ‘woman’ was chal- 
lenged by idealized portraits of female militants. These changes were 
also part of what made the ‘second wave’ of feminism possible. Horowitz 
and DuBois in perticular point out that at least three leading feminist 
thinkers of the 1960s, Gerda Lerner, Eleanor Flexner, and Betty Friedan, 
had ties with Old Left organizations. However, while the focus on 
women’s rights might have begun during the Second World War among 
women in unions, the need for wartime unity and the Left’s strategy of 
total accommodation with the federal government meant thar real con- 
flict over these issues could not emerge until after the war ended. Betty 
Maillard did not appear as a significant theoretician or leader within the 
CP's broad-based organizations until after both the Cold War and the left 
turn in the cpussé had begun. Neither the Women’s International 
Democratic Federation, nor the Congress of American Women were cre- 
ated until the war’s end. During the war, women were to help the gov- 
ernment and the war effort by working in factories and buying war 
bonds to show allegiance with Soviet Sisters. After the war, women were 
to march on Washington, write letters to senators, and organize clubs in 
opposition to the American government's foreign policy, joining in soli- 
darity with international women by protesting imperialism at home.>* 


Similarly, as the Cold War began, leftist women’s approach to domestic 
issues changed. When Communists began to argue that US culture was 
‘fascist’ they were planting the seed in fertile soil. The NNC’s opposition 
to the fascist groups within the us during the war had focused on the 
similarities between the KKK and the Gestapo. At the war’s end with the 
switch to the ‘five minutes to midnight’ line, southern Klan culture 
could be compared to the values of the United States as a whole, particu- 
larly since the notorious Senators Eastland and Bilbo occupied important 
seats in the senate. 


Immediately after the Foster faction came into power, Thelma Dale 
listed ‘the problem of domination of American life by poll-tax white 
supremacy doctrines of the South’, as a major issue for Communist orga- 
nizers, making the connection between America and the Ku Klux Klan 
that would later be associated with the ultra-leftists of the late 19605.%? 
These kinds of comments indicated the opposition to American nation- 
alism, indeed the ‘anti-AmernkKKanism’ that had been brewing under 
the surface of the Popular Front throughout the war. Even though the 
Party's official theory found the us at ‘five minutes to midnight’ in 
1951, the reference to American popular culture as ‘fascist’ had begun 
to appear even before the war had ended and became a constant refrain 
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Resisting the Return to the Home 


‘The same was true for the Party’s feminists. If Rosie the Riveter had made 
working women’s images popular, the nation’s post-war attempt to con- 
vert Rosie into Susie Home-maker garnered an immediate response from 
CIO and cP women. By 1945, both black and white women participated 
in the diatribes directed at this ‘fascist’ attempt to drive women out of fac- 
tory jobs at the end of the war. This post-war feminist analysis of recon- 
version sheds new light on ex-UEB member Betty Friedan’s focus on the 
post-war policy as an almost conspiratorial effort to get women back into 
the home through the use of propaganda despite her claim to disavow the 
‘conspiratorial theory of history’.>3 


Part of what made the Left’s attack on reconversion stronger than its initia- 
tives for working-women during the depression was the presence of black 
women 10 leadership positions within Popular Front organizations. These 
black women activists, who saw American culture as fascist, spent as much 
time discussing gender as discussing race. They reminded others in the 
Party that the cult of domesticity worked differently for them than it did 
for their white sisters on the assembly line. In a 1943 article in the NNC 
paper, The Congress View, Yvonne Gregory wrote in her piece, ‘Negro 
Women in Industry’ that the history of Negro women had ‘always been the 
story of working women’, and that the move into industrial labour was a 
major step up for African-American women trapped in a ghetto of domes- 
tic servitude.” The Daily Worker carried sumular, 1f blunter expressions of 
the same point. In one poem, ‘Madame’s Victory Blues’, a black domestic 
worker told her white mistress that she would see her (maybe) after the 
war: Tm going AWOL...For the duration housework can go to H___’.5 
For this woman, and for other black women the post-war push for domes- 
ticity meant a return, as Claudia Jones put it, to ‘someone else’s kitchen’ .5° 


During the war, the CPUSA’s compromises with the New Deal combined 
with the NCNW’s middle-class vision meant that black women in war 
factories often got little more than lip-service when it came to protesting 
the bad conditions they faced within wartime production factories where 
they were given the worst jobs, were the last to be hired, and were the 
worst paid members of the wartume work-force. The Party’s most impor- 
tant struggle for black women’s rights happened not as a result of the 
Popular Front, but during the party’s ultra-left ‘third period’ when 
Communists argued for the ‘Lundeen Bill’. According to Linda Gordon, 
this ‘omnibus welfare proposal’ which would have granted social security 
benefits to the African-American agricultural and domestic workers 
written out of the Social Security Act ın 1935 was written in the unem- 
ployed councils 1n 1931, and was the only one which could be said ‘to 
include blacks’ and to ‘take women’s needs serously’.>? It should seem 
no coincidence then that one of the most significant actions taken up by 


33 Friedan, The Femzasme Mystique, p 197. 

H Gregory, FBI file R2, Ceagress Vew, Apal 1943. 

53 Madame’s Victory Blues’, Sumdey Worker, 18 October 1942, p. 16 

3 Jones, Taternational Women’s Day’, Pelitxs! Affairs, March 1950. 

57 Linda Gordon, Pitid Bat Not Extutled: Single Mothers and the History of Welfare, Cam- 
bridge, Mass 1994, pp 236-8. 

82 


the post-war caw was the attempt to include domestic workers and agri- 
cultural workers in the Social Security Act, a move that probably 
emerged from the black women in leadership ın the caw.°® 


The post-war activism to retain black women’s jobs in industry lasted 
much longer than the immediate period of reconversion and stimulated 
feminist analysis for many. Elizabeth Lawson, a long-time CP member ın 
the Harlem branch, was another of the CP’s ‘new women’, who appar- 
ently rubbed Elizabeth Gurley Flynn the wrong way. Lawson argued for 
the superiority of the life of the career woman over the housewife, which 
annoyed Flynn because her life as a ‘career type’ was not ‘conducive to 
understanding a typical wife and mother who exyoys her life’.39 This har- 
ried career woman whom Flynn described in her personal letters as some- 
one who didn’t dress well or keep her own house, did not demand that 
women all go out to work, bur did write consistent articles on workplace 
reconversion that appeared on the Das/y Worker's women’s page during 
the 19403 and 1950s. She criticized that image of domestucity which the 
CP's old-guard women stood by as a means of access to the stereotypical 
image of the ‘working-class housew1fe’. 


Women’s Right to Work 


The ‘right to work’ is a basic demand for the liberation of women’, 
Lawson wrote in 1956, and explained of reconversion cuts of daycare 
centres that 


the theory behind all this rigging is that women’s place is in the 
home, and that only under the most extreme need must she work. 
This puts a damper on the efforts of women to use their abilities; it 
harms the efforts of women and men also to raise their wages; it 
hurts the struggle for equal pay and the struggles of unions to pro- 
mote women for skilled jobs.© 


In the climate of these critiques of the myth of domesticity which cut 
women out of the jobs and advancement, the Party's decision, under 
William Foster, that the US was subject to imminent fascist take-over 
allowed critics to make increasingly strident comments about the ‘fascist 
triple K’ in American popular culture. 


While the epithet of fascism was most notorious in the description of 
‘Hiclerite’ McCarthyites and others in the government, and led to an 
underground party structure that was incredibly destructive to the 
Communist Left, it also gave an official sanction to women’s theories 
about gender, sexuality and power within families to appear ın Comm- 
unist publications. As soon as the ‘five-minutes-to-midnight’ was dec- 
lared, Communist women identified the mass media and the Federal 
government as co-conspirators in a fascist plot to drive women out of 
industry, making points strikingly similar to those made later by Betty 
Friedan in her book The Feminine Mystique. 
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In official theoretical circles, these issues appeared through the work of 
Betty Millard and Claudia Jones, whose friendship with Elizabeth 
Gurley Flynn may have influenced the more reluctant feminist to take 
a stronger stand on an issue about which she had often displayed 
ambivalence. Despite their earlier reluctance, Jones and Flynn wrote 
articles for the party's journal Political Affarrs in which they referred to 
women’s magazines, Hollywood films, federal policies and popular 
psychology as signs of impending fascism. ‘“Women’s place is ın the 
home” ıs a false Hitlerite slogan’, wrote Jones ın 1948, ‘at the heart of 
its ideological campaign the slogan seeks to obscure women’s advances 
during the war and inequalities in the Us. No sooner was the war ended 
than a drive was made to send women back to the kitchen.’** Both 
Flynn and Jones condemned the pop psychology of the time, Flyan 
referring to its castigation of independent women, and Jones condemn- 
ing the way that Charm magazine ‘brazenly offered women the fascist 
triple-K.’@ 


The principal article on the transformation of gender theory within the 
CP, written by an unknown group of women in 1948, and published 
under William Z. Foster’s name, indicated that the Party needed to 
go beyond an analysis of the ‘economic’ base of women’s oppression, 
in order to see the ‘cultural and ideological’ forces at work.® The article 
noted the reactionary efforts to make ‘biological claims about women’ ° 
which the authors compared to biological theories about race and 


economics. 


Echoing articles by the party's ‘new women’, the article also compared 
reactionary works such as Modern Woman: The Lost Sex and women’s mag- 
azines to fascist ideology. Although the article did not see sexism or 
racism as material oppressions, but rather as ideological ones, it did 
point out that ideological struggles against racism and sexism were nec- 
essary and would not simply be achieved as by-products of sociaksm. 
The article claimed: 


Obviously our party could not make any serious headway on the 

Negro question if it limited itself simply to economic, political and 

social demands and failed to carry on an ideological struggle against 

white chauvinism... We tend in analysis co reduce women’s status 

in society simply to a question of economics and politics and we 
. largely ignore its other aspects, anthropological, biological etc. 


The authors finally declared that the Party's interpretation of the sources 
of women’s oppression should be re-evaluated as part of a total revision of 
its policy on the woman question, citing ‘three major shortcomings: 
underestimation of the need to struggle against notions of male superior- 


é! Jones, For New Approaches’, p. 739. 

& Jones and Flyno on International Women's Day, Poltwcal Affairs, March 1950 

& Poster, ‘On Improving the Party's Work Among Women’, Peldsal Affairs, November 
1948, p. 987-8. Again, see Kathleen Weigand, Veagaerds of Women's Liberation, for a dis- 
cussion of the ongins of this article Weigand’s careful tracing of this article back to the 
1948 letter from the women’s commussion research group suggests that Betty Millard was 
the surbor. 

%4 Ferdinand Lundberg, Madera Woman: The Last Sex, New York 1947 


84 


ity, reticence in questions about sex, and inability to discuss other 
aspects of the woman questiort from a scientific standpoint." 


Women’s Oppression Beyond Capitalism 


The last major theoretical work on the ‘woman question’ during the 
‘post-Browder’ revision was published in 1953 by Dorie Wilkerson and 
Irene Epstein of the Jefferson School for Social Science. The pamphlet, 
entitled, Qxestions and Answers on the Woman Question described both the 
advantages and disadvantages of the ‘special exploitation’ of women 
under capitalism. Indicating a high degree of influence from Claudia 
Jones’s work, the pamphlet also dealt with the ‘triple oppression’ of 
Negro women. It specifically included elements of women’s oppression 
that were not directly linked to capitalism, referring to women’s ‘rele- 
gation to a subordinate role in economic, political, social and cultural 
life of the community’. Wilkerson and Epstein also continued the dis- 
cussion begun during the war of ‘common manifestations of male 
supremacy in the progressive movement’, criticizing men for the sexist 
treatment of their wives through the neglect of household chores and 
child-care responsibilities, all of which prefigured critiques that sec- 
ond wave feminists like Dixler and Baxandall would make of the Old 
Left. 


These accusations of male supremacy and male chauvinism within the 
progressive movement came into conflict with international Commun- 
ism’s long-standing opposition to organized feminist groups and femi- 
nist attacks on men’s behaviour towards comrades and family members. 
As Amy Swerdlow notes, the very creation of the Women’s International 
Democratic Federation and the caw in the mid 1940s indicated a sub- 
stantial change in the way that left women organized; it was che first 
organization made up entirely of women that the cpusA had ever spon- 
sored or endorsed, and one that threw Communist women into coalition 


with the daughters of suffragettes. 


As a result, in the early 1950s, the Party’s criticisms of ‘feminism’ as a 
bourgeois phenomenon sounded hollow. While the Jefferson School pam- 
phlet disputed the bourgeois view that ‘men’ were the cause of women’s 
oppression, and debated the liberal feminist programme of formal equal- 
ity for women under capitalism, members of the UE discussed whether or 
not a white man in their group should be expelled because of his ‘sexual 
exploitation’ of a black woman in the union. Not the admonition 
against a battle of the sexes, but Claudia Jones’s statement that progres- 
sives should be involved in ‘fighting to squeeze out every concession right 
here under capitalism relative to fighting women’s numerous disabilities 
` and inequalities in the home, on the job and ın the community’ seemed to 
be the de facto position on gender in the McCarthy era cP. 
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While these elements of gender analysis are important, Jones and other 
left-feminists in the cP worked hard to continue to make arguments 
about race and class. Those in the caw recalled Jones as an ‘ideologue’ 
who was installed in leadership by the cp to push its own line. According 
to two members of the caw, this pressure from Jones was an element that 
led to the fracturing of the group. Magill, who had found Jones ‘weird’ 
and a proponent of ‘reverse chauvinism’ said, ‘we were done-in first by 
McCarthyism and second by the Party constantly giving us hell for not 
organizing working-class women’. Millard recalled how Jones had 
attacked the New York caw local for racism, and argued that Jones had 
misunderstood her work, ‘Women Against Myth’ to which Jones’s essay 
‘An End to the Neglect of the Problems of Negro Women’ was a 
response.” 


Such comments from Caw veterans indicate that the struggles between 
white and black women began early on ın the development of second- 
waye feminism and within the ranks of the Old Left itself. In his article 
on the career of Betty Friedan from the UE to the National Organization 
of Women, Daniel Horowitz notes thar Gerda Lerner was critical of 
Betty Friedan’s book The Feminrne Mystique for its failure to deal with the 
issues affecting black women. She wrote that, while she thought Fried- 
an’s book was ‘splendid’, she also felt that her approach to the ‘problems 
of middle class, college educated women’ repeated one of the errors of the 
suffrage movement and failed to address the problems of ‘working 
women, especially Negro women’.’* As Lerner commented at the time, 
it seems that the transfer of labour-feminism through Fnedan into the 
mainstream of the American media was facilitated by the dropping of 
some of the more radical anti-racist and left-feminist positions which 
had appeared in the Communist press in earlier years, a change which led 
to the connection of second-wave feminism with suffrage struggles 
rather than with the history of the American Left. 


Magill and Millard’s comments about Jones suggest that they felt her 
attempts to remind caw women of working-class and race issues had 
been caustic and counter-productive, and here they echo other ex- 
Communists in their views of the Fosterite critique of white chauvinism. 
Whether or not these critiques were harsh or unfair is now difficult to 
know, but it seems significant that Jones had did not hold out white 
women as symbols of evil and never rejected claims about the importance 
of gender. In addition, the criticisms of nameless white women that 
appear in Jones’s essay, ‘An End to the Neglect of the Problems of Negro 
Women’, describe several specific racist incidents, such as the request for 
maid service referrals from black women activists, and the condescension 
towards black women activists who were treated as if they were new to 
political struggle. Arguing that the “Negro question is prior to and not 
equal to the woman question’, and that all white women must first 
engage in anti-racist politics in order to achieve true equality, Jones did 
not simply argue for the addition of black women into CP politics and 
theory, but always saw gender in the context of race. 
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The Middle-Class Paradigm of Womanhood 


Jones continually argued against the representation of ‘woman’ as 
white and middle-class that appeared ın the nation’s women’s maga- 
zines. The image of that woman as domestic and pampered perpetrated 
a battle of the sexes, Jones wrote in 1949, because it excluded black 
and working-class women. Jones’s view that the magazines promoted 
the ‘bartle of the sexes’ suggests thar she blamed such representations 
of women in the capitalist press for the character of bourgeois femi- 
nism, which Communists had attacked for its ‘bactle-of-the-sexes’ 
approach. It was the culture at large, she seemed to argue, not simply 
bourgeois women, who were at fault for the exclusionary conception of 
“woman’.’? 


The magazines were thus criticized for telling the white woman to ‘con- 
form to her inferior role’, but they were equally culpeble because they 
told white middle-class women that they were all that ‘woman’ was. In 
this way, Jones’s critiques of the post-war media’s cult of domesticity, 
like earlier and later forms of black feminism, explained how the ideal- 
ized image of ‘woman’ was used to exclude black women and working- 
class women. The ideals of domesticity were not only hollow for 
middle-class women, but as Daily Worker author Leila Haber put it, 
ignored the ‘real life hardships of women in constant struggle to make 
ends meet’.” In the late 1940s, Jones advocated plans of action to 
achieve anti-racist feminism among white women. First she urged 
white women to support Rosa Lee Ingraham, a woman whose legal 
defence was being handled by the NAAcP.’4 Her second demand was for 
the obliteration of what she referred to as the ‘madame-maid’ relation- 
ship between white and black women within the Communist Party and 
‘progressive community’. 


While these commentaries and suggestions for bourgeois women might 
sound like the Party’s usual appeals to working-class women and black 
women along class and race lines alone, Claudia Jones also wrote several 
analyses that suggested that she was an independent feminist theorist. 
She developed the beginnings of a theory of the feminization of poverty, 
which complicated and reversed much traditional American Comm- 
unist understandings about class. In her international Women’s Day 
article, she described how the prejudice against women in employment 
was leading to the ‘burden of crisis’ being placed on women’s backs, as 
women heads of household increased.7> She further argued that there 
were gendered motivations behind state policy decisions about welfare 
and child-care, refusing to be bound by class reductionism. She 
described the Government's cuts in wartime social programmes that 
had helped women workers, such as wartime nurseries and children’s 
welfare programmes as a sign of the growing movement towards fascism 
in the United States, and claimed that the war against women’s freedom 
was essential to Cold War ideology. 
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Class, Gender and Race Analysis 


She also argued that the removal of social services was a way of reprivatiz~ 
ing child-care in the sphere of the home, making it more difficult for 
women to work. This feminist interpretation contrasted with more class- 
based analyses of wartime reconversion that were prevalent in the Party at 
the time. Jones’s colleague, Abe Kahn, remarked on the cuts in social 
spending as enabling Cold War military expenditures, but Jones went 
outside of this discourse to show that this economic change was also 
based on incipient fascism in America. The cutting of social pro- 
grammes, she wrote, was a manifestation of the ‘fascist triple K’. In her 
articles, Jones merged analysis of gender and race to articulate black fem- 
inist analysis that had also not appeared in official Party writing before. 
In ber essay, ‘An End to the Neglect of the Problems of Negro Women’, 
Jones gave a brief history of black women in slavery, touching on 
women’s role in the slave family and the role of rape in the lives of slave 
women. Jones did not only criticize white slave masters, but also attacked 
the black church because, she wrote it ‘confirms male authority’ .” 


Jones also promoted the publication of articles by other black women. 
Under her leadership, black women whose voices had not been audible in 
the CPUSA became more so. While Jones and Peggy Dennis edited the 
women’s page, Maude White Karz (a long-time West Indian cP mem- 
ber) and others became more frequent contributors than they had been 
before, and articles describing black women’s struggles against white 
rapists appeared in the Party's papers in stories about Recy Taylor and 
Rosa Lee Ingraham. 


Jones, Millard, Dale and others did not create, but came out of a growing 
sense of feminist consciousness within the Old Left. A deluge of women’s 
letters appeared in double columns on the Dasly Worker's women’s page 
when it was reborn under Jones’s and Peggy Dennis's editonal guidance. 
These two replaced the page’s standard articles on cooking and fashion 
with more political news and commentary, enlarged the letters from 
readers section and solicited ‘stones of battles waged and won’ from 
women readers, replacing stories about Soviet women with representa- 
tions of heroic black women. While Peggy Dennis recalls that some 
women were angry that their concerns were still segregated to a separate 
page in the Party's newspaper, others ‘expressed pride in the new page 
which treats us as politically minded’.7” . 


Letters to the editor from Daily Worker readers 1n the 1950s appealed to 
women who were concerned with their own problems in society, evi- 
dence that cP women were finally moving away from activism solely 
directed at helping others. “We women have a special problem which we 
cannot solve by underestimating ourselves, but by joining the fight of all 
oppressed people from whom we are a part of’, one letter writer pro- 
claimed to her sister-readers of the women’s page.” 


7 Jones, ‘An End to che Neglect of the Problems of Negro Women’ pp 55-6. 
T! Peggy Dennis, Astebiography of an American Commanist A Persenal View of a Political Life 
1925-1975, Berkeley 1977, p 191. 
Sunday Worker, 15 March 1953 
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By late 1955, local groups of women were clearly discussing the issues of 
male chauvinism, as one group of disgruntled women members of a local 
Communist Party club indicated in their twenty-six-page letter to the 
Party's national education director, Betty Gannett. Entitled ‘Some 
Thoughts on the Woman Question’, the paper demanded more action and 
less talk about women’s issues, greater representation of women -in 
Communist leadership, greater attention to women in industry, more 
action to combat personal problems between men and women within pro- 
gressive families, and a ‘concrete theory to keep women from being 
sucked ın by bourgeois idealization of motherhood’.79 This report, and 
the question marks and exclamation points that Gannett later scratched 
into its margins exemplify the complex nature of life within the 
Communist Party. Despite the fact that feminism was on the rise within 
the Party's rank-and-file women and within progressive ‘front groups’ 
like the caw, the leadership was still resistant to criticism. These women, 
though Communists, were critical of the leadership, and struggled for 
their own feminist views to be heard. They were, on the one hand ‘split- 
ters’, or ‘factionalists’ whose letter was left in a file and never answered, 

but they were also part ofa growing minority of women expressing clearly 
feminist views inside the Old Left. As many scholars have noted, while 
the major institutions of the Old Left often provided a way for women to 
talk about sexism, they rarely nurtured practical forms of anti-sexist 
activism, or, as one member of the United Electrical Workers put it, ‘It 
was very easy to go home and call your husband a male chauvinist but it 
didn’t work out’.®° 


The pluralist energy of the fight against fascism during the Popular 
Front was accompanied by a promotion of American culture and values 
as one that was fascism’s opposite, a practice that was often facilitated by 
the wholesale rewriting of American history to transform figures such as 
Thomas Jefferson and Abraham Lincoln into paragons of anti-racist lead- 
ership. During the Cold War, the hypocrisies of the American Army's 
alleged support of anti-racism became increasingly clear, and Comm- 
unists soon found themselves betrayed by the very New-Dealers they had 
put their faith in when McCarthyism targeted them as a ‘Red menace’. It 
is not surprising that the Old Left turned the opposition of democracy 
and fascism around on the US, appropriating the name democracy for 
something entirely outside national identity. Just as anti~Communists 
easily collapsed fascism and Communism in a battle between ‘American- 
ism’ and ‘totalitarianism’, leftist activists in America, both in the New 
Left and the Old, stopped seeking to redecorate American history and 
bourgeois democracy during the Cold War and began uncovering the 
hidden similarities between American nationalism and German fascism. 


One of the most significant of these similarities was the image of women 
rooted in ‘Kinder, Kitche, Kirche’, the domestic ideology that Communist 
women attacked not simply on the basis of gender, but on the basis of 
race and class as well. This cultural critique which attacked mainstream 


P Anon, ‘Some New Thoughts on the Woman Question’, pp. 2-3, in Betty Gannett 


Papers. 
Interview with Elune Perry by Roch Prago, 26 March 1979, in Orsi Histery of the 
Amerscas Laft, Tarominent-Wagner Archives, NYU 
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culture in uncompromising ways, while strident at tumes, showed thar 
politics based on gender actually grew out of and with analysis of race 
and nationalism, uniting the discourses of black and white women, even 
as the two groups of women understood their own politics differently 
and came into conflict within the cpusA. This form of feminism was 
bora of the same cultural sensibility that ultimately shaped rhe second 
wave of feminism. It challenged patriarchy, not on the basis of equal pay 
for equal work, not on the basis of women’s moral superiority, not with 
the concept of women as a class, but by identifying and attacking the 
idealized image of the essential ‘woman’ in American popular culture 
and replacing her with new models of women’s agency and liberation. It 
is upon this history of feminism that opposed the idealized image of 
‘woman’ that white and black feminists can work together to rebuild a 
feminist movement today. 
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Gilbert Achcar _ 


The Strategic Triad: 
The United States, 
Russia and China 


The official end of the Cold War, marked by the growing incapacity and then 
the collapse of the Soviet Union, inevitably meant a reduction of US military 
expenditure. This had long been regarded as essential from a strictly economic 
point of view: the extraordinary prodigality of the Reagan years, with a mili- 
tary budget that at its peak in 1985—after adjustment for inflation—beat all 
post-1945 records, including those during the Korean and Vietnam wars, had 
been a major contributing factor to an enormous budget deficit, inflating an 
astronomical and ever-increasing public debt.* 


The return of the us to the status of debtor nation in 1985—for the first time 
since the First World War—was one major result of this out-and-out fuite en 
avant, whose apparent economic irrationality was explained by a political 
objective that looked more like an adventurous gamble than a rational calcula- 
tion. Against all expectations, however, the bet was won: with hindsight, the 
expenditure of the Reagan era resembles a final sprint in the arms race, one that 
brought about the collapse of an exhausted competitor. 
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Since 1990-91, despite the recession and the Gulf War—the latter, it is 
true, providing a profitable way of liquidating some of the surplus or 
obsolescent Cold War weaponry—the Bush administration announced 
the objective for 1995 of a Base Force reduced by 25 per cent from the 
level of the late 1980s. This first downward revision was accentuated 
under the Clinton presidency by a further reduction of forces and expen- 
diture, following the Bottom-Up Review (BUR) carried out in 1993 by 
Defense Secretary Les Aspin, aided by his depury and future successor 
William Perry. The BUR—conceived, as its name suggests, as a top-to- 
bottom revision of Us military strategy and programming at the ‘unipo- 
lar moment’ that succeeded the defunct ‘bipolarity’ —-was based on a 
theoretically radical renewal of American grand strategy.” 


1. Official and Implicit Postulates 
of the American Defence Budget 


The ultimate scenario of the Cold War implied a state of preparedness 
enabling the US to wage simultaneously a limited regional war and two- 
wars-in-one against the USSR (a major conventional war and a nuclear 
war); this would supposedly dissuade Moscow from trying to profit 
from Us involvement ın a regional war (like Korea or Vietnam), or even 
a bigger conflict with China. For this idea of a ‘major (world) war and a 
half’, the BUR substituted the scenario of two simultaneous ‘major 
regional conflicts’ or MRCs (limited wars or ‘half-wars’ in Cold War ter- 
minology), supposedly raking account of the new element introduced 
by the absence of a ‘global peer competitor’ (or rival power of equivalent 
military weight) and at the same time dissuading any potential regional 
adversary from trying to take advantage of an American conflict with 
another, similar-sized regional enemy. The two sample adversaries 
named in the BUR, like cut-out figures on a shooting range, were Iraq 
and North Korea. The American armed forces were supposed to hold 
themselves in readiness to fight these two states at the same time. In 
addition, to allow for the rapidly changing nature of international rela- 
tions, the principle of a quadrennial review of military programming— 
corresponding, in fact, with each new presidential mandate—was 
adopted by Congress. 


The new arrangement envisaged a Target Force for 1997 that would be 
smaller than the 1995 Base Force. The objective was broadly achieved 
with a 1997 Department of Defense (DoD) budget of $250 billion, plus 
the defence expenditure undertaken by other agencies—for example, the 
Department of Energy’s contribution to nuclear armament—emounting 
at present to about $ro billion. The (five-yearly) Future Years’ Defense 
Program covering 1998-2002 envisages keeping defence spending at 
this level in terms of constant value until the year 2000, after which 


This article bas benefitted from criticism and commence from members of the CIRPES 
(EHESS Paris), especially its director Alain Joxe, and Maurice Ronai, and I extend my grat- 
itude to all of them. It goes without saying however thar the views expressed herein are 
entirely my own responsibility 

2 The expression comes from Charles Krauthammer, The Unipolar Moment’, in G. Allison 
and G E Trevertoa, eds., Rethrakeng Amsersca’s Secersty: Beyond Cold War te New World Order, 
New York 1992 
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there should be a very slight real annual increase of about 0.5 per cent 
until 2002——-when it should reach $288 billion at current values. 


This budgetary programming was not questioned by the Quadrennial 
Defense Review (QDR) announced by the Secretary of Defense, William 
Cohen, in May 1997. The QDR continues subscribing to the BUR sce- 
nario of two MRCs (renamed Major Theater Wars), while ‘placing greater 
emphasis on the continuing need to maintain continuous overseas pres- 
ence to shape the international environment and to be better able to 
respond to a variety of smaller-scale contingencies and asymmetric 
threats’ .3 


Otherwise the QDR is based on the modernization plan for the armed 
forces, Joint Vision 2010, centred on the use of new technologies whose 
implications have given birth to the somewhat pompous title Revolution 
in Military Affairs (RMA).^ As the administration has chosen to subject 
military spending to the constraints of the total reabsorption of the 
American budget deficit—contrary to the wishes of many Republicans 
in Congress, who would like a smaller reduction in military spending at 
the cost of social spending—the QDR envisages a major redefinition of 
priorities accompanied by a redirecting of military expenditure, to 
achieve the supreme objective of modernization. 


Against this background, the choice of a Republican for the post of 
Defense Secretary in 1997 was a skilful move by the Clinton administra- 
tion. William Cohen was given the difficult task of making Congress 
swallow the bitter pill of new base closures in the us along with other 
reductions and cancellations of orders, deemed necessary to find the extra 
$15 billion thar the DoD proposes to spend annually on the moderniza- 
tion of the armed forces. That expenditure should bring the armed forces 
procurement budget to $60 billion a year after the year 2000. The con- 
tradictory requirements posed by a strictly limited budgetary envelope 
combined with the techno-strategic ‘revolution’ imply some difficult 
choices, with the qualitative needing to be strongly favoured over the 
quantitative while still coming under the heading of ‘grand strategy’ in 
the order of the day.’ 


Options for Modernization 


The basic options allowing for both the indicated parameters have been 
well summarized in the 1997 Strategic Assessment, a particularly enlight- 
ening document from the Institute for National Strategic Studies (INss) 


3 Department of Defense, Report on the Quadreanial Defoass Revene, Washington 1997, pub- 
lished on the World Wide Web (www) 

4 See Ls dibat strathgigue ambrxain 1995-96, Cabser d Etudes Stratégiquas, 20, CIRPES (GSD, 
EHESS) Paris 1997 

>For the technical arguments inevitably mused by the administrarion’s choices, see 
(among others): Zalmay Khalilrsd and Devid Ochmanek, ‘Rethinking us Defence 
Planning’, Sarvin] (1088, London), vol. 39, no. 1, Spang 1997; D.S. Zakheim, Tough 
Choices: Toward a True Serategic Review’, The Nationa! Interest (Washington), no 47, 
Spring 1997; WE. Odom, “Transforming the Military’, Fereg Affetrs, vol. 76, no. 4, 
July-August 1997, and replies to this article ın the November-December issue (vol. 76, 
no. 6) of the same journal 
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that predates the publication of the Qpr.® It identifies three possible 
‘Force Structure Options’: 


e The ‘Recapitalization Force Model’; modernization of the exsting 
armed forces by slow degrees. This conservative option is easy to 
manage but could ‘miss the opportunity provided by the present lack 
of a global peer to experiment with information technologies’. 


e The ‘Accelerated RMA Force Model’, aiming to ‘accelerate the inte- 
gration of system-of-systems technologies’ while adapting to steep 
quantitative reductions in the armed forces. This ‘revolutionary’ 
option has the advantages of being cheaper and more futurist, but the 
implied violent break of continuity produces an area of vulnerability, 
being just as liable to disoment friends as enemies. 


e The ‘Full Spectrum Force Model’, combining the maintenance of all 
existing effective forces with the slow and prudent integration of the 
RMA in such a way as to avoid all disorganizing side-effects. It is the 
costliest model but also the ‘most consistent with the challenge of the 
emerging strategic environment’. 


The last of these options is the one favoured by the QDR, which also refers 
several times to the formula of a range of forces designed to deal with the 
full range of possible problems (‘Full Spectrum of Crises, Full Spectrum 
Force’). Under the heading “Where we are going?’ in his preface to the 
report, William Cohen defines three possible options, identical to those 
in the 1997 Strategic Assessment, then rejects the conservative and futurist 
options to settle on the middle way, the one thar ‘retains sufficient force 
structure to sustain American global leadership’ while also moving 
towards the RMA at a reasonable speed.’ 


As the report is meant to be ‘fiscally responsible’, it announces that the 
inevitable curs in the armed forces will affect the ‘tail’ (logistics and 
support) rather chan the ‘tooth’ (fighting force), and promises to make 
the best possible use of the reduction in the cost of military equipment 
brought about by another ‘revolution’, the ‘Revolution in Business 
Affairs’ (RBA), which includes measures to rationalize procurement 
procedures, restructure military industries, bring competitive liberaliza- 
tion to the defence market and import more technologies from the civil 
sector.® 


This military option, whose financial limits have been determined by 
budgetary constraint and which ıs officially based on the BUR scenario of 
two simultaneous MRCs, is expressed by the Clinton administration— 
hardly suspected a priori of having militaristic leanings—n an annual 


S National Defense University (NDU), 1997 Strate Assesment: Flashpernts and Force 
Structure, INSS, Washington 1997 (www) 

7 William Cohen, Ths Secretary's Message, in Department of Defense, Report om the QDR. 

8 The last few years have seen the Pentagon more ‘revolunonary’ than ever before. One rea- 
son for this inflation of che word ‘revolution’ us the boak by Kenneth Adelman (former 
directoc of the ACDA in the Reagan era) and Norman Augustine (then CEO of Martin 
Marietta, later CEO of Lockheed Martin), The Defense Revelation. Strategy for the Brows New 
World, San Francisco 1990. 
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Table 1: US Defence Spending, 1953—1997 
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national defence budget totalling approximately $260 billion (at 1997 
value) from now until the beginning of the next century. 


However, to indicate that America really has ‘responded to the vast 
global changes’—the end of the Cold War and the ‘peace dividend’ it was 
supposed to produce—William Cohen’s preface to the report on the QDR 
explains that the DoD budget has decreased from $400 million (at 1997 
values) and 7 per cent of GDP in 1985, to $250 million and 3.2 per cent 
of GDP in 1997. This radical drop suggests that the us has really turned 
the page of the Cold War. But the reality is that the choice of annual fig- 
ures which support this deduction is of somewhat tendentious nature. 


The Defense Secretary refers specifically to 1985 which, far from being a 
year typical of the period 1950-91 (from the Korean rearmament, already 
announced in NSC-68, to the disintegration of the USSR), actually came at 
the peak of the extraordinary expenditure of the Reagan era. If we com- 
pare the 1997 figure with those for the whole period (see Table 1), a very 
different conclusion emerges: defence spending for 1997, which the 
administration wants to maintain at the same level in terms of constant 
value until the end of its mandate in the year 2000, is higher than ın most 
of the Cold War years before 1980—the year in which it rose steeply in 
reaction to the Soviet invasion of Afghanistan——presaging the runaway 
growth under Reagan. Over the previous three decades this level had only 
been exceeded at the height of the Korean and Vietnam wars, when the 
costs of a large-scale regional war were added to those of maintaining a 
posture of global deterrence against the Warsaw Pact and China. 


The $260 billion of current military spending represents more than 
85 per cent of the average annual military expenditure of $304 billion 
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(at 1997 values) for the 1948-91 period.® So President Clinton’s 
‘centrist’ administration’® is really seeking to stabilize military ex- 
penditure until the beginning of the next century at what amounts 
to a Cold War level. Running adjustments to defence spending since 
1991 have been much more like internal adjustments during the 
Cold War period (in moments of ‘détente’ following phases of high 
tension) than the steep fall that immediately followed the Second 
World War. It is true that American defence spending fell by 27.6 
per cent between 1985 and 1996, compared to 18.4 per cent between 
1953 and 1955, and 16.3 per cent between 1970 and 1975. But, as we 
have seen, 1985 spending had reached an altogether extraordinary 
level, 25.2 per cent higher than in 1970 and 36.6 per cent higher than 
in 1953. 


It is also true that comparisons at constant values do not integrally allow 
for what Adelman and Augustine call ‘techflation’."’ The growing tech- 
nological sophistication of military equipment means that its unit costs 
increase more rapidly than the general level of inflation. The difference, 
according to the two authors, ranges from about 2.5 per cent for tanks 
and ships to about 10.5 per cent for planes. They calculate that the aver- 
age difference for the whole defence sector is of the order of 3.4 per cent. 
“Techflation’ explains the established fact that a zero-growth defence 
budget in real dollars does not correspond to a static level of armed readi- 
ness, but implies an annual quantitative reduction so long as the equip- 
ment is kept up to date. 


It is no less true, however, that the quantitative reduction due to ‘techfla- 
tion’ is largely counterbalanced by the formidable qualitative leap in the 
destructiveness (the term ‘productivity’ being grotesque in this context) 
of modern weapons in the information-technology era, a leap that Adel- 
man and Augustine also describe very well.?? To illustrate it, they relate 
one of the earliest uses of ‘smart’ bombs, during the Vietnam War. 
American aviation had flown 873 sorties, dropped 2,000 tons of conven- 
tional bombs and lost eleven aircraft in the attempt to destroy the Thanh 
Hoa bridge in North Vietnam, without hitting a single span. When 
laser-guided bombs were used, the bridge was demolished in a single 
raid by eight aircraft, without losses. 


The authors add, however, that the first ‘smart bombs’ were not all that 

smart and prohibitively expensive, unlike the true ‘fire and forget’ tar- 
get-seeking weapons now available. This hardware, the so-called ‘sec- 
ond generation’—as opposed to the first generation used in Iraq in 
1991—combined with stealth technology for air dominance, satellite 
battlefield surveillance and computerized logistics organization, are 
the key elements in the predominance of American forces (‘Force 
Dominance’) according to the chief overseer of the QDR, William Perry, 


9 See ‘1998 Military Spending- Behind the Numbers’, The Defense Measter (Washington), 
vol. xxvi, no. 3, June 1997. 

10 See J.G. Mason, ‘La République du centre: intérêts exténieurs et coalitions intérieures’, 
in Le débat stratigiqn cméricaix. 

n Adelman and Augustine, The Defense Revlatven, PP- 90-99 

** Ibid., pp. 45-76. 
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writing in 1996 as Defense Secretary.” These elements, along with the 
professionalization of the army, form the kernel of the ‘offset strategy’ 
with which the United States sought to ‘compensate’ for the greater 
numbers of the Soviet forces. 


Perry added: ‘Precision-guided munitions will also indirectly affect 
logistics because ratios of one or two shots per kill (instead of dozens or 
hundreds) mean that old estimates of weapons supplies go out of the 
window. If a target can be hit on the first few shots, the military can 
achieve huge savings in costs and manpower, since there 1s little need to 
build, store, transport and guard massive supplies of weapons.’ 


A Poor Peace Dividend 


So why is the ‘peace dividend’ so meagre? And in what respect does the 
American military budget take account of the end of the Cold War? 
Only one of the arguments seems incontestable: reference to the size of 
military expenditure ın relation to the rest of the national economy. The 
military share is considerably smaller in percentage terms in 1997 than 
the proportion it represented in the Cold War years, when it almost 
never fell below 5 per cent of GDP; according to the administration’s fore- 
casts it should fall to the equivalent of 2.8 per cent of GDP ın 2001-02 
(less than the present shares of GDP of French and British military spend- 
ing), with the United States drawing further and further away from the 
‘permanent war economy’ that characterized it during the Cold War.*5 


But if the destructiveness of the weapons largely compensates for ‘techfle- 
tion’, and since the American GDP is by far the biggest in the world, then 
it follows that there is no point in measuring the strategic significance of 
the American defence budget in terms of the proportion of GDP ıt repre- 
sents. The only valid criterion, ın all logic, is the size of the budget in 
comparison with the military spending of states that are actually or 
potentially competitors or adversaries of the us.'® And the conclusions 
that emerge from this comparison are more edifying than those emerging 
from the absolute scale of the spending and its qualitative concent. 


Even if we go along with William Cohen this time and take 1985 as the 
year of reference, it is to be noted that according to uss figures us defence 
expenditure in that year was only 7 per cent more than Soviet expendi- 
ture.'7 Since the collapse of the Soviet empire, American defence spend- 
ing is equal—even slightly superior since 1996—to the combined 


"3 William Perry, “Defense in an Age of Hope’, Feresge Affarrs, vol 75,10 6, November- 

December 1996. 

“4 Ibid , p 78. Khaliulzad and Ochmanek go even further than the ex-Defense Secretary. 

Giving the example of target-seeking anu-tank weapons—so-called ‘brilliant’ weapons... 

no doube ‘genus’ ones are on the way—that hit several targets with one firing, they assert 

that rt 18 now possible to chink in terms of ‘kills per sortie’ rather than ‘sorties per kill’. 
us Defence Planning’, p. 60 

Asa New York Times editorial, quoted in the Ixtarmatsomal Herald Triban of 2 May 1997, put 

it ‘Pentagon spending 1s not the flywheel of prospenty ın a $7 tnllion national economy’. 

16 This common-sense reasoning appears in Thomas Hobbes's Leviathan “The Multitude 

sufficient to confide in for our Security, is not devermuned by any certain number, but by 

comparison with the Enemy we fesre .” London 1985, p. 224. 

"7 See 188, The Milstery Balance 1997/98, London 1997 
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spending of the six-other countries with the biggest military budgets in 
the world: Russia, Japan, France, Germany, the United Kingdom and 
- China! American expenditure in 1996 reached $265,823 million (at 
1995 values) against $265,260 million for the other sıx countries in the 
same year, according to the mss.‘8 So America’s share of world military 
spending is larger now than it was in 1985, at the peak of American Cold 
War spending. (See Table 2) 


Under these circumstances, the claim that the us military budget is tai- 
lored to the BUR scenario of two simultaneous MRC#—with prototype 
enemies like Iraq (or Iran) and North Korea, two debilitated countries 
with backward military capacities—looks very like a mystification. '’ In 
any case, even before Iraq was destroyed in 1991, the myth of the ‘fourth 
biggest army in the world’ already seemed as exaggerated as George 
Bush’s pompous comparisons. with the Second World War. The 
American deployment against the Iraqi army in 1990-91 was in fact very 
disproportionate, even in terms of the requirements of Colin Powell’s 
and Dick Cheney's doctrine which posited crushing superiority and min- 
imal risk as essential preconditions for any military intervention.*° 


us critics of the high level of American defence budgets never fail to 
reproach the Pentagon, with good reason, for leaving allied forces out of 
its military calculations. Of course this is a deliberate and explicit polit- 


18 This figure 1s calculated by adding the figures published in The Miltary Balance 1997/98. 
The cotene for evaluating and comparing military spending in different countres are 
always open to doubt, but the evolution of figures over nme retains an indicative value. The 
general crend in relations between Amenicen military expenditure and that of the rest of the 
world, in the direction of increasing Amenom preponderance, cannot be doubted 

19 For a good critique of the QDR, examining the totel disproportion between the military 
means wielded by the us and the danger represented by declining ‘rogue stares’, see Cad 
Conetta, “Backwards Into the Future How the QDR Prepares Amero for the Wrong 
Century’, Propet on Defense Alternatrves, Commonwealth Insurute, Cambridge, Mass , June 
1997 (www) 

æ Tn reality, che superabundant means brought into play were motivated not by any fants- 
sized fear of Iraqi strength, but by the enormous importance to US supremacy of getting 
over the ‘Vietnam syndrome’ The challenge had to be met withour the slightest slip 
What was at stake was the very credibility of us power 
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ical choice, and one that speaks volumes about the nature of the 
American government’s hegemonic ambitions. But discounting the 
allies also gives useful help in camouflaging the disproportion between 
available means and declared ends. Thus, for the two official prototype 
enemies under the BUR scenario, the picture of the balance of forces is 
greatly modified if the ally most directly involved—far more directly, in 
fact, than the us itself—is considered: the defence spending of the us 
military protectorate Saudi Arabia alone is currently about four times 
that of Iraq and Iran combined, while the spending of the Republic of 
Korea, another us protégé and firm ally, is nearly triple that of its neigh- 
bour to the north. 


As for NATO, the main military alliance in which the Us participates, and 
which it controls, its military spending is greater than that of the rest of 
the world—a majority of which also consists of allies and protégés of the 
Western countries. America alone spends nearly 60 per cent of the total 
spent by the Atlantic Alliance, and a third of the entire world’s defence 
spending (see Table 2). Contrary to a widespread superstition, however, 
the us has absolutely no intention—if only for internal political rea- 
sons—of playing the world policeman (or ‘globocop’) by intervening in 
every crisis all over the world. In the deployment of ıts forces overseas its 
policy is essentially conservative, with troops being kept notably in the 
European and East Asian theatres. Its ‘national security strategy of 
engagement’ only envisages limited and selective participation in ‘opera- 
tions other than war’ (OOTW: peacekeeping, enforcement, and so forth). 
Although American participation ın OOTW has increased noticeably 
since the end of the Cold War nobody, even in the Pentagon, tries to 
claim that the one is somehow a substitute for the other. 


Who is the Real Enemy? 


With these considerations in mind, one does not have to be particularly 
suspicious to imagine that the scenario of two MRCs of an Iraq/Korea type 
may be an artifice meant to conceal the strategic postulate thar really 
dominates America’s military options. In any case, suspicions of this sort 
were inevitably going to arise ın the us itself, in the circles in which inter- 
national relations and strategy are discussed. There are two recent exam- 
ples published at the same time but in two journals of widely differing 
political sensibility, the World Policy Journal and The National Interest. 


Ronald Steel, writing in the World Poltcy Journal, notes that us military 
expenditure goes far beyond the country’s real defence needs, and traces 
American prodigality in this area back half a century to the National 
Security Act promulgated in 1947 by Harry Truman. This document, 
which ended by setting up the strategic institutions of the Cold War, con- 
ceived ‘national security in terms of global security’. The author adds thar 
from then on it would have been more accurate to call the Department of 
Defense the ‘Department of National Security’. He vigorously rejects 
such implicit attitudes, favouring a moderate form of isolationism—pur- 
suing global balance rather than worldwide military control—as more 
appropriate to the prevailing socio-economic priorities of the country.” 


a! Ronald Steel, ‘A New Realism’, World Polscy Journal, vol xiv, no. 2, Summer 1997, p 8. 
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In the other journal A.J. Bacevitch, in a striking coincidence, also feels 
that the DoD is a misnomer since in reality ‘the Pentagon is 1n the busi- 
ness of projecting American power in order to undergird American 
influence around the world’.?? The author deplores the recent deteriora- 
tion in civilian-military relations in the United States, judging it dam- 
aging to the interests of the grand strategy which, for his part, he 
supports. In his opinion the problem lies in ‘the unwillingness to 
acknowledge openly the strategic enterprise to which the United States 
has tacitly committed itself. American leaders will not say out loud what 
they know American purposes to be.'23 


Steel and Bacevitch both correctly underline the manifest discord 
between the avowed ends of American strategy and the means the us 
maintains. But they define what they believe to be the real objectives of 
Washington’s grand strategy in rather vague terms. The fact is that 
‘world domination’ as a concept, although obviously inherent ın Ameri- 
can strategy, is too general to inform a military strategy that needs to be 
translated into techno-strategic, logistical and tactical options, as well as 
budgetary choices. The more so as the us has no wish, still less the 
means, to intervene militarily in all zones of conflict worldwide. 


‘All horizons’ is a possible option in the area of deterrent nuclear strategy, 
the nature of nuclear weapons even making deterrence ‘of the strong by 
the weak’ possible—two concepts which were closely connected in the 
French strategy adopted by de Gaulle. But it would not be feasible to 
establish an active strategy of world domination, subject to the impera- 
tives of economizing on means, on an ‘all horizons’ basis: ‘one against all’ 
is an impossible military choice in either rational or practical terms. To 
dominate the world, it 1s essential to pursue a strategy of alliances and to 
manoeuvre politically to separate potential competitors and rivals, win- 
ning the allegiance of some in order to make the balance of forces work 
effectively on others. Military strategy for global hegemony has to be 
adapted to the strongest possible or imaginable hostile military alliance 
under existing or foreseeable political conditions. It has to establish a 
firm distinction between strategic allies and the powers ıt wishes to keep 
in line—whule at the same time the political executive seeks to persuade 
them to collaborate by economic means. 


Planning for the Worst Case Scenario 


The options of the DoD are based on scenarios that identify the actual 
adversaries to whose capabilities its military strategy has to be adjusted, 
and on the minimum military capability thar bas to be maintained to 
deal with the maximum possible risk, in the American tradition of ‘worst 
case analysis’. These extreme hypotheses fix the objective to which the 
configuration of the armed forces 1s tailored. Hence the ultimate Cold 
War scenario of a double war, a major war against the USSR waged simul- 
taneously with a limited war of East Asian type (China, Korea or 
Vietnam). Hence, too, the official BUR scenario of two limited wars or 


n AJ Bacevitch, Tradition Abandoned: America’s Military ın a New Ere’, The National 
Interest, no. 48, Summer 1997, p 20. 
33 Ibid. 
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MRCs waged simultaneously against Iraq/Iran and North Korea. It is the 
case, however, that the military capability currently maintained by the 
United States seems altogether out of proportion with this latter scenario. 


What then 1s the scenario thar really underlies Washington’s military 
options? Some American critics think to answer this question by refer- 
ring to a representation of the world currently in fashion, the one centred 
on the economic triad of the us, Germany and Japan. The two Axis pow- 
ers conquered in 1945 are held to be the central obsession of Washing- 
ton, which is thought to fear that their present status as economic 
competitors of the US could find a military expression. Versions of this 
theory generally refer back to the Pentagon’s famous draft policy text 
from George Bush’s time, Defense Planning Guidance, parts of which were 
‘leaked’ to the press in 1992. It will be recalled chat this text called for 
‘the industrially advanced countries’ to be discouraged not just from try- 
ing to put the us in the shade, but even from ‘aspiring to a wider global 
or regional role’. 


This formulation—which scandalized Americe’s allies—is too clumsy 
and irrational to be wholly credible as a Pentagon draft for a document 
intended to be made public. The dominant ideology in Washington, as 
in all the advanced countries, views the natural combination of neo-lib- 
eral economics and representative liberal democracy as a solid and 
durable basis for political collaboration, which can only be strengthened 
by the increasing liberalization of trade. Nothing has occurred in the 
development of relations between the us, Japan and Germany (or the 
European Union for that matter) to confirm Washington’s alleged fear of 
any increase in their military role. Indeed, given the repeated American 
refrain on ‘burden sharing’, it seems clear that such an increase is actually 
favoured—always on condition, of course, that ıt remains under Ameri- 
can supervision. 


There is good cause, therefore, to ponder the status of this draft document, 
and also to wonder whether—as has so often been the case——the ‘leak’ 
might have emanated intentionally from the Pentagon or the President’s 
office. What was 1ts real context? The Pentagon had been working on 
quantifying the “Base Force’ defined by President Bush as the ‘minimum 
essential military force’ just after the signing of START 1, in its National 
Security Strategy document of August 1991, the month in which the 
communist regime collapsed in Russia. At the time of the ‘leak’ ın 1992, 
the START I treaty was being negotiated—it was to become the object of 
an agreement between presidents Bush and Yeltsin in June 1992, before 
being signed officially in January 1993. The military scenario to which 
the Base Force had to be adequate, and which inspired the document on 
National Military Strategy published by the Pentagon in January 1992, 
included the capability to ‘deal with regional contingencies—including 
possibly a limited, conventional threat to Europe’. 


In this context, the ‘leak’, which caused an outcry among the tradinonal 
allies of the us, had the effect of reassuring Moscow by suggesting that 
American armed force was not specifically directed against Russia, con- 
trary to the apparent meaning of the earlier formulation. The leaked 
draft text planted the idea that the American military posture as envis- 
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aged ın Base Force—in reality not very different from the Cold War pos- 
ture—was part of a new American ‘all horizons’ strategy, not very ratio- 
nal to be sure, but comforting to the Russians. It made America seem to 
be the guarantor of an interdict on all regional ambitions for the newly 
reunified Germany and for Japan, the two neighbours Russia fears the 
most. So the ‘leak’, whether intentional or not, made it much easier to 
persuade Moscow to accept the maintenance of Amencan military 
power, at the cost of a temporary ruffling of allied fearhers—soon allayed 
by energetic denials that the leaked draft really represented official opin- 
ion.*4 


The Real Opponents 


In the context of a rational formulation of Us strategy, there are only two 
declared opponents of American hegemony whose behaviour is unpre- 
dictable in the middle and long term and whose physical scale places 
them on comparable footing with the us; only two ‘competitors’ against 
which a military confrontation would definitely be more than a hve- 
ammo ‘war game’ like the Gulf War. These are, of course, Russia and 
China, each a formidable power on its own, all the more so together or 
simultaneously. Only these two potential adversaries can justify a hypo- 
thesis that explains the level of military readiness maintained by the 
United States. 


This gives some cause for believing that under the current BUR scenario 
Iraq is in some sense a codename for Russia, and North Korea a code- 
name for China. From this angle, the hybrid category of MRC, a conflict 
both ‘regional’ and ‘major’, designating ın nominal terms a limited 
regional war, would take on the real value of a major (unlimited) war 
with a power like today’s China or Russia, unable to project its forces 
worldwide but already (or still) capable of projecting them regionally. 
The overall level of the American armed forces corresponds much better 
with two simultaneous wars of this type than with two limited regional 
wars. Of course, the reasoning behind this codification is not difficult to 
understand. 


A final factor constraining the scenario space examined by the DoD 
is the desire to avoid embarrassing the governments of so-called 
‘enemy’ countries. For now, Irag and North Korea are well-suited to 
playing the role of aggressor in the DoD’s scenarios because of their 
acknowledged status as hostile states. Iran, Libya and Cuba could 
also be used as scenario adversaries. But the big questions regarding 
the future geopolitical landscape concern China and Russia. For 
obvious reasons, the administration would like to avoid having to 


™ Tr 18 difficult to know for certain what impression this text made on the Russians when 
it was first made public Whar is known 1s thar ic became a favoured reference for many 
Western opponents of Pentagon and American supremacy, because it fitted so well with 
their own representation of Us policy. And in fact the text made its most lasting impact on 
Amenican critics, being (for example) a principal source for two recent articles in succes- 
sive issues of the World Polscy Journal, one on Burope aod the otber on Asia’ Benjamin 
Schwarz, ‘Permanent Interests, Endless Threacss Cold War Cootinuities and NATO 
Enlargement’, WPJ, Fall 1997, pp 24-30; and T.G Carpenter, “Washington's Smother- 
ing Scrategy. ‘American Interests in East Asis’, WP], Winter 1997-98, pp 20-31. 
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explain why it regards these countries as potential adversaries in its 
defense analyses, even if ıt is quite likely that the Chinese military is 
doing the same in reverse. Scenarios involving these powers have 
therefore been ruled out of bounds. 


u. The United States Versus Russia and China 


William Cohen’s report on the QDR only raises ‘the possibility that a 
regional great power or global peer competitor may emerge’ for the 
period after 2015, adding in somewhat euphemistic fashion: “Russia and 
China are seen by some as having the potential to be such competitors, 
though their respective futures are quite uncertain’ 7° 


More explicit texts on current strategic thinking in American defence 
circles have to be sought among parallel, semi-official documents. The 
INSS’s 1997 Strategic Assessment, quoted earlier, has the great advantages 
of frankness and clarity, authorized by its status as unofficial discourse. It 
is worth quoting again at some length: 


The short period of great-power cooperation may be coming to an 
end. While ties among the United States, Europe and Japan are 
growing stronger, despite some strains, the other great powers, 
Russia and China, are increasingly suspicious of longer-term US 
intentions. They also feel they are not being treared as great powers, 
and both are concerned about their peripheries: 


e Russia—about the near abroad, populated by 25 million ethnic 
Russians. 


e China—about areas it regards as part of its sovereign territory: 
Taiwan, Hong Kong, and the Spratly Archipelago in the South 
China Sea. 


Both are well aware of residual military deficiencies; both are 
focused on domestic priorities; both wish to avoid conflict for fear of 
jeopardizing economic development. Therefore, rather than oppos- 
ing the United States directly during the next decade, China and 
Russia are more likely to mount a low-intensity strategic competi- 
tion with the United States designed to reduce or offset us influ- 
ence in the regions they regard as their special spheres of influence. 


Each, however, has nationalist movements, so the possibility of con- 
flict, however unlikely, cannot be discounted. If conflict erupts, it is 
likely to involve specific issues related to sovereignty and to be lim- 
ited in scope, scale, and duration. 


* Khalilzed and Ochmanek, ‘Rethinking us Defence Planning’, p- 49 The authors boch 
know what they are talking about. Zalmay Khalilzad was Assistant Deputy Under- 
Secretary of Defense for Policy Planning in Washington between 1991 and 1993, and 
Devid Ochmanek Deputy Assistant Secretary of Defense for Strategy between 1993 and 
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For the next decade at least, neither China nor Russia will be a 
global-peer competitor of the United States capable of mounting 
broad strategic challenges. However, either one could become a the- 
ater peer with the us, possibly presenting graver problems than 
could a regional power. Both China and Russia are: nuclear powers 
with ICBMs, space powers with access to overhead imagery and 
globel communications, nations of enormous size with considerable 
strategic depth, and important leaders of international institutions, 
well positioned to block UN actions against their interests.’77 


In consequence, the document continues, the United States should use 
persuasion with these countries, but also ‘Dissuade China and Russia from 
settling disputes by force by maintaining a US military capability that will 

them from investing the resources to become future opponents, 


a force that is at once highly capable but not threatening.’ 
Later it adds: 


To deal militarily with a theater peer, the US would have to thwart 
its ambition by deterrence, both nuclear and conventional—that is, 
by maintaining an adequate forward presence in concert with 
regional allies. The US would also have to prepare to conduct lm- 
ited operations on the periphery of the theater peer. Those opera- 
tions would be: 


© Designed to raise the political and economic costs of military 
Operations to an unacceptably high level, not to achieve total 
victory. 


© Carefully controlled to avoid escalation to nuclear warfare. 


¢ Managed to maintain superiority in information warfare capabil- 
ities. 


The key is to prepare for such an eventuality without creating a self- 
fulfilling prophecy. This will require skillful diplomacy as well as a 
degree of strategic restraint.” 


This unvarnished version explains—far more convincingly than the BUR 

scenario of the two MRCs with Iraq and North Korea—the Full Spectrum 
Force Model option advocated in the same document, and adopted by 
the QDR. For there is a real proportion between the ends described in the 
1997 Strategic Assessment scenario and the means kept ready by the 
Pentagon.”® And it is not at all difficult to understand how this grand 


31 NDU, 1997 Strategic Ascetoment. This document makes the dustincnan between ‘theater’ 
(reserved foc Russia and China) and ‘regional’ (for stares such as Iran, Iraq and North 
Korea) in a manner which clarifies the subsnrution of ‘Major Theater Wars’ for “Major 
Regional Conflicts’ ın the QDR. This change 1s ın conformity with the hypothesis of this 


essay 
3 Ibid 
» This article, written for the annual conference on US strategy (CIRPES, EHESS) held on 
20 October 1997, was largely completed when Michael Klere's article ‘La nouvelle 
stratégie militare des HrateUnus’ appeared in the November 1997 issue of Le 
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strategy scenario articulates with the American will to power; how it 
corresponds to the imperial imperative of world domination, to that 
‘essence of the de facto US grand strategy’ which consists, in A.J. 
Bacevitch’s careful phrase, of ‘establishing a benign imperium conducive 
to American interests and values’? 


President Clinton’s report on national security strategy—which comple- 
ments the report on the QDR and was published at the same time, in May 
1997—starts its introduction by defining the ‘strategic priorities’: ‘a 
peaceful, undivided, democratic Europe’ including an enlarged NATO 
and dependent on NATO-Russia relations; and ‘a stable, prosperous Asia 
Pacific community’, depending on relations between the United States 
and China.3' It so happens that the two traditional wings of American 
‘national security’, the Atlantic and the Pacific, have Russia at one 
extremuty and China at the other. Towards one and the other the United 
States deploys both deterrence and persuasion, Theodore Roosevelt’s ‘big 
stick’ along with William Taft’s ‘dollar diplomacy’, embellishing the 
combination with a few tasteful Wilsonian grace-notes.>? 


Mother Russia—Old and New 


In the case of Russia, ‘dollar diplomacy’ comes up against limits of two 
types: firstly, America cannot afford to run a Marshall Plan for Russia— 
along with central and eastern Europe—and ar the same time sustain a 
$260 billion defence budget. Of its two richest allies one, Germany, is 
struggling with the costs of reunification and has still not emerged from 
18 economuc recession; and the other, Japan, apart from having economic 
problems of its own, has little unclination to invest massively in Russia. 
This reluctance affects both the public and the private sectors: the Japan- 
ese government has politico-military reasons for restraint, centred on the 
territorial dispute over the four islands between the Sea of Okhotsk and 
the North Pacific, while the private sector 1s influenced by Russia’s his- 
tory of dishonoured debts and the chaotic state of its national market.33 


Secondly, and by contrast, all chree countries—the us, Germany and 
Japan—are confronted with the same dilemma: they all fear a strong 
Russia for obvious historical and geopolitical reasons, and they all know 
perfectly well that the economic reconstruction of Russia can only help 
to make it strong. This is recognized openly in the QDR report: 


Mende diplomatique Our two analyses concur in emphasizing the importance given co 
Russia and Chins ın American strategic thought, and we boch refer to the NDU/INSS 1997 
Strateg Assema among other sources. They drverge, though, when Michael Klare views 
the scenario of two MRCs as matching current military capability of the us, aod che 
Russian or Chinese threat as something brandished by people who ‘think the armed forces 


51 William Clinton, A Natrona! Securcty Strategy for a New Cantary, The White House, 
Washington 1997. This document 1s besed on the report presented in March by the 
President's Adviser on national secunty, Samuel Berger, A Foreign Policy Agrada for the 
Second Term, C313, Washington 1997 (www) 

3 There 1s nothing new about thu combinanon, picked up by Becevitch It has been 
recurrent since the Secood Woeld War. 

33 See Chikehito Harada, Ress and North-East Asia, Adelphi Paper 210, 088, Oxford 
1997, Pp 49-60 
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Russia is also expected to continue to emphasize its research and 
development program, with modernization of its strategic nuclear 
capabilities and their continuous operational effectiveness a top pri- 
ority. However, bringing a significant number of conventional 
weapons systems into production will depend on the success of its 
economic recovery.*4 


The 1997 Strategic Assessments observation on the growing distrust affect- 
ing relations between the us on one side, and Russia and China on the 
other is one that strikes all observers. In Russia’s case, the honeymoon of 
the immediate post-communist period swiftly declined into a bitter- 
sweet relationship. Russia’s dreams of Western economic aid dissipated 
very quickly: Boris Yeltsin’s proposed alliances with the us, Europe and 
Japan were received loftily, and only yielded a tiny part of the billions of 
dollars he had hoped to obtain for the gravely damaged Russian economy. 
Since 1992, under pressure from an increasingly disappointed and embit- 
tered population, Yeltsin has simultaneously played on two registers in 
hus dealings with the West: that of alliance and that of hostility, with fre- 
quent and systematic recourse to political and military blackmail. 


The milestones ın this intractable deterioration of relations with the 
West included the new tum in Moscow's relations with Peking since 
1992; the Russian Security Council document of April 1993 underlin- 
ing clear differences with the us, and demanding that Russia be treated 
appropriately to its rank as a great power; and the replacement of Andrei 
Kozyrev by Evgeny Primakov as foreign minister in January 1996 after 
the strong Communist showing in elections to the Duma the previous 
month. On the American side, the major turning point was the Clinton 
administration’s decision in 1993, at the behest of Henry Kissinger, 
Zbigniew Brzezinski and Helmut Kohl, to go ahead with the enlarge- 
ment of NATO into East Europe.35 


Humiliated at seeing itself demoted to the rank of a second- or even 
third-class power on account of its economic weakness, Russia has natu- 
rally sought to make the most of its two main strengths, both linked to 
factors of power in the most classical sense: its armed force and military- 
industrial complex, the only major sector of Russian manufacturing 
industry which is still competitive in world market terms; and its inter- 
nal energy resources, along with those on its marches in the Caucasus and 
Central Asia. It is quite naturally at the intersections of these two cate- 
gories, at the points where strategic interests concerning energy and 
security are interwoven, chat the main thrust of Russian policy has taken 
shape in recent years. 


The most obvious example is the Russian activity in the Caspian Sea 
region, where Moscow has resorted to the most bare-faced expedients of 


M Department of Defense, Rapert cx the QDR, Section 1. 

35On the circumstances surrounding this decision, see the romanticized account by 
Zbigniew Brrezinski and Anthony Lake, "The Moral and Strategic Imperatives of NATO 
Enlargement’, Intermatremal Herald Tribus, 1 July 1997; and Mark Danner's analysis 
"Marooned in the Cold War America, the Alliance, and the Quest for a Vanished World’, 
World Polacy Jearnal, vol. xv, no 3, Fall 1997 

106 


imperial policy—from Machiavellian techniques to ‘divide and rule’ to 
the brutal exercise of armed force, via every form of blackmail and arm- 
twisting and the inevitable switches of alliance—in an effort to re-estab- 
lish or tighten its grip on the sprawl of former Soviet republics 
(including the so-called ‘autonomous’ republics) across the Caucasus and 
Central Asia. The scope of this article does not extend to a detailed 
account of these activities. Their transparent purpose, however, 1s a com- 
bination of economic strategy, to establish direct or indirect control 
(through supply routes) of the Caspian Sea hydrocarbons resources, and 
military strategy, to dominate the imperial marchlands that command 
Russian access to the vital Middle East zone.36 


The grossly imperial policy of the new Russia has evoked, more just- 
ifiably than at any time since 1917, numerous analogies with Tsarist pol- 
icy—most stnkingly the revival of the old refrain about access to the 
‘warm seas’, much repeated during the Soviet invasion of Afghanistan. 
And the very fact that people continue to insist on the continuity of 
Russia’s imperial policy through mdical changes in its socio-economic 
structure and ideological options, clearly shows how this argument from 
the Cold War has helped establish a perception of Russia as an atavistic 
enemy of the West. 


The Rush for Oil 


Of course, such views are only the ideological justification, ın historical 
terms, of a rivalry which is dictated wholly by current interests. For the 
last four years or so, the zone around the Caspian Sea has been the setting 
for an out-and-out ‘black gold-rush’ by the American oil companies. The 
companies have chosen to deal with Russia by setting themselves up as 
champions of the independence of the republics concerned, and are striv- 
ing to create conditions for breaking their effective encirclement by 
Russia, notably by trying to establish oil export routes outside Russian 
control.37 , 


They have, however, come up against two major. obstacles. First, 
Armenian-inspired restrictions imposed by Congress on government aid 
to Azerbaijan have prevented the American oil companies from obtain- 
ing loans guaranteed by Washington. It is thus not surprising that in the 
front line of those calling for the removal of these restrictions are emi- 
nent members of the Bush administration, bi far the most o1l-business- 
infested government team of recent decades.>* They are supported by the 
administration of President Clinton who has personally striven, along 


On Russian policy in the Caucasus and Cental Asta, see S Frederick Starr, Power 
Failure American Policy in the Caspsan’, The Netreae!l Interest, no 47, Spong 1997, 
Thomas Goltz, ‘Catch-907 ın the Caucasus’, Ths National Interest, no 48, Summer 1997; 
Vicken Cheterian, ‘Grand jeu pétrolier en Transcaucasie’, Ls Manae diplomatine, October 
1997, aod from the same author an excellent account of the development of Russian policy 
in the Caucasus over the last ten years, Dislactss of Ethusc Comflacts and Oil Projects rm the 
Cancas, PSIS, Geneva 1997; see also the supplement published ın Le Maase, 12 November 
1997, as well as che news item by Sophie Shihab, ‘Russes et Améncains s'opposent sur le 
tracé du grand oléoduc de la Caspienne’, Le Manake, 15 November 1997 

37 On the recent history of Russo-American rivalnes in this part of the world, see Chet- 
enan, ‘Grand jeu pétrolier en Transcaucasie’, as well as Nesouerk, 12 May 1997 

38 See ‘Azerbaiyan: Oul Gathers Clout in us’, latermatromal Herald Tribune, 7 July 1997. 
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with Vice-President Al Gore, to form close links with his Azerbaijani 
opposite number, Gueidar Aliev, and the President of Kazakhstan, 
Noursoultan Nazarbaiev.39 


The other obstacle concerns Iran. The same circles that are working in 
the us for the lifting of obstacles to relations with Azerbaijan have been 
campaigning for months to restore American links with Iran and aban- 
don the policies of ‘containing’ and isolating that country. This policy 
has rebounded against the Us and is increasingly damaging to its inter- 
ests. This is not just ın the matter of exploiting Iranian hydrocarbons— 
as the replacement of the American company Conoco, compelled by its 
government to withdraw, by the French company Total for the exploita- 
tion of the Iranian Sirri oil-field, had already shown in July 1995—but 
also because Iran, as a stage on the route to the Mediterranean via Turkey, 
is essential if hydrocarbons are to move from Central Asia to the West 
without passing through zones under Russian control.4° 


Russia for its part has not been standing still but, profiting from the 
American ‘dual containment’ of Iraq and Iran, has been striving to 
restore its ties with both countries. While Moscow concluded a treaty of 
peace and friendship for ten years with Teheran—the two countries hav- 
ing common interests concerning the exploitation of Caspian Sea oil, and 
in the juridical quarrel over the status of the Caspian—and signed (in 
January 1995) a contract for the reconstruction of the nuclear reactors at 
Bushehr in southern Iran, on the Gulf, the Russian oil giant Lukoil in 
March 1997 concluded a contract giving it a 51 per cent share of produc- 
tion from the Iraqi Qurna oil-field, which could eventually amount to a 
million barrels per day. 


The well-known concordance of the Russian and French positions on the 
United Nations embargo against Iraq is based on the concordance of 
interests between these two countries, with which Baghdad maintains 
privileged relations. There are now common interests in Iran, too: the 
contract signed in Teheran on 28 September 1997 concerning exploita- 
tion of the giant offshore gas deposit South Pars Field, in Iranian territor- 
ial waters, by Total in association with the giant Russian company 
Gazprom and the Malaysian firm Petronas—in defiance of American 
extra-territorial legislation in the form of the D'Amato law, passed by 
Congress ın 1996 in reaction to the Conoco/Total incident—confirmed 
in striking fashion that the American oil lobby's warnings to its govern- 
ment had been well founded. 


% On the signature in Washington of two important oil contracts by the Karakh 
President oa 19 November, see Ls Moma, 21 November 1997 

# See Zbigniew Brzezinski, Brent Scowcroft and Richard Murphy, ‘Differentiated Con- 
runment’, aod Graham Fuller and Ian Lesser, ‘Persian Gulf Myths’, in Førergs Affarrs, vol. 76, 
no. 3, May-June 1997. The first arucle affirms “One negatrve consequence of current policy 
1s the damage inflicted on America’s interest in gaining greater eccess to the energy sources of 
Cental Asin’ (p 28), adding that American government opposition to Amencan ol com- 
pany actrvity 1n Imn helped nobody but Tow! The second article says in a simular vein: Flat 
rejection of pipelines through Inunran termtory—wiuch, for practical reasons, most of the 
region's states and many oil companies would prefer—opens the way to Russen monopoly’ 
(p 48) SeealsoS Predenck Sear, who says thet the American policy of isolating Iran ‘is bav- 
ing a disestrous impact on Central Asa and Azerbaijan by denying to them the obvious out- 
let for therr o1l and gas and forcing them into Russia's arms’ (Power Failure’, p 29). 
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So there is an increasing contradiction between American political rul- 
ings hostile to Iran and Azerbaijan—rulings many believe to be dictated 
by internal electoral considerations (the Armenian lobby for Azerbaijan, 
the pro-Israeli lobby for Iran) rather than rational foreign policy—and 
US economic and strategic interests in the region.4’ But contrary to its 
flexibility on Azerbaijani matters, the Clinton administration has so far 
remained intransigent where Iran is concerned, spurred on by Israel 
which does not care for Iranian efforts to achieve strategic parity by 
acquiring long-range missiles and nuclear weapons.” 


The NATO Vice and Nuclear Blackmail 


Nevertheless the American armed forces are covering this eastern 
extremity of the southern flank of Europe more and more closely, in the 
Russian sector as much as the Iranian. When Russia pulled its squadron 
out of the Mediterranean, it probably hoped the us would do the same, 
but to Moscow’s great disappointment the Sixth Fleet is still there in 
force. Worse still, the US and its NATO allies, after ignoring Russian 
warnings in carrying out air strikes on Bosnian Serb forces, then deploy- 
ing their troops in Bosnia, since 1995 have clearly indicated that ‘NATO's 
southern flank’—from 1990, extended de facto south-eastwards as far as 
the Gulf—now stretches north-eastwards to the Caspian Sea, taking in 
the Black Sea. 


The fleets of the Atlantic Alliance are more present than ever before in 
the Black Sea, that vital Russian maritime outlet. As a sign of protest, 
the Russian fleet has boycotted the naval exercises organized there since 
1995 under the Partnership for Peace, all the more irritating to Russia 
because they followed the decision to associate Bulgaria and Romania, 
both ex-communist countries bordering the Black Sea, with the Western 
European Union, closely linked to NATO. Under the circumstances, it 1s 
not all that astonishing to learn that Russian military men have been 
known to call this rampant eastward lunge by NATO a Drang nach Osten.43 


The inevitable upsurge of exasperation in Russia as the NATO vice tight- 
ens has been redoubled by the accompanying feeling of impotence. For 


4" See James Schlesinger, “Fragmentation and Hubris: A Sheky Basis for American 
Leadership’, in The National Interest, oo. 49, Fall 1997 This vigocous protest points out, 
among other things, chat President Clintoa chose, unusually, to announce the 

ing of American sanctions against Iran in a speech delivered before the World Jewuh 
Congress in New York (p. 5) 

4 See Eric Leser, Les manoeuvres de Téhéran pour acquérir l'arme nuclésire’, Le Monai, 1 
October 1997. 

43 For a frank expression of Russian icmtation over what Moscow perceives as an attack on 
its vital interests and its security, see Nicolu A Kovalsky, “Russia and Mediterranean 
Security’, in Madsterrenean Securtty at the Cressreads, special issue of Mediterranean Omarterty 
(Washington), vol 8, no 2, Spnog 1997 For a clear exposé of Amencan policy on the 
southern flank of NATO and its eastward extension, see in the same collection W Brace 
Weinrod, “The us, NATO, and the Mediterranean Region in the Twenty-First Century’ 
See also remarks by Admiral Joseph Lopez, American commander of allied forces in 
soutbern Europe, ın ‘Is NATO's Southern Flank Exposed?’, Intermatromal Herald Trrbeme, 20 
May 1997. The arguments presented by Weinrod, who was vice-deputy to the Secretary 
of Defense for Europe and NATO under George Bush's presidency, and by Admuml Lopez, 
explain the American intransigence in the face of the French demand to have the NATO 
soucbern command entrusted to a European. 
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the fact is that the lamentable failure of the Russian troops in 
Chechnya—-so complete that Moscow had to back off in 1996, and nego- 
tiate a modus vivendi to prevent further damage to its imperialist oil 
policy in the Caucasus—cruelly confirmed the advanced state of decay of 
the conventional forces of what 1s officially the world’s second most pow- 
erful army. Another illustration of this decay is the condition of the 
Russian Black Sea fleet, which cuts a deplorable figure in comparison 
with the splendour of the us Surth Fleet. 


This generally degraded state also explains more than any other reason 
why the Russian Duma, with the tacit complicity of the executive, has 
still not ratified the START 0 accords of January 1993. In effect, the 
greatly weakened state of the conventional parts of its armed forces can 
only give Russia cause to retain its nuclear capability, to maintain 
Russia's credibility as a great military power.44 So the ratification of 
START 0 has become a means of blackmail, a factor rendered all the more 
precious by the virtual absence of others. This emerges clearly from a 
warning delivered by one of the originators of Russian foreign policy, 
Alexei Pushkov, who outlined Moscow’s conditions and limitations on 
the expansion of NATO and added that ‘Russia's present conventional 
military disadvantage would incline it to rely more heavily on nuclear 
weapons in planning its defences—just as NATO did in similar circum- 
stances starting in the late 1950s’.4° 


Thus the conventional disadvantage of today’s Russia induces it to fea- 
ture ouclear force more prominently in its deterrent posture and to make 
the same strategic choices as NATO did in the past when it believed, or 
claimed to believe, that it was at a conventional disadvantage. This is the 
context in which the Russian Staff in 1993 abandoned the pledge made 
in 1982 by Brezhnev’s USSR to make no first use of nuclear weapons, 
adopting instead the doctrine of graduated response. Inversely, it is now 
the United States that wants to reduce the importance of the nuclear fac- 
tor in the strategic balance, owing to the fact that it now enjoys massive 
conventional superiority. Now it is the American turn to be resolutely in 
favour of reducing nuclear arsenals.4® 


According to Alexei Pushkov, if NATO were enlarged, the Duma would 
not ratify START N, and any prospect of concluding START DI would van- 
ish. The result would be a situation which this member of the Russian 


44 Te 1s also the case chat START O would be very costly co Russa if ıt had to replace its 
mulo-warhead ICBMs with single-warhead mussiles—this 1s why the Clinton sdmunistra- 
tion proposed START II to Moscow before START 0 had even been ranfied. 
45 Alere: K. Pushkov, Don’t Isolate Us A Russian View of NATO Expansion’, The Natromal 
Interest, 00 47, Spring 1997, p 62 
# After these lines were written, the Istermatrenal Herald Tribus of 8 December 1997 pub- 
lished two articles from the Washiagtes Pest confirming these tendencies. One concerns a 
CHA report to the American Senate revealing the pressure being exerted in Moscow to grve 
a larger role to nuclear weapons in Russan strategy, aod even to develop options for first- 
strike and ‘Iumited’ use. The other reports on a secret directive from President Clinton 
(Presidential Decision Durectrve, PDD) connuning a major revision of US nuclear doctrine, 
the insensate objective of ‘victory’ in « prolonged nuclear war (contuned in 
the previous PDD signed by President Reagan in 1981) and falling back on a strictly deter- 
rent posture, better adapted to the nuclear weapons reduction obyjectrves advanced during 
the negotiations for START OI 
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Council on Foreign and Defence Policies describes ın terms that confirm 
the analysis and forecast of the QDR quoted above: ‘As long as Russia’s 
economy remains weak, no extensive new arms race will resume, but by 
conserving their huge nuclear arsenals Russia and the United States will 
enter into a grey zone of heightened strategic insecurity.’47 


With Friends Like That... 


The fact that Yeltsin’s Russia has been so.swift to resume its ancestral 
imperial practices, along with manoeuvres against Washington worthy 
of the ‘zero-sum game’ of the bipolar era, and the fact that it has not 
given up its great power ambitions and refuses to lower its nuclear 
guard, make it clear to American strategists that there is no point in 
counting on the idealistic conviction that the end of ideological con- 
frontation means the ‘end of history’ and the advent of a liberal-pacifist 
Adam Smith-style utopia. Realists know very well that between 
states—as the well-known saying goes—there are no friends, only 
interests. And the interests of a pretender to a share of world hegemony 
must sooner or later inevitably come up against the interests of the 


supreme Aageneon. 


This collision of interests, both actual and anticipated, has led to a clear 
change of tone ın American analyses of Russia.4® While some commenta- 
tors try to comfort themselves by pointing to the weakness of the ex- 
superpower's present forces, a consensus emerges that Russia is still 
dangerous.‘9 In the internal us debate on the expansion of NATO, those 
who are trying to persuade President Clinton to give up the idea argue 
that one should not provoke the Russian bear without good reason, not 
that it has turned into a lamb. Richard Pipes, one of 46 signatories of an 
open letter to President Clinton against the expansion of NATO that was 
published on the eve of the July 1997 Madrid Atlantic summit, was 
asked by Foreign Affairs to write an analysis of Russia for its 75th 
anniversary special issue on “The World Ahead’. His article was elo- 
quently entitled ‘Is Russia Still an Enemy?’>° 


The author’s central thesis is that, owing to the widespread decompos- 
ition of the structures of Russian state and society, the army is now the 
vector for the ‘reintegration’ of society and the reconstruction of the 
empire. Pipes draws an umposing picture of this army and its imperial 
activities, giving the impression that its present state of dilapidation is 
only temporary. The Russian army, he claims, ıs as independent of the 
political executive as the military were in Weimar Germany, and has 
probably adopted the RMA 1n imitation of its American rival, following 
the demonstration of its efficacy in the Gulf War. A reorganization of the 
Russian armed forces 1s therefore under way, one that privileges the 
qualitative over the quantitative. A high level of budgetary priority 1s 


47 Pushkov, Don't Isolate Us’, p. 62 

48 Boris Yelrsin himself is a good deal less appreciated, paradoxically, than Gorbachev used 
to be See Peter Rutlend, ‘Yelrsin The Problem, Not the Solution’, which dubs him a 
‘Potemkin President’, The Natrona! Interest, no. 49, Fall 1997, p. 38 

# For an analysis of thar weakness, see Sherman Garnett, Russia's Illusory Ambitions’, 
Foragn Affarrs, vol 76, no. 2, March-Apnil 1997 

> Richard Pipes, Feresge Affatrs, vol 76, No 5, September-October 1997 


being given to high-technology research and development, exploiting 
the substantial knowledge the country has accumulated 10 this area. 
Given Russia’s considerable economic backwardness, the military route 
is the only one open to it if it wants to regain its standing as a super- 
power—and no one doubts that it does. 


Contrary to the author’s conciliatory position on the NATO question, this 
thesis supports the idea of a ‘window of opportunity’ provided by the 
temporary incapacity of Russian military power; a window which has to 
be exploited before it is too late to achieve irreversible gains on the 
ground. The very fact that—as everyone agrees—the political future of 
Russia 1s highly unpredictable makes it rational to guard against the 
worst. This thinking is reinforced by a negative ‘culturalist’ vision of the 
future of Russia.>* To all appearances, it underlies the American govern- 
ment’s decision to ignore the near-unanimous opposition of Russians of 
all political colours and start the process of NATO expansion.>? 


Encouraging Russian Hostility 


Zbigniew Brzezinski and Anthony Lake, two of the principal ideologues 
of this expansion, advanced three arguments in the New York Temes to jus- 
tify President Clinton’s position on the eve of the Madrid NATO summit. 
The first is samewhat perplexing: it suggests that expansion is ‘a neces- 
sary step for keeping the trans-Atlantic link strong’.53 How exactly 
would the expansion of NATO into East Europe help strengthen Euro- 
American ties? The argument would seem purely rhetorical if it were not 
clarified by the one thar follows: the two former national security advis- 
ers assert without shilly-shallying that ‘an expanded alliance provides a 
hedge against the unlikely but real possibility that Russia will revert to 
past behaviour. It must also contribute to the goal of preventing that 


from happening’. 


These two arguments should in fact be in the reverse order: if Russia is 
thought of as threatening, then the expansion of NATO strengthens the 
Atlantic Alliance, whose purpose has always been containment of 
Russia. In any case, the Clinton administration, teken aback by the very 
animated American debate on its decision, no longer hides its underly- 
ing postulate: “The alliance must be prepared for other contingencies, 


3! The Washington oracle Henry Kissinger, asked by Newsweek to describe the future, said, 
‘Eady ın the new century, after many ups and downs, Russa is likely to have restored its 
central authority. It may well be closer to the political structures favoured by Pinochet or 
Salazar chan to a Wester pluralistic system—though ıt will be freer than Communism’. 
‘A World We Have Not Known’, Newsweek, 27 January 1997. 

H To see the decision to expand NATO es having been dictared by the arms lobby 1s clearly 
too reductionist, even though arms industry interests ere real enough and have played a 
part in che process See ‘us Arms Makers Lobby For NATO Expansion’, Intermetrema!l Herald 
Tribune, 30 June 1997. 

33 Brrezinsks and Lake, ‘NATO Enlargement’ 

H The security-based argument directed against Russan ambitions in Europe explains, 
in particular, the strong German support for the principle of NATO expansion, so strong 
that ıt us backed by an overwhelming majority in the Bundestag, Greens included The 
third argument of Brzezinski and Lake addresses the democratization of the countries con- 
cerned It will only convince those who really want co believe char belonging to NATO 1$ a 
measure of democracy ın itself 


II2 


including the possibility that Russia could abandon democracy and 
return to the threatening behaviour of the Soviet period...’ 


This postulate really is a typical example of a self-fulfilling prophecy, 
since the behaviour resulting from it helps strengthen Russian hostility 
to the Atlantic Alliance. Richard Pipes’s fellow-signatories of the open 
letter to President Clinton are not mistaken about this: ‘In Russia, NATO 
expansion which continues to be opposed across the entire political spec- 
trum will strengthen the non-democratic opposition, undercut those 
who favour reform and cooperation with the West, bring the Russians to 
question the entire post-Cold War settlement, and galvanise resistance 
in the Duma to the START H and 1m treaties. "36 This is yet another illus- 
tration of the famous ‘security dilemma’, that measures to improve secu- 
rity may have the perverse effect of increasing insecurity. 


Moreover, the Clinton administration’s decision has created a situation 
which is difficult to reverse without harming America’s strategic inter- 
ests. Since the best way to encourage blackmail is to give into it, it is 
obvious that if Washington were now to back down on the NATO ques- 
tion to avoid compromising the ratification of START I, as the critics of 
expansion recommend, Moscow would happily attempt to extract end- 
less further concessions by the same means. 


The Clinton administration can claim in all honesty that it was simply 
unwilling to drop the substance for the shadow. In going ahead, though, 
it offered various consolation prizes to take the sting out of Russia's 
acquiescence, and to limit the negative effects on its former rival: a 
jump-seat on G-7 and the Paris Club, economic concessions, the promise 
to strengthen the Organization for Security and Cooperation in Europe, 
to revise the CFE treaty and above all the founding NATO-Russia 
Founding Act.” 


This last document, signed in Paris on 27 May 1997, starts by affirming 
in clause 2 that NATO and Russia do not see themselves as enemies— 
indicating, if nothing else, that this is not something that goes without 
saying. It outlines a consultation and cooperation mechanism whose real 
value will depend on the state of global relations between Russia and the 
NATO countnes, something that is certainly not dictated by SHAPE, at 


33 Written responses from the administration to questions from Senator Hurchinson and 
nineteen other senators, in “The Debate Over NATO Expansion’, Arms Contre! Taday 
(Washington), vol 27, no. 6, September 1997, p 3. 

+ George Bunn, Robert Bowie, David Calleo et al., Ax Open Latter te Pressdent Bill! Cleaton. 
37 Two days after the announcement on 14 May that an agreement between the Boris 
Yeltsin administration and NATO was about to be signed, the MF unblocked a tranche of 
nearly $700 million, held back for some time out of a total credit to Russia of $10 billion 
over three years Ac the seme time che Russian government started to negouate a steep 
increase in itx EU borrowings over the 1996 level. These economic accompaniments to the 
expansion of NATO have generated the view in che us thar che Yelin sdministration's 
conciliarocy attitude resulted from the need eo finance economic interests—energy inter- 
ests for che most part—which peedominate in Moscow (see ‘NATO and Russis. The 
Gazprom Factor’, Internatremal Herald Tribune, 27 May 1997). It i8 an rony of history thar 
this ıs an enct reflection of the explanation that used to be grven for us foreign policy 
choices in the Soviet Union. The fact is however thar hydrocarbons-sector interests weigh 
even more heavily on Russia than they ever did (or do) on the us 
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Mons ın Belgium.» It affirms that NATO has ‘no intention’ of deploying 
nuclear weapons on the territory of its new member-states, which is not 
at all the same thing as undertaking never to do it. Lastly, the founding 
Act affirms that NATO ‘in the present and foreseeable security context’ 
will not resort to ‘further permanent stationing of substantial combat 
forces’, a phrase that leaves the maximum scale of permanent deploy- 
ment vague and authorizes temporary deployments of unlimited size.59 


For good reasons, the Founding Act does not contain the basic clause 
that might have calmed Russian anxieties: an undertaking to refrain 
from integrating former Soviet republics into NATO. Russia is 1n a posi- 
tion where ıt has to try to halt its loss of territory and strategic depth due 
to the collapse of the Soviet Union and the satellite regimes of its 
European security buffer. The Russian leadership knows there 1s nothing 
much ıt can do to arrest the emancipation of states in central and eastern 
Europe, or discourage their choice of Western-style trim. But it would 
like at least to preserve an informal or semi-formal empure in the formal 
Soviet imperial domain, among the former Soviet republics. 


Where the Baltic states are concerned, Moscow is resigned to accepting a 
Finlandized outcome, seeing it as the lesser evil, given the manifest anti- 
Russian feeling in these countries and their proclaimed wish to join 
Western organizations, NATO in particular. For the other republics, 
Russian leaders see the Cis as a sort of surrogate USSR, perhaps less cen- 
tralized but still constricting and incompatible with NATO member- 
ship.© But at no point has the Atlantic Alliance, let alone the dominant 
American power, agreed to exclude from NATO expansion any former 


Soviet republics manifesting a wish to join. Quite the contrary. 


So close examination of the Founding Act, far from proving that NATO- 
Russian relations are in a good state, shows that they are in the ‘grey zone 
of heightened strategic insecurity’ evoked by Alexei Pushkov. One has 
only to look at what happened to the Ukraine on the day the Founding 
Act was signed and the two days that followed. On 27 May 1997 the 
Ukrainian president Leonid Kuchma and his Polish colleague Alexander 
Kwasniewski, speaking 1n Tallinn, Estonia, supported the request by the 
Baltic stares to join NATO.*' The very next day, taking the Atlantic 
Alliance (whose foreign ministers, meeting in Cintra, Portugal, on 29 
May, were due to approve a secunty charter with the Ukraine, to be 
signed at the Madrid Atlantic summut in early July 1997) by surprise, 
the Russian Prime Minister Victor Chernomyrdin arrived in Kiev to sign 
three agreements on the Black Sea Fleet, creating a political sensation. 


Broadly, these agreements are based on an extensive and sudden relax- 
ation of the Russian positions—most notably the recognition of 
Ukrainian sovereignty over the Crimea—and ate accompanied by other 


3 A lucid Bons Yeltsin said of the accocds with NATO thar ‘their success will depend on 
their applicanion’. 

3 Extracts from “The NATO-Russia Founding Act’ published in Ls Maade, 28 May 1997 

6 Russie wants the frontiers between member states of the Cis co remain unmarked, as 
they were in the Soviet Union, and for ics own troops to be directly involved in the defence 
of all the Community's external frontiers 

é! The request was repeated ac Vilnius (Lithuania) on 5 Sepeember 1997 
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economic cooperation agreements favourable to the Ukraine. But they 
also contain ‘provisions which, if implemented, could move Ukraine’s 
economy—and its substantial defence industry—towards Russia, rather 
than towards the West’s market economies, and which might complicate 
closer integration with the European security structures, not to say 
NATO. Moreover, the mere fact that the Black Sea Fleet... will be present 
for twenty, if not twenty-five years, raises the question whether Ukraine 
will find itself hostage to the vagaries of Russian politics—for the next 
quarter century’. 


During the same month Russia also signed agreements with Moldova, 
and a peace treaty with Chechnya which resulted in the agreement of 
September 1997 on the transit of Baku petroleum through Chechen terri- 
tory to the Russian Black Sea port of Novorossiisk. It is clear enough that 
Russia is reacting to the strategic and economic ‘eastward thrust’ of NATO 
and the us by trying to reorganize its traditional imperial domain.® 
Moscow is well aware that it does not have a free hand, that it is less and 
less able to afford the brazen imperial practices of recent years without 
driving one or other of its dominions irreversibly into the arms of the us. 
Thus superpower rivalry remains intense, although altered in nature, as 
both states now officially speak the same market-economy language. 


The New Face of the New China 


In Beijing a month earlier, Boris Yeltsin and his Chinese hosts had been 
protesting in barely veiled terms against American hegemony. 1997, 
marked by large-scale opposing manoeuvres between Russia and NATO, 
with the corollary of an upsurge of hostility to Moscow in the us, also 
saw a vast debate on China taking shape in the American publications 
that cover foreign policy and grand strategy: the eloquent title The China 
Threat appeared on the front cover of the March/April issue of Foresga 
Affatrs, while the Autumn number of The National Interest used—also on 
the front cover—the more neutral headline The China Question. The 
debate was first stirred up by the publication ar the beginning of the year 
of a book with the alarmist and artention-grabbing title, The Coming 
Conflict with China, by Richard Bernstein and Ross Munro.” It spawned 
numerous articles in these journals and a number of others. 


The heightened tone of this debate was a direct consequence of the great 
tension that accompanied the Sino-American tussle over Taiwan in 
March 1996: China had chosen to assert its claims on the island, on the 
eve of the presidential elections due to take place there, by firing missiles 


& James Sherr, Russta-Ukraine Rapprechemext?’ The Black Sea Fleet Accords’, Survruel, 
vol 39, no. 3, Autumn 1997 The author gives a denuled analysis of che content of the 
Russia-Ukraine accords. 


& Within the limits of the drvide-and-rule principle. Thus for example, Russa bas no 
interest in a peaceful settlement of the conflict between Armenia and Azerbaijan over 
Nagorno-Karabakh, since this would ruse the posmbility of Baku oil reaching the Black 
Sea through Armenian and Turkish territory, thus escaping Russian control. 

& Richard Bernstein and Ross H Munro, Ths Comsng Conflict with Chine, New York 
1997 See also, by the same authors, “The Coming Conflict with America’, Forezgn Affarrs, 
vol. 76, no. 2, March-April 1997, in which they expose therr main theories in the frame- 
work of the Chins debate 
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in the strait separating the two, quite close to the Taiwan coast. The us 
reacted to this dangerous gesture by sending two battle carrier groups to 
patrol the Taiwanese coastline. 


Washington had no other choice, as anything less might have tempted 
Beijing to go even further. Taiwan 1s at least as important to the US as the 
state of Kuwait: not just because of the island’s economic importance and 
its considerable monetary reserves, but because if it allowed Beijing to 
seize it by force the Us would ‘lose forever 1ts claim to be the great-power 
guarantor in the Asia-Pacific region’, as Bernstein and Munro rightly 
put it. 


The Role of Japan 


In April, the month following this Sinco-American arm-wrestling bout, 
President Clinton and Japanese Prime Minister Hashimoto agreed ın 
Tokyo to strengthen the military alliance between their countries, to 
ıncrease the Japanese defence effort and maintain American forces in Japan 
at the existing level, but with parnal redeployment. In consequence, 
Japanese participation ın the joint naval exercises ın Asia-Pacific regional 
waters increased. Then, in June 1997, 2 few days before the retrocession of 
Hong Kong to China—itself due to take place under inauspicious circum- 
stances, owing to the diplomatic tension provoked by Beijing and the mili- 
tary exercises being carried out by Taiwan—a US State Department report 
lifted the veil on changes to the framework and modalities of the Japan-us 
strategic alliance, under revision since the April 1996 summit. It emerged 
that the governing theme of this revision is a larger role for Japan ın the 
event of US involvement in a regional military conflict. 


This was confirmed in an agreement on 23 September 1997—but still to 
be ratified by their respective parliaments. Under the new agreement, 
Japan would lend support to the us in the event of conflict in the Asia- 
Pacific region by allowing it to use its ports, air bases and hospitals—e 
sort of official rear base role; by cooperating with it in the area of com- 
munications and aerial and maritime surveillance; by taking part in 
muinesweeping and rescue missions in international waters; and by mak- 
ing a naval contribution to inspection tasks aimed at enforcing any 
embargo decreed by the UN. Japanese support 1s supposed to be limited 
to areas outside the zone of conflict, but the Japanese defence perimeter 
1s defined in such ımprecıse terms (‘border area’) that it has been possible 
to interpret the agreement as an extension of the zone of Japanese- 
American military cooperation to take in not only the Korean peninsula, 
but Taiwan and perhaps even the straits of Taiwan. 


The Chinese island can be considered part of Japan’s ‘border area’, being 
separated by a scant hundred kilometres from the south-western tip of 
the Japanese archipelago of Okinawa; current practice is to proclaim 
exclusive economic zones 200 sea miles wide in the China Sea. As for the 
strait separating Taiwan from mainland China, it was annexed into the 
zone of Japanese-US military cooperation by an unfortunate if revealing 
statement by a Japanese government spokesman. The remarks caused a 


6 Bernstein and Munro, The Coming Conflict with America’, p. 30. 
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diplomatic incident between Beijing and Tokyo, and elicited a public 
apology from the Japanese Prime Minister, but their basic import has 
never been formally dented. 


To understand how these developments are seen by the two great powers 
of East Asia, one must bear ın mind that Japan invaded the island of 
Taiwan in 1895, on its way to the invasion of the Chinese mainland, and 
occupied 1t until the end of the Second World War. Only American pro- 
tection, officially proclaimed in 1955, enabled the Kuomintang govern- 
ment to survive there after 1949. It is thus not difficult to see that any 
manifestation of the Japan-us alliance touching on Taiwan is perceived 
in China as an aggressive imperialist act, contrary to the way the Chinese 
attitude is seen in the West and even, ee in Japan itself, which 
these days is tending to get over its ‘g uilty conscience’ for past behaviour, 
and to view China as a menacing power. 


The strategic pare between the two Asian powers is aggravated by the 
fact that they both depend on energy imports. Behind the quarrel that 
divides them (along with Taiwan and South Korea) over ownership of the 
Senkaku/Diaoyu islands, five coral atolls in the eastern China Sea, lies the 
issue of possible oil deposits in the economic zones around these islands. 
Similarly, Japan—alchough not directly involved in the complicated, 
apparently endless squabble over the Spratley islands, involving several 
ASEAN countries as well as China and Taiwan—does have an interest in 
ensuring that the islands do not fall into Beijing's hands. This is because, 
owing to the Spratleys’ strategic position, China would then be in a posi- 
tion to control sea routes vital for Japanese hydrocarbons imports, along 
with much other regional, inter-regional and intercontinental maritime 
traffic and the circulation of warships, with us warships heading the lst. 


Adding these two disputes to all the others involving China in the seas of 
East Asia, from the one with South Korea in the Yellow Sea to the ones 
with Indonesia, Malaysia and Vietnam over the Natuna islands zone, via 
the Gulf of Tonkin (Vietnam again); and also bearing in mind China's 
armament efforts, especially in the domain of naval equipment and other 
means of projecting armed force, at a time when America’s long-term 
military commitment to the region 1s perceived as uncertain, it becomes 
clear why the arms trade and industry are more flourishing than ever in 
East Asia, unlike most other parts of the world.© 


It is not difficult to grasp the key to the apparent paradox thar in this 
part of the world, the end of the Cold War, far from reducing tension, 


ee La Mende of 4 September 1997, as well as the aru- 
cle by the Singapore official Kishore Mahbubanı, ‘An Asta-Pacific Consensus’, Forergx 
Affaers, vol 76, no 5, September-October 1997 On the Japenese debate over Chins snd 
the treaty with the us, see Selig S Harrison, L'alliance américano-jeponaise cimentte’, Le 
Monde dzplomatique, November 1997 On the wormed reaction of the Chinese to the revi- 
sion of the Japan-US treaty, see James Chace, “Taming the Tiger: Report from the Middle 
Kingdom’, World Pelscy Jearna!l, vol xiv, no 4, Winter 1997-98 

61 For an overall view of these disputes and their links with energy and military quesoons, 
see Mark J. Valencia, Energy and Insecunty in Anse’, Sersrne/, vol 39, n0. 3, Autumn 1997. 
@ See Susan Willett, ‘East Asia's Changing Defence Industry’, Sersine!, vol 39, DO. 3, 
Autumn 1997 
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seems to have increased it. The collapse of the Soviet Union caused East 
Asia to shift from a polarization against Moscow and its Indochinese 
allies by most of the forces allied to the Us, jointly with China, to the 
release of latent tensions between a fast-growing China and the rest of 
the region, backed by the United States. This reality, which Bernstein 
and Munro do not fail to mention, counts for a lot more than the anxi- 
eties—marginal for the time being in any case—that might be aroused 
by the other regional power, Japan.© 


The Modernization of China’s Forces 


The removal of the previous cause of tension has had its corollary in 
Chinese mulitary doctrine, pointed out in an interesting article by an 
Australian intelligence official, A.D. McLennan: ‘The collapse of the 
Soviet Union... liberated the PLA from the Maoist “people’s war” doc- 
trine—defense by depth and density of population in lieu of firepower. 
Chine is developing smaller, more professional forces with greater 
mobility and striking power, both typical goals of force modernization 
generally.7° McLennan also points out that China’s minimal nuclear 
deterrence posture corresponds both to its means and its strategic inter- 
ests; general nuclear disarmament would suit it even better, given its 
nuclear inferiority to Russia and the us, and the fact that in conventional 
terms it has the advantage of numbers and of greater willingness to 
expose itself to human losses. 


China’s demographic mass and density mean that its pledge to make no 
first use of nuclear weapons conforms to its strategic interests, rather 
than revealing any pacifist tendency. And even if such a tendency 
existed, it would not apply to Taiwan, as the no-first-use pledge does not 
apply to Chinese territory, according to a senior Chinese official quoted 
by McLennan.” This shows that the tension between China and the 
American-protected zone of Asia-Pacific, of which the Taiwan question 
is the sorest point, is real and dangerous; far more so than the oft-men- 
tioned prospect of a new conflict in the Korean peninsula. 


Korea 


On this last eventuality, Leon Sigal bas re-established a number of truths, 
obscured by media propaganda amounting to caricature against the North 
Korean regime—which, ıt 1s true, lends itself to this distortion as much as 
the Iraqi dictatorship does. ‘Ever since the 1970s, some US intelligence 
assessments have concluded that South Korea has the military edge, espe- 
cially in the air, and could repulse a North Korean attack even without 
throwing Us forces into the balance’.”* This advantage has grown continu- 
ously, to such a point that it is now reasonable to wonder which of the two 


© "The collapse of the Soviet Union removed China’s main regional secunty threat and 
increased, virtually overnight, China's comparative power in Asia’ Bernstein and Munro, 
‘The Coming Conflict with America’, p 23. 

T A.D. McLennan, ‘Balance, Not Concunment A Geopolitical Take from Canberra’, The 
Natrenel Interest, 00.49, Fall 1997, p 54 

7 Ibid., p. 56. 

T Leon V Sigal, Who Is Fighting Peace in Korea? An Undiplomanc History’, World 
Policy Jexrnal, vol x, 00 2, Summer 1997,P 45 
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Koreas most fears the departure of Uncle Sam’s troops. The fact is that it is 
the growing conventional superiority of the South, combined with the 
American nuclear threat and the disappearance of the Soviet nuclear 
umbrella, that hes driven the North to try to obtain atomic weapons.73 


So it is on the opposition between China and the Us, and certainly not on 
the conflict with North Korea, thar the new regional strategic setup, 
including the revised terms of the Japanese-us alliance, 1s arranged. The 
image of China current in the us has evolved ın parallel. The view of 
Bernstein and Munro is thar since the disintegration of the Soviet empire 
at the end of the 1980s ‘China is seeking to replace the United States as 
the dominant power in Asia’.74 In somewhat more measured style than 
the title of their book would suggest, the two authors insist on the possi- 
bility——rather than the probability—of a conflict with China provoked 
by an invasion of Taiwan or a regional conflict in the South China Sea. 
These allegations—leading to the triple conclusion that the US presence 
and supremacy in Asia should be maintained and Taiwan and Japan rein- 
forced—are based on an analysis of the Chinese state hinged on the coun- 
try’s armament effort, whose considerable real scale, they believe, is 
hidden behind misleading official figures. 


Similarities and Differences in US Attitudes to China and Russia 


There is an altogether remarkable similarity between American analyses 
hostile to China and those hostile to Russia, not only because both analy- 
ses see the mote in China’s or Russia's eye while remaining oblivious to 
the beam 1n America’s, but because they both place the emphasis on the 
army which they believe, along with the related military-industrial com- 
plex, to be the all-powerful central institution of the country con- 
cerned.7) Richard Pipes, quoted earlier, analyses the position and role of 
the Russian army in terms virtually identical to Bernstein’s and Munro's. 
And while Pipes draws a parallel between Russia and Weimar Germany, 
Bernstein and Munro consider the most likely outcome of present 
Chinese political evolution to be ‘a kind of corporatist, militarized, 
nationalist state, one with some simularity to the fascist states of 
Mussolini or Francisco Franco’.76 


However, unlike Russia which has few defenders in the United States, 
China has considerable numbers. The difference is not sumply due to 
the legacy of hostility accumulared against Russia in the Cold War years 
and cooperation established during the Sino-American alliance over the 
last two decades of that period. Even more important is the 
fact that the economic interests that currently bind the us to China 
have no common measure with those that have been established 
with Russia. So that the distrust of China maintained in American 


73On the North Korean menace seen from Japan, see Harrison, ‘Lallance américano- 
74 Bernstein and Munro, “The Coming Conflict with America’, p. 19 
73 For e contrary view about China see Lu Ning, The Dynama of Foreige-Poltcy Dactssen- 
maktag rx China, Boulder 1997, which says that the Chinese army 1s subordinare to the 
crviltan policicel leadership in foreign policy marters. 
78 Bernstein and Munro, “The Coming Conflict with America’, p 29. Compare Henry 
Kiussinger’s forecast on Russia cited above in footnote 51 

119 


defence circles, out of conviction as well as self-interest, is balanced by 
the favourable attitudes cultivated in the trade and business commu- 
nities, with foreign policy makers split between the two attitudes. The 
traditional divisions between hawks and doves, realists and idealists, 
are every bit as muddled here as they are in the debate over the expansion 
of NATO. 


The role of China advocate ın American foreign policy journals has 
fallen on Robert Ross, a Harvard academic.” He does not have much 
trouble dealing with alarmist exaggerations of Chinese military poten- 
tial put about by China-detractors: Japan alone is greatly superior to 
China in both air and naval terms, and will retain this supenority for 
the foreseeable future, owing to its much more advanced technology 
and much higher defence budget. The underlying idea is that China 
could regard the US as a guarantee against any resurgence of Japanese 
military unperialism, placing the us in the ideal position—according 
to Kissinger doctrine—of guarantor of the balance of forces. 
Nevertheless, Chine could go against American policy in the domain of 
weapons proliferation. The us should therefore seek Chinese assurances 
in this area, as well as those of economic liberalization and human 
rights. In so doing, Ross insists, it is important to avoid souring rela- 
tions with China and to pursue a policy of ‘engagement’ with it instead 
of putting ıt in quarantine. 


The visit to the us of the Chinese president, Jiang Zemin, at the end of 
October 1997, was a vivid moment and a good illustration of this last 
policy. In exchange for Chinese assurances on ending deliveries of nuclear 
materials and missiles to Iran, Washington unblocked the supply of 
power stations to China, to the great profit of the American nuclear 
industry. Beijing also undertook to buy fifty Boeing aircraft for a total of 
$3 billion, and agreed to reduce customs tariffs on American products so 
as to reduce the large Us commercial deficit with China, now nearly $40 
billion. 


But the visit also showed the limits of the policy of engagement when, 
during a joint press conference with his American opposite number, the 
Chinese President suddenly adopted a menacing tone on Taiwan: “We do 
not pledge to renounce the use of force, which is not directed against our 
compatriots in Taiwan but rather against external forces trying to inter- 
fere in Chinese internal affairs, as well as those who try to bring about 
Taiwan's independence or seperation from the rest of the country’.”® If 
there were any dreamy idealists among those responsible for us foreign 
policy, the Chinese President meant to bring them down to earth. 


7 Robert S. Ross has defended friendly relations wich China in the above-mentioned spe- 
cial issues ‘Beijing as a Conservative Power’, Foreign Affacrs, vol 76, no. 2, March-Apnl 
1997, and ‘Why Our Hardliners Are Wrong’, The Natromal Interest, 00 49, Fall 1997 See 
also, from the same author in collabonerion with Andrew J. Nathan, The Greet Wall and the 
Empty Fortress: China's Search for Security, New York 1997 See also, in the same vein, Bara F 
Vogel, ed., Liring wath Chrna US-China Relatsons om the Twenty-First Century, New Yock 
1997. And ın an even more apologetic register, see Thomas A Metzger and Ramon H 
Myers, Greater China and US Foreign Polscy: The Chesce between Confrextatess and Mxtual 
Respect, Stanford 1996 

7 See the news story by Laurent Zecchini, Le Memes, 31 October 1997 
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Behind the facade for public consumption, in any case, there are very few 
who nourish illusions. Robert Ross’s declared concern, like that of the 
American campaigners against NATO expansion, is to avoid the creation 
of a self-fulfilling prophecy: to avoid setting China against the United 
States by treating it openly as an enemy. Looking closely at Ross’s views 
on the American strategic and military presence in Asia, however, it 
becomes apparent that he hardly differs from Bernstein and Munro, for 
the good-reason that engagement is an uncertain gamble, like the politi- 
cal future of China itself. 


There is no guarantee thar engagement will work...At times, 
Washington will have to protect its interests unilaterally. It will 
also have to maintain its current military deployments in Asia. US 
strategic retrenchment would do far more to alter the Sino- 
American bilateral balance of power and the regional balance of 
power than any combination of Chinese military and economic 
policies.79 


The main strategic difference that might arise between the two sides of 
the American debate on China 1s more concerned with the Japanese- 
American alliance. Where Bernstein and Munro argue vigorously for an 
enlarged Japanese military role, 2 warm supporter of closer ties between 
Beijing and Washington like Zbigniew Brzezinski ıs to be heard warn- 
ing against any strengthening of Japan-Us cooperation.” This view 
is far from unanimous among supporters of an appeasement policy 
towards Beijing. But what they all fear is that a souring of Us relations 
with both Russia and China at the same time might result in a strength- 
ening of the sketchy alliance which has taken shape between those two 
countries. 


The Sino-Russian ‘Strategic Partnership’ 


Comment on the possibility of a Russo-Chinese alliance is difficult, 1f 
not impossible, to find in American official or even semi-official strete- 
gic literature. Despite the very real progress of strategic and military 
cooperation between the two countries, the taboo against raising this 
question seems even stronger than the one against naming Russia and 
China as potential enemies in war scenarios. 


The collapse of the Soviet Union effectively opened the way for a new 
era in relations between Moscow and Beijing, the two governments 
driven by common and reciprocal interests. Their economies are 
potentially complementary: China can benefit from transfers of Russian 
technology, especially in the energy sector, ıncluding nuclear energy, 
and in the arms sector. In the latter sector, where Russian technology 
18 at its most advanced, Chinese demand is heavy while Russia has 


79 Ross, ‘Beijing as a Conservative Power’, p. 44. Ross's line on Beijing is basically identi- 
cal co the one traditionally defended by Henry Kissinger For a summary of the former 

of Seare’s arguments on this subject, see bis article, ‘Outrage Is Not a Policy’, 
Newsweek, 10 November 1997. 


7 © Zbigniew Brennski, ‘A Geostraregy for Burase’, Forage Affarrs, vol. 76, 00. 5, 


Seprember-October 1997, p. 62, summarizing the main themes of his last book The 
Grand Chessbeerd: American Primacy and tts Geestrategyc Imperatrvn, New York 1997. 
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a vital need to export, to help cover the costs of an industry whose 
losses it cannot afford to subsidize as heavily as it once did. Moreover, 
China will soon be a net hydrocarbons importer and seems destined, 
with Japan, to be a natural customer for the petroleum and enormous 
natural gas reserves of Siberia and the Russian Far East—fields at 
Sakha/Yakurtsk, Irkutsk and the offshore field near the island of Sak- 
halin.** In exchange, Russia could import great quantities of Chinese 
consumer goods, whose prices are more ın line with its internal market 
than Western products. 


For the time being, however, these exchanges remain potential rather 
than real. China continues to favour Westem technology whenever it bas 
the choice. Meanwhile Western countries are locked in cut-throat com- 
petition for access to the Chinese market with, in the Us’s case, Russia- 
related strategic considerations also in mind. For example, one of the 
reasons persuading Washington to lift the ban on supplying power 
plants to China is undoubtedly to keep Moscow out of that market, 
which has direct strategic implications.™ 


The one domain in which the Western countries, led by the us, cannot 
displace Russia is that of exports of military material and technology, 
partly because of politico-straregic self-restraint, and partly for reasons 
related to the quality/price ratio of advanced equipment. Very soon after 
the collapse of the Soviet Union, China became Russia’s biggest military 
customer, alone absorbing 26 per cent of Russian arms exports, worth a 
total of around $1.7 billion, in the 1992-94 period. As early as 1992 
China acquired 24 Sukhoi Su-27 fighter-bombers, and in 1995 ordered 
another 72 Su-27s costing $2.8 billion, around 50 of which have already 
been delivered by Moscow. Bigger still is the contract concluded at the 
same tıme, in 1995, under which China is to make up to 200 Su-27s 
under Russian licence, starting production 1n 1999. 


Beijing has also purchased s-300 air defence missile systems from 
Moscow, along with four Kilo-class submarines, of which two have 
already been delivered. After the March 1996 face-off ın the Taiwan 
straits, China ordered two Russian Sovremenny destroyers equipped 
with cruise mussiles. It is also interested in constructing or acquiring an 
aircraft carrier—Russia recently finished building its first-—and acquir- 
ing in-flight refuelling tankers. 


These Russian military deliveries to China establish strategic links 
which are more important and durable than the ties resulting from 


© See Valencia, ‘Energy and Insecurity in Asia’ Development of these fields requires big 
financial and technological means which only Japan hes in the region Hence Bocs 
Yeltsin's charm offensive in Tokyo, with a promise made ar the Yeltsin-Hashimoto sum- 
mut on 1 and 2 November 1997 to settle the dispute over the Kuril islands before 2000 
with a decision favouring the Japanese claims. In the same area, Russia 18 very anxious to 
restore and stiffen its dominance in central Asia, exploicanon of its exstern oil and gas 
fields being ın competiuon with the project for ransporting gas from Turkmenistan into 
East Asia (the Energy Silk Roure) 

©The Rusman acomic energy minister, Viktor Mikhailov, declared in Beying that ‘che 
United States is doing all ıt can in China to marginalize Russis’. See Sophie Shihab, Le 
Mende, 31 October 1997 
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Beijing’s acquisition of 50 Boeing civil aircraft. Beijing now depends on 
Moscow for the maintenance and repair of the most sophisticated sub- 
mannes and fighter-bombers it possesses, in other words two of the 
mainstays of its regional military power. That is why the quality 
of relations between the two countries should not be measured solely by 
the yardstick of the overall volume of their trade, which remains 
relatively small. It also explains why their political relations are so much 
more advanced than their non-military or overall trade relations. 


After the first Yeltsin-Jiang summit in December 1992, the two gov- 
ernments began a procedure to settle their frontier disputes, which 
the Russian President 1s now trying to conclude in a way that favours 
Chinese requests. They also agreed on the principle of limiting the 
forces deployed on either side of their common frontier. At the second 
summit, in September 1994, the two countries declared themselves 
tied by a ‘constructive partnership’, decided on new reductions of 
their frontier forces, undertook not to use nuclear weapons against 
each other, and pronounced themselves in favour of a ‘multipolar world 


system’. 


Then, at the third summit in April 1996, the two countries declared 
themselves henceforth linked in a ‘strategic partnership’. The Chinese 
President proclaimed his support for the Russian positions against NATO 
expansion and on Chechnya, while his Russian colleague supported the 
Chinese positions on Taiwan and Tibet. Further measures showing recip- 
rocal trust along the common borders of China with cis member states 
were instituted and formalized by treaty. There was of course nothing 
fortuitous in the timing of this new ‘strategic partnership's’ proclama- 
tion, just a month after the Sino-American confrontation off Taiwan and 
in the same month that the Clinton-Hashimoto summit decided on the 
upward revision of the Japan-us military alliance. 


In December 1996, the Chinese Prime Minister Li Peng joined Boris 
Yeltsin in Moscow to reject any prospect of a ‘unipolar world’ and defend 
the principle of a ‘multipolar international order’. Then, in April 1997, 
the fourth Sino-Russian summit, held in Moscow, adopted a ‘Global 
Multipolarization and the Establishment of a New World Order’. This 
document, clearly aimed at the US without naming it directly, affirms 
that no country should seek to impose its hegemony on others or assume 
that it has a monopoly of international relations. The statement also con- 
demned all consolidation of military blocs which, in the political con- 
text, could only be taken to refer to NATO expansion and the revision of 
the Japan-us alliance.®3 


Needless to say, the Sino-Russian communiqués are not without ele- 
ments of feint, blackmail and bluff. But the irritation expressed by the 
two governments is not assumed for the occasion: there is no shortage of 
reasons for their rancour against the US, as has been shown. And these 
protests against a ‘unipolar world’ are taken a lot more seriously in 
Washington when they come from a Yeltsin-Jiang summut than when 
they come (for example) from a Chirac-Yeltsin summit. 


*3 For a description of these meeungs see Harada, Rastts and North-East Asse, pp 37-48 
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However, something that is a lot less believable, at least so far, is the so- 
called Sino-Russian ‘strategic partnership’, which in fact is not really 
based on firm and solid foundations of murual trust. For the time being, 
both countries are using this partnership, each in its own way, as a threat 
or means of exchange, either to obtain concessions or shifts of position 
from the American government, or to persuade it to attenuate or desist 
from its encroachments on their own respective positions.*4 American 
official strategic documents affect to ignore any possible alliance 
between Russia and China precisely for this reason: to minimize che 
weight of blackmail to which the us can be subjected. 


The Hub and its Spokes 


For the tıme being, certainly, neither of the two ‘partners’ can afford 
the luxury of an open break with the us: the fact 1s that they both 
need the Us more than they need each other. From the economic point 
of view above all, Josef Joffe is not mistaken in thinking the Sino- 
Russian ‘strategic partnership’ anachronistic, and affirming that Boris 
Yeltsin is not going to look for computers in Beijing and that China 
will not risk the loss of its main export market.® In any case, the recent 
visit by the Chinese President to the us showed that China knew how to 
be cooperative, when necessary, to obtain economic advantages. Current 
American strategy really does seem to contain the Bismarckian dimen- 
sion that Joffe describes: it corresponds closely to the image of hub and 
spokes, with the us as the hub and Europe, Japan, Russia and China 
as thie spoxes of the wheel, all needing the us more than they need each 
other. 


Even so, the author 1s being too hasty when he suggests that the US, sim- 
ply because of its nuclear weaponry, has nothing to fear from any military 
alliance against it, even a coalition of Russia and China.®” No one has for- 
gotten that once nuclear deterrence has become mutual it can no longer 
be used, or that the deterrent effect is greatly reduced when used against 
enermes whose nuclear destructiveness potential is qualitatively equiva- 
lent. As Edward Luttwak so aptly points out, nuclear weapons are ‘too 
effective to be effective’. 


It is difficult enough to believe that the US would really be willing to use 
nuclear weapons against China, which has a real—if quantitatively lim- 
ited——capacity for nuclear retaliation, if Beijing were to try to seize Taiwan 
by force (and even less so if the unvasion followed a unilateral declaration of 


M Incidencelly, the Chinese President concluded a ‘constructive strategic partnership’ 
with bis American opposite number during his visit to the US ın October 1997, reducing 
the relatrve importance of the Sino-Russian accords in the context of the transactions coo- 
cluded with Washington The fact remains bowever that only the first ‘partnership’ con- 
tains a genuine military dimension. 

5 Josef Joffe, How America Does It’, Forexgx Affaers, vol 76, no. 5, September-October 
1997, P. 25. 

Ibid., pp. 19f. Josef Joffe had already developed the same theory in ‘“Busmarck” or 
“Brean”? Toward an American Grand Strategy After Bipolarity’, International Sacersty, 
Spang 1995. 
© Joffe, “How America Does It’, pp 20-21. 
 Bdward N. Lutewak, ‘Someegy’, in Robert Cowley and Geoffrey Packer, eds, The 
Reader's Companten te Milstary History, New York 1996, p. 451. 
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independence by Taiwan).® So it is even more difficult to accept that the 
US would take the initiative in resorting to nuclear weapons against a 
China-Russia coalition in a dispute over a third country. The deterrent 
credibility of American nuclear capacity against nuclear peers of the US is 
restricted to the protection of American territory against direct aggression. 
And of course there is no state thar aspires to such an act of folly. 


Furthermore—in a ‘post-heroic’ era in which the us armed forces, not to 
mention American public opinion, are not very eager to take risks, even 
the minimal risks of an intervention somewhere like Somalia or Haiti— 
it 1s far from certain that the US would even risk a major conventional 
war in defence of Tarwan, especially as Washington subscribes officially 
to the principle of Chinese territorial unity.% Would not direct us mili- 
tary involvement be even more risky with the American nuclear deter- 
rent neutralized by a coalition of China and Russia, and with Russian 
military technology available to a Chinese army—still fully manned at 
present—that remains far more willing to risk human losses than the us 
army? And might not a military confrontation between the us and China 
in East Asia lead to the risk of Russia opening a second front, directly or 
through proxies, in (say) the Ukraine or the Persian Gulf? 


Is this really an unbelievable scenario? Certainly unlikely but nevertheless 
not impossible, in Raymond Aron’s celebrated phrase, it is a scenario well 
in the tradition of ‘worst case analysis’.9' The preceding pages have 
sought to demonstrate that it is this scenario—and not the scenario of two 
simultaneous wars against adversaries like Iraq and North Korea—that 
corresponds most convincingly to the global military posture of the 
United States. A close reading of the QDR report does reveal something 
rather like an admission: after judging it likely that there will be no 
‘global peer competitor’ until 2015, and before proceeding to separate 
examinations of Russia and China, treated as regional powers for the time 
being, the report affirms that ‘it is likely that æo regsomal power or coalition 
will amass sufficient conventional military strength in the next ten to fif- 
teen years to defeat our armed forces, once the full military potential of 
the United States is mobilized and deployed to the region of conflict’.™ 


Conclusion 


Starting from the observation of a manifest disproportion between the 
American defence budget and the official war scenario to which it 1s sup- 


°° The 1979 American commitment on Taiwan holds that any non-peaceful pressure to 
change the status of Taiwan would constitute a threat to peace in the region, and would 
involve the us. 

X Edward N. Luttwak, ‘A Post-Heroic Military Policy’, Fererga Affasrs, vol. 75, D0. 4, 
July-August 1996 

3? The Tacwan Scrat and the Russo-Ukraine border are the most dangerous spots on the 
planet, the two places where wars berween and among great powers could erupt in the 
post-Cold War period, Michael Mandelbaum affirms ın “Westernizing Russia and China’, 
Foretgn Affatrs, vol. 76, no 3, May-June 1997, p 89 We might add what Fred Coleman 
calls the ‘Kaliningrad scenario’, an invasion of Lithuania by Ross:an tanks co ensure the 
corridor between Russia and the Russian military base at Kaliningrad on the Baltic Sea, in 
response to a decision to incorporace the Baltic countries into NATO. See “The Kaliningrad 
Scenario: Expanding NATO to the Balaics’, World Polscy Journal, vol. xrv, no 3, Fall 1997. 
* Department of Defense, Report ex the QDR, section 0 (my emphasis) 
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posed to correspond, this article has deduced that the implicit scenario to 
which us defence expenditure really conforms, but which cannot be 
made too explicit for policital, strategic and tactical reasons, is that of 
two simultaneous wars against Russia and China, disguised by the offi- 
cial hypothesis of two ‘major regional conflicts’ against Iraq and North 
Korea. The image of these two wars should be understood as coming 
from a school of deterrence through escalation thar still persists in the 
Pentagon and the us administration. 


To check the plausibility of this reading, relations between the United 
Stares, Russia and China have been reviewed. Examination of the 
Russian and Chinese cases shows that the hypothesis of this implicit sce- 
nario in American strategy is in keeping with the concrete development 
of these relations. In reality, the doctrine and practice of ‘engagement’ 
are still accompanied by a clear American effort at containment of Russia 
and China, in the strict sense of the term. In the case of Russia, which 
unlike China is in a state of institutional and imperial deliquescence, it 13 
even possible to talk about an American practice of post-ideological ‘roll 
back’, no longer directed against ‘communism’ but simply against 
Russian imperial hegemony. In seizing the historic opportunity pro- 
vided by Russia’s present dilapidation, from which there is no guarantee 
that it will not recover in the medium or long term, the United States is 
encroaching much more today on the zones of Europe and Asia under 
Russian influence than it ever did ın the days of the ussr, after the 
Second World War. 


The current level of the us defence budget corresponds rationally to the 
US aspiration to imperial expansion and exclusive global hegemony. In 
full strategic coherence, the United States is prepared for the worst case 
scenario: in other words, it has taken the appropriate measures against its 
two main potential military nvals, the two main candidates for the posi- 
tion of ‘global peer competitor’, Russia and China. It is all the more 
plausible to consider them jointly in that they are naturally tempted to 
form an alliance against the sole superpower of the moment. 


These strategic choices keep up a level of tension with these two powers 
that justifies the US suzerainty over their neighbours, Germany, Europe 
and Japan, and blocks any move towards possible regional alliances— 
Euro-Russian or Sino-Japanese—which might be able to challenge 
American hegemony. Yet the expanded military role of Germany and 
Japan, in the context of an American alliance directed against Russia and 
China, should have the effect of heightening the anxieties of these two 
countries and leading them to try, each on its own behalf, to get into the 
good graces of the United States. For the time being this seems to be 
working better with Beijing than wich Moscow. But, when all 1s said and 
done, this is no more than an ancient and well-tried imperial recipe. 


Translated by Joba Howe 
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Scanner 
Simon Sheppard 


Foot Soldiers of the New World Order: 
The Rise of the Corporate Military 


Mercenaries are outlawed under Article 47 of the Geneva Convention. In - 
December 1994 the United Nations General Assembly adopted 
Resolution 49/150 urging all nations ‘to take the necessary steps and to 
exercise the utmost vigilance against the menace posed by the activities 
of mercenaries’. The UN International Convention Against the 
Recruitment, Use, Financing and Training of Mercenaries has been 
signed or ratified by twenty-one countries. 


Yet the opportunities for mercenary contracts are now at a level unprece- 
dented in modern times. In the uncertain political environment of the 
post-Cold War world in which countless military specialists have been 
released onto the free market, the professional soldier of fortune has 
again become a key player ın the business of death. The modern condot- 
tieri are not the lawless guns for hire who turned the Congo into a free- 
for-all thirty-five years ago. Men like Mike Hoare, Jacques Schramme, 
and Bob Denard have been phased out in favour of new corporate identi- 
ties which are, in effect, the logical extension of a borderless global busi- 
ness environment. 


The mercenary organization which was the first to take advantage of the 
opportunities available in post-Cold War Africa came to public atten- 
tion 1n the South Pacific recently when its first venture outside its home 
continent collapsed. Executive Outcomes (EO) is one of more than eigh- 
teen firms, including international oul, gold and diamond mining ven- 
tures, a chartered accountancy practice, an airline, foreign security 
services, and offshore financial management services, managed from a 
modern, glass-fronted building at 535 King’s Road, London, known as 
Plaza 107. The mirror site in South Africa is the Strategic Resources 
Corporation Ltd. (SRC), based in Lynnwood, Pretoria. EO was sub-con- 
tracted by Sandline International of the Plaza 107/SRC group to provide 
aircraft, equipment and training to the Papua New Guinea Defence 
Force (PNGDF) on 31 January 1997. EO arrived in early February and 
began conducting training sessions at the Urimo base near Wewak in 
East Sepik province. 


Then PNG Prime Minister Sir Julius Chan’s argument for hiring foreign 
professionals was simple; his own military has failed over the pest eight 
years to put down the secessionist Bougainville Revolutionary Army 
(BRA). In June 1996 the PNG government had ordered an offensive: 
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Operation High Speed 2. It was a complete failure. In September that 
year eleven PNGDF troops were killed and five captured in a skirmish at 
Kangu Beach. On 13 October Bougainville interim government premier 
Theodore Miriung was assassinated. A subsequent PNG colonial inquiry 
ımplicated the PNGDF and pro-PNGDF guerrillas in his death. 


In defending the Sendline contract Chan stated, “We... have requested 
the Australians support us in providing the necessary specialist training 
and equipment... They have consistently declined and therefore I had no 
choice but to go to the private sector’. According to Noel Levi, the head 
of the PNG Prime Minister’s Department and chairman of the National 
Security Advisory Committee, two offers of private military assistance, 
one from Australia and one from Russia, were rejected before the 
Sandline proposal was taken up. The fee for the EO services was set at 
us$36 million. The 125-strong EO team would be employed for an 1m1- 
tial period of three months or until the BRA was defeated. 


We shall look at the military and commercial aspects of this operation in 
more detail below. Briefly, however, before offensive operations could 
commence, PNGDF Army chief Brigadier-General Jerry Singirok refused 
to cooperate, and called for the resignation of the Prime Minister. The 
ensuing power struggle brought the country to the brink of civil war and 
did indeed culminate in the Prime Minister's resignation." Meanwhile, 
the EO special forces, temporarily detained by the defence forces they 
were supposed to train, slipped quietly out of the country. Sandline 
director Tum Spicer was detained on guns charges to guarantee his par- 
ticipation in a commission of inquiry investigating the affair? As a 
reflection of the professionalism now inherent in the contract military 
business, the press conference held upon Spicer’s return to the UK was 
organized by PR agency Sara Pearson Associates. 


EO’s Apartheid Roots 


This setback in EO fortunes is likely to be temporary. Their services are 
always in demand. The glossy EO brochure advertises that it ‘provides a 
highly professional and confidential military advisory service to legiti- 
mate governments’. It promuses ‘sound strategic and tactical advice’ and 
‘the most professional training packages available to armed forces’. These 
packages include basic and advanced bartle handling, sniper training, 
clandestine warfare, armoured warfare, and combat air patrol. Most of 
BO's approximately one thousand soldiers (7o per cent of whom are 
black) are veterans of South Africa’s four elite apartheid-era counter- 
insurgency special forces: 32 ‘Buffalo’ Battalion; the Reconnaissance 
Commandos (‘Reccies’); the Parachute Brigade (‘Parabats’); and the para- 
military ‘Koevoet’ (‘Crowbar’). Their assignment was the destabulizarion 
of the apartheid regime’s southern African enemies. 


' Mary Callaghan, ‘PNG in Peril’, The Listemer, 26 April 1997, pp. 22-4; Alfred Sasako, 
‘Mercenaries and Mayhem’, Pacrfic lands Meathly, vol. 67, no. 5, May 1997, pp 12-21 
2 Andrew Lycett, ‘Colonel Tum Spicer and the £22 5x Bungle in the Jungle’, The Dasly 
ee p. 28. 
“Diamond Mercenaries of Africa’, ABC Redre Natrona! Transcripts Background Brifing, 4 
he ee pp I-14. 
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The 32 Battalion, comprised mainly of Portuguese-speaking Angolans, 
became South Africa’s most highly decorated combat unit since the 
Second World War. Eeben Barlow, the director of HO until July this year, 
was second-in-command of the 32 Battalion. He chose the paladin, the 
chessboard knight once featured in the old television series Have Gua, 
Will Travel, as the company logo when he set up EO in 1989.4 


EO does not maintain a standing force but places key personnel on retain- 
ers and leases its non-essential employees to other companies in the Plaza 
107/SRC group during periods of inactivity. The standard HO contract is 
for one year. Salaries range from us$2,700 to US$13,000 a month (the 
latter for its approximately eighteen pilots). BO provides life insurance. 
Eighteen BO employees were killed during operations in Angola; two 
died in an ambush ın Sierra Leone. 


EO in Angola and Sierra Leone 


BO was registered in the UK in September 1993 by Simon Mann, a for- 
mer troop commander in 22 SAS specializing in intelligence and South 
African director of Ibis Air, and Tony Buckingham, an SAS veteran and 
chief executive of Heritage Oil and Gas. The Heritage Oil and Gas board 
of directors includes former Liberal Party leader David Steel, and 
Andrew Gifford of Gyw Government Relations, an influential parha- 
mentary lobbyist. The company, originally British, now registered in the 
Bahamas, ıs associated with a Canadian oil corporation, Ranger Oil. 
Both companies had drilling interests in Angola, a country that since the 
mid 1970s was torn by civil war between the Marxist MPLA government 
and UNITA rebels who were covertly assisted by the South African special 
forces. 


One of the centres of the oil industry in Angola is the town of Soyo, 
which was under the control of UNTTA forces in the early 1990s. 
In January 1993 Mann and Buckingham commissioned EO to seize 
the town. A force of fewer than one hundred men, led by Laffras 
Luitingh, a former major in 5 Reconnaissance Commando, succeeded 
in March that year, but UNITA quickly recaptured the town after EO 
pulled our. The Angolan government then asked Ranger and Heritage 
to hire a larger force in exchange for oil concessions. Ranger allocated 
us$30 million for the operation and placed the contract with Mann and 
Buckingham. 


They commissioned an EO team of five-hundred men which performed 
so effectively that BO commenced the ‘restructuring and retraining’ of 
the entire Angolan army in August 1993. The contract with the 
Angolan government was initially for one year. That was extended fora 
further year and then on a month-by-month basis for a final four months. 
During chat period Eo is widely credited with crippling UNITA, its for- 
mer ally, forcing the rebels to the bargaining table, and being responsible 
for the cease-fire signed in November 1994. BO officially left Angola in 
January 1996, having earned in excess of Us$ 100 million through its ser- 


4 Elurabeth Rubin, ‘An Army of One's Own’, Herper’s Magexses, February 1997, pp 44- 
55; Eben Barlow interview, SABC TV, 22 January 1997 
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vices. Many members stayed, moving to SRC partner security firms such 
as Saracen Angola > 


The next operation was in Sierra Leone, where the rapacious and corrupt 
military junta of Valentine Strasser was under siege from the blood- 
thirsty and anarchic Revolutionary United Front of Foday Sankoh. EO 
deployed its first 170 men in Sierra Leone in May 1995. The force came 
equipped with two MII7s and an M124 Hind helicopter gunship, two 
Boeing 727 transports and an Andover casualty-evacuation aircraft. The 
foreign professionals turned the war around completely. In March of 
1996 the Sierra Leonian people in their first election for 28 years voted in 
Ahmed Tejan Kabbah, a career United Nations bureaucrat, as president; 
Strasser’s junta retired into exile; and in May Sankoh sued for a cease-fire. 
The importance of the BO presence for stability in the country was 
graphically illustrated when, less than six months after EO withdrew 
from Sierra Leone in February this year, the military seized power in 
another coup.® 


EO performed some public relations work in Sierra Leone, such as ferry- 
ing the local football team to the African All Nations Cup in Johannes- 
burg. But their real interests were strictly commercial The fee for EO 
services included us$15 million and, of greater long term significance, a 
stake in the coveted Kono region diamond mines, which produce an esti- 
mated US$250 million of diamonds a year. 


The Diamond Dogs 


This commercial enterprise has given HO its nickname; ‘the diamond 
dogs of war’. A recent United Nations report noted that once a firm like 
BO is able to establish security in an area ‘it apparently begins to exploit 
the concessions it has received by setting up a number of associates and 
affiliates’ which engage in ‘legitimare’ businesses. Such firms thus 
acquire ‘a significant, if not hegemonic, presence in the economic life of 
the country in which it 1s operating’. 


One of the Plaza 107 group firms is Branch Energy (BB), an English cor- 
poration which registered in the Isle of Man, a tax haven, in April 1994. 
EO is a major shareholder in BR, with 60 per cent of BE Angola, 40 per 
cent of BE Uganda, and 40 per cent of BE Sierra Leone.’ In June 1996 BE 
merged with Carson Gold, controlled by Canadian mining magnate 
Robert Friedland, to form Diamond Works Inc. This company, which has 
prospecting nghts in Congo, Namibia, Botswana and Senegal, and is 
now the second largest concession holder in Angolait, was recently 
awarded the Alto Kwanza diamond exploration concession in Bie 
Province, covering an area of more than 18,000 sq. km. In July 1996 the 


3 Michael Ashworth, ‘Africa's New Enforcers’, The Inalqpomalext, 16 September 1996, p 2, 
Khareen Pech and David Beresford, ‘Corpore Dogs of War who Grow Fat amid the 
Anarchy of Africa’, The Observer, 19 January 1997, p 19. 

6 Phillip Van Niekerk, ‘Sierra Leone Africa's Diamond Dogs of War’, The Observer, 13 
August 1995, p. 19; Mercenanes at Work’, Wet Afra, 23 October 1995, pp. 1633-5, 
David Shearer, Dral an Anny’, The World Today, August-September 1997, pp 203-5. 

7 Yves Goulet, ‘South Africa. Executive Ourcomes Mong Business with Bullets’, Jane's 
Intelligence Review, September 1997, p 426. 
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Sierra Leone government awarded the company a twenty-five-year lease 
to the Koidu diamond fields in the Kono region ‘liberated’ by Ho. 
Diamond Works has contracted Lifeguard, another SRC subsidiary, at 
Us$60,000 a month to protect its diamond fields in Sierra Leone.® 


Another line of analysis suggests that the prime mover ın the employ- 
ment of EO in Sierra Leone came from the South African mining house 
Gencor. In 1996 Gencor sold its controlling interest in the Australian 
company Cudgen RZ to another Australian firm, Renison Goldfields 
Consolidated (RGC). A subsidiary of RGC, Consolidated Rutile Ltd., in 
partnership with the us firm Nord Resources Group, controls half of 
Sierra Rutile Ltd, which with an annual production worth us$200 mil- 
lion a year is the largest rutile mine in the world. The mine was the 
regional headquarters for EO during their operations in West Africa and 
when they withdrew Sierra Rutile Ltd. took out a contract with Life- 
guard. 


Commercial Interests in Papua New Guinea 


Mining interests were what attracted mercenary interest in PNG. The key 
to winning the war in Bougainville is control of the Panguna copper 
mune on the island, the third largest copper mine in the world. Until 
May 1989 Panguna was operated by Australian mining firm RTZ-CRA 
through its 53.6 per cent stake ın Bougainville Copper Ltd. It was forced 
to close the mine after repeated sabotage of its operations. In May 1990 
the BRA announced the unilateral declaration of independence of Bou- 
gaunville. PNG could not afford to let the source of one third of its foreign 
exchange slip away and a small scale but vicious war broke out.’ 


The shadowy corporate interests of HO were responsible for turning 
Bngadier-General Singirok against the employment of mercenaries in 
Bougainville, an arrangement which he had participated in from the 
beginning. On 7 April 1996 Singirok and then PNG defence minister 
Mathias Ijape met with Tony Buckingham at the Cairns Hilton to inti- 
ate the negotiations. With Buckingham was Tim Spicer, director of 
Sandline International, a man with impeccable credentials for the plan- 
ning and execution of a military operation; a captain in the Scots 
Guards during the Falklands War, assiscanc to General Sir Peter de la 
Billiere, British commander during the Gulf War; spokesman for 
General Sir Michael Rose, UN forces chief ın Bosnia. Singirok met with 
Spicer again the following month in London where Spicer presented 
him with the proposed Sandline solution to the Bougainville situation. 
Singirok’s travel expenses were being met at this time through an 
account set up by international arms and military hardware firm J&s 
Franklin, which has an extensive franchise throughout Africa, eastern 
Europe and Asia. "° 


® Roger Moody, “The Mercenary Miner, Robert Friedland Goes to Asta’, Maultrmetroma! 
Monter, vol. 18, 00 6, 1997. 

? Most of the following information 1s derived from the transcript of the Papua New 
Guinea judicial inquiry into the Sendline contract, which is available on Internet at 
heep:/Awww.datecbae darec com au/sandline.nsf. 

10 Mary-Lonise O'Callaghan, ‘Papua New Guines: Singirok’s $70,000 Secret’, The 
Aattraltan, 12 July 1997, p. 21. 
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In a letter dated 1 August 1996 Spicer suggested to Prime Minister 
Chan a ‘jount venture with your government, ourselves and RTZ-CRA to 
reopen and operate the Bougainville mine once recovered’. He says that 
the proposal was rejected. But in October 1996 Spicer met with Chris 
Haiveta, then PNG finance minister and deputy Prime Minister, and 
Rupert McCowan, assistant director of merchant bank Jardine Fleming, 
who were in Hong Kong during their tour to promote the float of shares 
in PNG mineral resources division Orogen Minerals Ltd. They resur- 
rected the potential for Sandline involvement in Bougainville. Sandline 
had been recommended to Hatveta, on McCowan’s suggestion, by 
General Sir Peter de la Billiere—linked to Spicer, as we have seen, and a 
director of merchant bank Robert Fleming, the London-based parent of 
Jardine Fleming. 


Under the nom de plume ‘Mr Brown’, Spicer met Haiveta, Ijape, and 
other senior officials ın PNG in November 1996 and was asked to provide 
‘a military appreciation of the current situation’ on Bougainville. On 
that basis he was hired as a consultant to the PNG government for 
US$250,000 and was asked to prepare a report by 6 January 1997. Spicer 
returned to PNG in December 1996 and joined Buckingham in Port 
Moresby. They presented the Sandline proposal to Haiveta and other 
ministers, recommending high-speed, precise military operations 
against the BRA and a subsequent operation to recapture Panguna. At 
this point EO entered the picture. 


The contract, signed on 31 January 1997, granted EO forces the status of 
‘special constables’ and stipulated that in carrying out Operation 
Contravene they would ‘conduct offensive operations in Bougainville in 
conjunction with PNG defence forces to render the BRA militarily ineffec- 
tive and repossess the Panguna mine’. BO operational demands included 
two Mi-24 helicopter gunships and two Hind Mi-17 troop carrying heli- 
copters as well as small arms. 


On 12 February Spicer, McCowan, Haivete and Ijape flew from Port 
Moresby to Cairns and then on to Hong Kong. At two dinners in the 
Peninsular Hotel on 13 and 15 February they met with Sandline’s finan- 
cial manager Michael Grunberg, a director of Diamond Works and a 
senior executive of Branch Energy, described in company documents as 
having ‘directed Branch Energy’s diversification away from oil and gas to 
mineral joint ventures in several African states’. Spicer himself held a 
considerable interest ın DiamondWorks. According to the incentive 
stock options list publicly filed with the Vancouver Stock Exchange on 
18 February, Spicer was among the ten acceptance options listed, with 
10,000 shares at an exercise price of $2.72, and a further 10,000 shares, 


also at $2.72, on the outstanding options list. Tony Buckingham also 
featured, with 125,000 shares on a similar basis. 


McCowan had already approached RTZ-CRA in January this year to ascer- 
tain its interest in the sale of its stake in Bougainville Copper Led. In 
February daily turnover of shares in RTZ-CRA rose to more than 460,000, 
ten times higher than normal for the stock, which has been largely dor- 
mant since the civil war broke out on Bougainville. On 2 March Chan 
announced a government plan to buy out the 53 per cent stake in 
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Bougainville Copper Ltd held by RTZ-CRA, and sought advice through 
McCowan from Jardine Fleming, but the venture collapsed with his gov- 
ernment. 


Clandestine Payments 


On 24 February Harveta, McCowan, Spicer, and Vele Jamo, under-secre- 
tary for Papua New Guinea’s Department of Finance, met in the office of 
Rupa Mulina, managing director of the government-owned commercial 
benk PNG Banking Corp, to insist that he process the transfer of funds to 
Sandline immediately. Mulina ultumately authorized executive manager 
Jim Forrester to make the payment. According to Forrester, when he 
asked what the money was for, McCowan replied ‘goods and freight’. The 
funds to meet the Sandline obligations were originally intended to be 
derived from the revenue generated through the float of Orogen 
Minerals Ltd. and processed through a deregistered company, Roadco, 
directly to Sandline’s Hong Kong account. Correspondence dated 23 
January from Haiveta to the chairman of the North Fly Highway 
Development Company, which managed the Roadco account, read thet; 
‘Roadco has been nominated because this expenditure has not been bud- 
geted in the 1997 budget and any financing out of the 1997 budget 
would only create technical complications in the implementation of the 
budget as well as conditions relating to the mr-World Bank loans’. The 
transfer of funds was entered into PNG governmental accounts as the 
‘sunk cost’ of Roadco taking over Bougainville Copper Led. through 
‘investing’ in a military operation which might free the mine site. In 
order to circumvent regulations which stipulate chat the PNG govern- 
ment is required to tender all goods and services exceeding $500,000, 
the payment was broken into 100 separate sums of $480,000 each. As an 
indication of. the clandestine nature of the operation, PNG Attorney 
General Sao Gabi was asked to comment on the contract only after it had 
already won Cabinet approval. 


Jardine Fleming has sought to distance itself from McCowan’s activities; 
Philip Payne, counsel for Jardine, told the inquiry ‘Mr McCowan was 
personally assisting Mr Haiveta to achieve his objective of arranging the 
financing when he was secked, and according to a company spokesper- 
son, “Mr McCowan did not inform Jardine Fleming management of all 
his activities in relation to Papua New Guinea. We believe he acted 
beyond his authority”. 


It ıs apparent that the PNG military were by this tıme beginning to get 
cold feet about the exact nature of the deals arranged by their politicians. 
In a letter dated 30 January 1997 to a senior Finance Department offi- 
cial, Brigadier-General Singirok stated that: "You are aware of some 
issues we have raised with Sandline representatives but they are not obv1- 
ously prepared to negotiate nor accommodate’. It is probable that the 
‘issues’ involved were the future ownership and operation of Panguna. 


On 17 March Singirok publicly denounced the Sandline deal and called 
on Chan to resign. Chan responded the following day by sacking 
Singirok, appointing Colonel Fred Aikung ın his place. After two tours 
of duty on Bougainville as army commander and one tour as head of mil- 
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itary intelligence, Singirok had built up a strong personal following 
within the PNGDF. His position had been strengthened by a purge six 
months previously of officers he felt were ‘under performing’. A core of 
officers, led by Major Walter Enuma, staged operation Rassiw Kwik 
(remove quickly), neutralizing the Bo employees and escorting them out 
of the country. The PNGDF rank and file refused to accept their new com- 
mander’s authority. Riots broke out among the civilian population, and 
to forestall a revolution Chan replaced Aikung with Singirok ally 
Colonel Jack Tuat. 


On 24 March Chan survived a parliamentary vote of no-confidence, but 
five of his ministers resigned. Two days later Chan resigned and the gov- 
ernor-general appointed the former mines minister John Gihemo as 
Prime Minister. Haiveta and Ijape stepped down at the same time and a 
general election was called. Chan was among the fourteen members of 
the twenty-tight-strong out-going Cabinet to lose their seats, being 
defeated by 110 votes in his bid to retain the Namata Na: electorate, 
which he had represented since PNG was granted independence in 1975. 


Tt was nationalist feeling which provoked the PNG military to unilater- 
ally revoke the Sandline deal. As further evidence that the nationalist 
impulse is still a powerful counterweight to internationalist military 
operations, the political setback for EO is complemented by military 
reverses suffered by other mercenary forces in Zaire, where mercenar- 
ies—mostly Serbs, French and Belgians supported by Ukrainian 
pulots—had been hired by President Mobutu Sese Seko to train his army 
and participate in putting down the rebellion against his government." 


Despite such setbacks, there are forces which favour the mercenaries. 
Global socio-economic trends are working to erode national autonomy, 
if not nationalist feeling. In a world where the authority of the nation 
state is fading before the challenge of transnational corporations, com- 
munications and politics, the era of the trans-national military may be 
dawning. 


The Firms 


A number of British firms are engaged in the contract military business. 
These include Saladin Security, Control Risks Group, Defence Systems 
Limited, Integrated Security Systems, and Defence Systems Limited 
(DSL). According to 1ts promotional brochures the ‘core business’ for DSL, 
which was founded in 1981 by a team of ex-sas officers, ‘1s devising and 
implementing solutions to complex problems through the provision of 
highly-qualified specialists with extensive international experience in 
practical security’. DSL has joint-venture arrangements with British con- 
struction companies Tarmac-Wimpy and Hunting, as well as some more 
surprising contracts; the US embassy in the former Zaire was guarded not 
by us Marines but by DSL personnel." 


™ Jon Swain Bijeljina, “War-Hungry Serbs Join Mobutu's Army’, The Leadon Sunday 
Tres, 9 March 1997, p. 16, Sean Boyne, The White Legion —Mercenanes in Zaire’, 
Jane's Intelligence Review, June 1997, p. 278. 
4 Darius Berargan, ‘High-Risk Business’, The Guardsan, 8 September 1997, p. 2 
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It ıs two United States firms which have set the highest standards in mil- 
itary commercial ventures for the New World Order. Braddock, Dunn 
and McDonald Inc. (BDM), which has its headquarters in McLean, 
Virginia, is chaired by former us Defense Secretary Frank Carlucci. Chief 
Executive of the company 1s Philip Odeen, who worked for Henry 
Kissinger on the White House National Security Council in the early 
1970s and ran the Pentagon’s Future Years Defense Plan study for the 
Bush administration. The company counts former US Secretary of State 
James Baker and former White House budget chief Richard Darman 
among its directors and consultants.*3 


In 1995 BDM employed 8,000 people and maintained over eighty offices 
world-wide. Listing its key business areas as ‘systems and software 
integration; computer and technical services; enterprise management 
and operations’, BDM’s annual revenue in 1995 was US$890 million. 
37 per cent of that revenue was earned in services to US Defense con- 
tracts; 25 per cent was earned in defence contracts overseas. One of 
BDM’s four subsidiary companies 1s the Vinnell Corporation, a construc- 
tion company founded in 1931. Through experience gained ın manag- 
ing mulitary assignments during the Second World War, Vinnell 
expanded into a booming construction business un Asia. It woo hun- 
dreds of millions of dollars worth of contracts and employment for 
5,000 personnel during the war in Vietnam. Among 1ts activities there 
were covert military operations. A Pentagon source described Vinnell 
as ‘our own little mercenary army in Vietnam...we used them to 
do things we either didn’t have the manpower to do ourselves, or 
because of legal problems’. 


In February 1975 Vinonell secured a us$77 million contract with King 
Fahd to train the Saudi Arabian National Guard (SANG), the military 
arm of the House of al-Saud." Today, Vinnell’s advertising depicts the 
firm as ‘providing a broad spectrum of professional and technical services 
to government clients in multiple areas of management and training. 
Client requirements have led Vinnell to a vast array of challenges, from 
Malaysia to Mexico to the Middle East, often to the very heart of interna- 
tional conflict areas’. Vinnell has subsidiary operations in Egypt, Oman, 
and Turkey, but the key area of responsibility remains with SANG. The 
contract for its one thousand-plus-strong team of advisors was extended 
ın January 1994 to the year 2000 at a cost of US$819 million. 


Other us military firms working in Saudi Arabia include Booz-Allen & 
Hamilton, which drills the Saudi marine corps and maintains the Saudi 
Armed Forces Staff College; Science Applications International Corp 
(sarc), which provides guidance for the Seudi navy; and O’Gara 
Protective Services, directly hired by the Saudi Defence Minister to pro- 
vide security for the Saudi royal family.*® 


13 The BDM web-page can be found at http’//ww.bdm.com/bdm/ab_stru.hon 

4 William D. Hartung, ‘Mercenaries Inc ; How a us Company Props up the House of 
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13 RA. Hasselmeyer, ‘Saud: Arabian National Guard; The Army Vinnell Built’, Seldser of 
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The Saud: Arabian National Guard’, Gaxg-Ho, March 1983, pp 32-7, 65. 

16 Ken Silverstein, Privatizing War’, The Natrex, 4 August 1997, pp 11-17 
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Military Professional Resources Incorporated (MPRI), of Alexandria, 
Virginia, was founded in 1987 by former special forces personnel ‘to per- 
form world-wide corporate contractual functions requiring skills devel- 
oped from military service’. MPRI has over 350 employees and can draw 
on a database of more than 6,000 former servicemen of the United States 
armed forces. MPRI is currently engaged in twenty contracts (seventeen 
domestic, three international) worth more than Us$go million in total." 
Twenty-two corporate officers of MPRI are former high-ranking military 
officers. These include General Carl Vuono, us Army Chief of Staff dur- 
ing the 1989 invasion of Panama and the Gulf War; Ed Soyster, former 
head of the Defence Intelligence Agency; and General Frederick 
Kroensen, former commander of the us Army ın Europe. 


Its mission statement claims that ‘MPRI can perform any task or accom- 
plish any mission requiring military skills (or generalized skills acquired 
through military service), short of combat operations’. MPRI picked up 
the contract to train the Angolan Army after BO pulled out in January 
1996. 78 Its main focus of operations today is in the Balkans. MPRI train- 
ing prepared the Croat Army for its successful counter-offensive against 
the Serbs ın 1995. The head of Croat Army Headquarters, Zvonimir 
Cervenko, stated “We can create by ourselves a new and efficient army. 
But why lose time if there are in the world institutions which can be paid 
so that they can transfer very quickly theic maximum know-how’? 
Assistant Secretary of State Richard Holbrooke, who brokered the 
Dayton peace accord, spoke favourably of MPRI in testimony to the US 
Congress. In March 1996 James Perdew, the Pentagon's point man at 
Dayton, flew to Sarajevo to urge the Bosnian government to contract 
MPRI or one of its competitors for the training of the Bosnian armed 
forces. In May MPRI won the contract over rivals Vinnell and SAIC. Its 
$400 million programme is being paid for largely by Saudi Arabia, 
Kuwait, Brunei and Malaysia ‘9 


Mercenaries Keep the Peace 


Why is the us government so keen to incorporate the services of private 
military firms in its international policy? The shadow of the disastrous 
Somalia operation looms over US peace-keeping operations. Cooperation 
with professional outsiders enables the State Department to keep a dis- 
tance from potentially dangerous or compromising situations in the con- 
duct of foreign policy. “We will not be able to leave unless the Bosnian 
government is armed and prepared to defend itself’, says Senator Joseph 
Biden (Democrat, Delaware). ‘That’s the ticket home for Americans’. 
MPRI has provided the most expeditious means of achieving thar aim 
whilst maintaining the facade of official Us neutrality in the region. 


Similarly, Saudi Arabia, despite maintaining military contracts with US 
companies valued at over US$6o billion, officially does not sanction the 


" The MPRI web-page can be found at http//www. mpr.com 
$ William Reno, ‘African Weak States and Commercial Alliances’, Africas Affatrs, no 
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1 Tammy , Bosnia’ Building a Bosnian Army’, Jane's International Defias 
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stationing of US troops in the country. Vinnell training helps link SANG 
with the Office of the Program Manager (OPM), an agency of the us 
Army Material Command responsible for maintaining weapons pro- 
grams. SANG shares its headquarters with OPM. Nationalists in Saudi 
Arabia recognize this link as being a key connection between the Saudi 
and US governments, which is why the building was targeted in the 13 
November 1995 car bomb attack which killed five Americans and 
wounded thirty more.” 


The growing number, expertise and legitimacy of professional military 
firms are an unexpected consequence of the post Cold War ‘peace divi- 
dend’. The burgeoning opportunities provided by the ‘New World 
Order’ may eventuate in the mercenary contract being recognized as the 
standard means of warfare in the twenty-first century. Alvin and Heidi 
Toffler think of this development in positive terms: 


Why not, when nations have already lost the monopoly of violence, 
consider creating volunteer mercenary forces organized by privare 
corporations to fight wars on a contract-fee basis for che United 
Nations...Governments unwilling to send their own young men 
and women to die in combat... might have fewer reservations about 
allowing the UN to contract with a non-political, professional fight- 
ing force made up of volunteers from many nations—a rapid- 
deployment unit for hire. Or one under contract to the UN alone.** 


Martin Van Creveld, author of The Transformation of War, concludes that 
if promoted unchecked the rise of the trans-national contract military 
may ultimarely result in its acquiring the remnants of national sover- 
eignty itself: ‘much of the day-to-day burden of defending society 
against the threat of low-intensity conflict will be transferred to the 
booming security business; and indeed the time may come when the 
organizations that comprise that business will, like the condostreri of old, 
take over the state’. 


æ ‘us Companies Tighten Security after Bomb’, Jess's Defame Weakly, 25 November 1995, 
P5, AR ‘Saud: Bomb Targets us Military Role’, The Guardian, 14 November 
1995, P 

at aimn and Herdi Toffler, War and Anti-War. Sserveval at the Dawa of the 21st Century, New 
York 1993 

Martin Van Creveld, The Trexsformatren of War, New York 1991 
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Nancy Fraser 


Heterosexism, Misrecognition 
and Capitalism: 
A Response to Judith Butler 


Judith Butler’s essay is welcome on several counts.” It returns us to deep 
and important questions in social theory that have gone undiscussed for 
some time. And it links a reflection on such questions to a diagnosis of 
the troubled state of the Left in the current political conjuncture. Most 
important, however, 1s Butler's commitment in this essay to identifying, 
and retrieving, the genuinely valuable aspects of Marxism and the social- 
ist feminism of the 1970s, which current intellectual and political fash- 
ions conspire to repress. Also exemplary is her interest in integrating the 
best insights of those paradigms with defensible strands of more recent 
paradigms, including discourse analysis, cultural studies, and poststruc- 
turalism, in order to understand contemporary capitalism. These are 
commutments I wholeheartedly share. 


Nevertheless, Butler and I disagree. Our most important disagree- 
ments—and the most fruitful for discussion—turn on how precisely to 
realize this shared project of reclamation and integration. We hold diver- 
gent views of what precisely constitutes the enduring legacy of Marxism 
and the still relevant insights of socialist feminism. We also diverge in 
our respective assessments of the merits of various poststructuralist cur- 
rents and in our respective views of how these can best inform social the- 
orizing that retains a materialist dimension. Finally, we disagree about 
the nature of contemporary capitalism. 


In order to clear the way for a fruitful discussion of these issues, J want to 
begin by disposing quickly of what I take to be the red herrings. Butler 
conjoins her discussion of my book, Justica Interruptus, to a critique of a 
group of unnamed interlocutors whom she calls ‘neoconservative 
Marxists’. Whatever the merits of her critique of this group—e question 
I shall return to later—her strategy of using it to frame a discussion of 
my work is unfortunate. Despite her disclaimers to the contrary, readers 
could draw the erroneous conclusion that I share the ‘neoconservative 
Marxist’ dismissal of the oppression of gays and lesbians as ‘merely cul- 
tural’, hence as secondary, derivative, or even trivial. They might assume 
that I see sexual oppression as less fundamental, material, and real than 


1I am graceful for helpful comments from Leura Kipous, Linda Nicholson, and Eli 
Zaretsky This essay was onginally published in Sema! Tec, nos. 52—53, Fall/Winter 
1997, pp- 279-89. It 1s a reply co Judith Butler's essay, “Merely Culeural’, published in 
Sacral Tect and in NLR 227. 
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class oppression and that I wish to subordinate struggles against hetero- 
sexism to struggles against workers’ exploitation. Finding me thus 
lumped together with ‘sexually conservative orthodox’ Marxists, readers 
could even conclude that I view gay and lesbian movements as unjusti- 
fied particularisms that have split the Left and on whom I wish forcibly 
to impose left unity. 


I, of course, believe nothing of the sort. On the contrary, in Justice 
Interrupixs I have analyzed the current decoupling of so-called identity 
politics from class politics, the cultural Left from the social Left, as a con- 
stitucive feature of the ‘postsocialist’ condition.” Seeking to overcome 
these splits and to articulate the basis for a united front of the Left, I have 
proposed a theoretical framework that eschews orthodox distinctions 
between ‘base’ and ‘superstructure’, ‘primary’ and ‘secondary’ oppres- 
sions, and that challenges the primacy of the economic. In the process, I 
have posited both the conceptual irreducibility of heterosexist oppres- 
sion and the moral legitimacy of gay and lesbian claims. 


Two Kinds of Harm 


Central to my framework 1s a normative distinction between injustices of 
distribution and injustices of recognition. Far from derogating the latter 
as ‘merely cultural’, the point is to conceptualize two equally primary, 
serious, and real kinds of harm that any morally defensible social order 
must eradicate. To be misrecognized, in my view, is not simply to be 
thought ill of, looked down on, or devalued in others’ conscious attitudes 
or mental beliefs. It is rather to be denied the status of a full perteer in 
social interaction and prevented from participating as a peer in social life— 
not as a consequence of a distributive inequity (such as farling to receive 
one’s fair share of resources or ‘primary goods’), but rather as a conse- 
quence of astitutionalixed patterns of interpretation and evaluation that 
constitute one as comparatively unworthy of respect or esteem. When 
such patterns of disrespect and disesteem are institutionalized, for exam- 
ple, in law, social welfare, medicine, and/or popular culture, they impede 
parity of participation, just as surely as do distributive inequities. The 
resulting harm is in either case all too real. 


In my conception, therefore, misrecognition is an institutionalized social 
relation, not a psychological state. In essence a status injury, it is analyti- 
cally distinct from, and conceptually irreducible to, the injustice of 
maldistribution, although it may be accompanied by the latter. Whether 
misrecognition converts into maldistribution, and vice versa, depends on 
the nature of the social formation in question. In pre-capitalist, pre-state 
societies, for example, where status simply zs the overarching principle of 
distribution and where the status order and the class hierarchy are there- 
fore fused, misrecognition simply entails maldistribution. In capitalist 
societies, in contrast, where the institutionalizarion of specialized eco- 
nomic relations permits the relative uncoupling of economic distribu- 


* See especially the introduction and cheaper 1, From Redistribution to Recogninon? 
Dilemmas of Justice in a “Postsocualist” Age’, in Nancy Fraser, Jessa Interraptes. Critscal 
Raflectrons on the “Pastrecsalsst’ Comdstren, New York 1997. ‘From Redistribution to 
Recognition?’ was also published in NLR 212. 
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tion from structures of prestige, and where status and class can therefore 
diverge, misrecognition and maldistribution are not fully mutually con- 
vertible. Whether and to what extent they coincide today is a question I 
shall consider below. 


Normatrvely, however, the key point is this: misrecognition constitutes a 
fundamental injustice, whether accompanied by maldistribution or not. 
And the point has political consequences. It is not necessary to show that 
a given instance of musrecognition brings with it maldistribution in 
order to certify the claim to redress it as a genuine claim for social justice. 
The point holds for heterosexist misrecognition, which involves the 
institutionalization of sexual norms and interpretations that deny partic- 
ipatory parity to gays and lesbians. Opponents of heterosexism need not 
labour to translate claims of sexual status injury into claims of class 
deprivation in order to vindicate the former. Nor need they show that 
their struggles threaten capitalism in order to prove they are just. 


In my account, then, injustices of misrecognition are fully as serious as 
distributive injustices. And they cannot be reduced to the latter. Thus, 
far from claiming that cultural harms are superstructural reflections of 
economic harms, I have proposed an analysis in which the two sorts of 
harms are co-fundamental and conceptually irreducible. From my per- 
spective, therefore, it makes no sense to say that heterosexist misrecogni- 
tion is ‘merely cultural’. That locution presupposes the very sort of 
base-superstructure model, the very sort of economistic monism, that 
my framework aims to displace. 


Disentangling Theory and Politics 


Butler, ın sum, has mistaken what is actually a quasi-Weberian dualism 
of status and class for an orthodox Marxian economistic monism. 
Erroneously assuming that to distinguish redistribution from recogni- 
tion is necessarily to devalue recognition, she treats my normative dis- 
tinction as a ‘tactic’ aimed at derogating gay and lesbian struggles and 
imposing a new ‘orthodoxy’. Contra Butler, I mean to defend the distinc- 
tion, while disclaiming the tactic. To get at the real issues between us, 
therefore, requires decoupling two questions that are too closely identi- 
fied in her discussion. The first is a political question concerning the 
depth and seriousness of heterosexist oppression; on this, I have argued, 
we do not disagree. The second is a theoretical question concerning the 
conceptual status of what Butler misleadingly calls ‘the material/cultural 
distinction’ as ıt relates to the analysis of heterosexism and the nature of 
capitalist society; here lie our real disagreements.? 


3 In what follows I shall leave aside a problem with Butler's rendition of the argument of 
Jasta Interruptas. She presents me as arguing categoncally that beterosexism is a pure 
injustice of misrecognition, unalloyed by maldistribution In fact, I discussed the issue 
hypothetically ın the mode of a thought experiment Aiming to disclose the distinctive 
logics of redistribution claims and recognition claims respectively, I invited readers to 
imagine a conceptual spectrum of oppressed collectrvines, ranging from ideal-typical vic- 
tuns of pure maldistribucion at one end to idesl-typical victims of pure musrecognition at 
ehee, with hybnd or ‘brvalent’ cases in the middle In this hypotbencal spint, I 
sketched a conception of a ‘despised sexuality’ as a concrete approximation of the ideal 
type at the misrecogninon end of the spectrum, while explicitly noang thar this concep- 
non of sexuality was concroversual and while lexving open the question of whether and 
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Let me begin unpacking these real disagreements by schematically 
recapping Butler's critique. As I read it, she offers three principal theo- 
retical arguments against my redistribution/recognition framework. 
First, she contends that because gays and lesbians suffer material, eco- 
nomic harms, their oppression is not properly categorized as misrecogni- 
tion. Second, invoking the important 1970s socialist-feminist insight 
that the family is part of the mode of production, she contends that the 
heteronormative regulation of sexuality is ‘central to the functioning of 
the political economy’ and thar contemporary struggles against that reg- 
ulation ‘threaten the workability’ of the capitalist system. Third, after 
revisiting anthropological accounts of pre-capitalist exchange, she con- 
tends that the distinction between the material and the cultural is 
‘unstable’, a ‘theoretical anachronism’ to be eschewed in social theory. 
None of these arguments is persuasive, in my view, largely because none 
affords an adequately differentiated and historically situated view of 
modern capitalist society. Let me consider the three arguments in turn. 


Butler’s first argument appeals to some indisputable facts about the 
harms currently suffered by gays and lesbians. Far from being ‘merely 
symbolic’, these barms include serious economic disadvantages with 
undeniable material effects. In the United States today, for example, gays 
and lesbians can be summarily dismissed from civilian employment and 
military service, are denied a broad range of family-based social welfare 
benefits, are disproportionately burdened with medical costs, and are 
disadvantaged in tax and inheritance law. Equally material are the effects 
of the fact that homosexuals lack the full range of constitutional rights 
and protections enjoyed by heterosexuals. In many jurisdictions, they 
can be prosecuted for consensual sex; and in many more, they can be 
assaulted with impunity. It follows, claims Butler, from the economic 
and material character of these liabilities, that the ‘misrecognition’ 
analysis of heterosexism is mistaken. 


Butler’s premise is true, of course, but her conclusion does not follow. 
She assumes that injustices of misrecognition must be immaterial and 
non-economic. Leaving aside for the moment her conflation of the mate- 
rial with the economic, her assumption is on both counts mistaken. 
Consider first the issue of materiality. In my conception, injustices of 
misrecognition are just as material as injustices of maldistribution. To be 
sure, the first are rooted in social patterns of interpretation, evaluation, 


bow closely it corresponded to the actually existing homosexual collectrvities struggling 
foc yustice in the real woeld Thus, my ‘misrecognitioo’ analysis of beterosexism in Jartiæ 
Interrapeus is far more qualified than Butler lets on. Recently, moreover, I have argued 
that for practical purposes virtually all real-world oppressed collectivities are ‘brvalent’ 
Virtually all, chac is, heve both an economic and a starus component; virtually all, there- 
fore, suffer both maldistriburion and muisrecognition sa forms where mexther of these rapustroes 
15 a more rndtrect affect of the ether, bat where sach bas soam rndependent weeght. Nevertheless, noc 
all are bivalent in the same way, nor co the same degree. Some axes of oppression ult more 
heavily toward the distribution end of the spectrum, others incline more to the recogni- 
uon end, while sull otbers cluster closer to the centre. On this account, beterosexism, 
while consisting in part in maldistribution, consists pnmantly in injustices of misrecogni- 
tion and 1s rooted predominantly ın a status order that constructs homosexuality as deval- 
ued and that institutes ıt as a despised sexuality. For the original argument, see Juste 
Interraptas, ch 1 For the subsequent refinement, see Nancy Fraser, ‘Social Justice in the 
Age of Idenuty Politics. Rediscribunon, Recognition, and Partiapation’, in The Tammer 
Lectures on Humas Values, vol. 18, Salt Lake City, forthcoming 
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and communication, hence, if you like, in the symbolic order. But this 
does not mean they are ‘merely’ symbolic. On the contrary, the norms, 
significations, and constructions of personhood that impede women, 
racialized peoples, and/or gays and lesbians from parity of participation 
in social life are materially instantiated—in institutions and social prac- 
tices, ın social action and embodied habitus, and yes, in ideological state 
apparatuses. Far from occupying some wispy, ethereal realm, they are 
material ın their existence and effects. 


From my perspective, therefore, the material harms cited by Butler 
constitute paradigmatic cases of misrecognition. They reflect the insti- 
tutionalization of heterosexist meanings, norms, and constructions of 
personhood in such arenas as constitutional law, medicine, immigra- 
tion and naturalization policy, federal and state tax codes, social welfare 
and employment policy, equal opportunity legislation, and the like. 
What 1s institutionalized, moreover, as Butler herself notes, are cul- 
tural constructions of entitlement and personhood that produce homo- 
sexual subjects as abjects. This, to repeat, is the essence of 
misrecognition: the materza/ construction through the institutionaliza- 
tion of cultural norms of a class of devalued persons who are impeded 
from participatory parity. 


Identifying the Primary Harm 


If the harms arising from muisrecognition can thus be material, can they 
also be economic? It 1s true, as Butler notes, and as I myself expressly 
noted in Justice Interruptus, that some forms of heterosexism inflict eco- 
nomic harms on gays and lesbians. The question 1s how to interpret 
them.4 One possibility is to see these economic harms as direct expres- 
sions of the economic structure of society—much like Marxists see the 
exploitation of workers. In this interpretation, which Butler appears to 
endorse, the economic liabilities of homosexuals would be hard-wired in 
the relations of production. To remedy them would require transforming 
those relations. Another possibility, favoured by me, is to see the eco- 
nomic harms of heterosexism as indirect (mal)distributive consequences 
of the more fundamental injustice of misrecognition. In this interpreta- 
tion, which I proposed ın Justice Interrupts, the roots of economic hetero- 
sexism would be the ‘relations of recognition’: an institutionalized 
pattern of interpretation and valuation that constructs heterosexuality as 
normative and homosexuality as deviant, thereby denying participatory 
parity to gays and lesbians. Change the relations of recognition and the 
maldistribution would disappear. 


This conflict of interpretations raises deep and difficult questions. Is it 
necessary to transform the economic structure of contemporary capital- 
ism in order to redress the economic liabilities of homosexuals? What 
precisely is meant by the ‘economic structure’? Should one conceive the 
heteronormative regulation of sexuality as belonging directly to the 


4In general, one should distinguish several questions here. 1) the nature of the injustices 
1n question, 2) their ultumate causes, 3) the contemporary causa! mechanisms that repro- 
duce them, and 4) their remedies. I am grateful to Erik Olin Wnght for this point (privare 
communication, 1997). 
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capitalist economy? Or is it better seen as belonging to a status order 
that is differentiated from, and complezly related to, the economic 
structure? More generally, do the relations of recognition in lare-capi- 
talist society coincide with economic relations? Or do the institutional 
differentiations of modern capitalism introduce gaps between status 
and class? 


To pursue these questions, let us examine Butler’s second argument. 
Here she invokes the 19703 socialist-feminist insight that the family 1s part 
of the mode of production to support the thesis that the heteronormative 
regulation of sexuality is ‘central to the functioning of the political econ- 
omy’. It follows, claims Butler, that contemporary struggles against that 
regulation ‘threaten the workability’ of the capitalist system. 


Actually, two different variants of the argument are discernible here, one 
definitional, the other functionalist. According to the first variant, (het- 
ero)sexual regulation belongs by definition to the economic structure. 
The economic structure simply és the entire set of social mechanisms and 
institutions that (re)produce persons and goods. By definition, then, the 
family is part of this structure, being the primary site for the reproduc- 
tion of persons. So, by extension, is the gender order, which standardizes 
the family’s ‘products’ to conform to one of two—and only two—mutu- 
ally exclusive, seemingly natural kinds of persons: men and women. The 
gender order, ın turn, is held to presuppose a mode of sexual regulation 
that produces and naturalizes heterosexuality, while simultaneously pro- 
ducing homosexuality as abyect. The conclusion drawn by Butler is that 
the heteronormative regulation of sexuality is part of the economic struc- 
ture by definition, despite the fact that st structures nesther the social diviston of 
labour nor the mode of exploitation of laboxr_power in capitalist society. 


Sexuality and Surplus Value 


This definitional argument has an air of Olympian indifference to his- 
tory. As a result, it risks accomplishing too much. Stipulating thar the 
mode of sexual regulation belongs to the economic structure by defini- 
tion—even ın the absence of any discernible impact on the division of 
labour or the mode of exploitation—threatens to dehistoricize the idea 
of the economic structure and drain it of conceptual force. What gets 
lost is the specificity of capitalist society as a distinctive and highly 
peculiar form of social organization. This organization creates an order 
of specialized economic relations thar are relatively decoupled from 
relations of kinship and political authority. Thus, in capitalist society, 
the link between the mode of sexual regulation, on the one hand, and an 
order of specialized economic relations whose raison d’être is the accu- 
mulation of surplus value, on the other, 1s attenuated. It is fac more 
attenuated, certainly, than in pre-capitalist, pre-state societies, where 
economic relations are largely adumbrated through the mechanisms of 
kinship and directly imbricated with sexuality. In the late capitalist 
society of the twentieth century, moreover, the links between sexuality 
and surplus-value accumulation have been still further attenuated by 
the rise of what Eli Zaretsky has called ‘personal life’: a space of intumate 
relations, including sexuality, friendship, and love, that can no longer 
be identified with the family and that is lived as disconnected from the 
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imperatives of production and reproduction.’ In general, then, contem- 
porary capitalist society contains ‘gaps’: between the economic order 
and the kinship order; berween the family and personal life; and 
between the status order and the class hierarchy. In this sort of highly 
differentiated society, it does not make sense to me to conceive the mode 
of sexual regulation as simply a part of the economic structure. Nor to 
conceive queer demands for the recognition of difference as misplaced 
demands for redistribution. 


In another sense, moreover, the definitional argument accomplishes very 
little. Butler wants to conclude that struggles over sexuality are eco- 
nomic, but that conclusion has been rendered tautologous. If sexual 
struggles are economic by definition, then they are not economic in the 
same Sense as are struggles over the rate of exploitation. Simply calling 
both sorts of struggles ‘economic’ risks collapsing the differences, creat- 
ing the misleading impression that they will synergize automatically 
and blunting our capacity to pose, and answer, hard but pressing politi- 
cal questions as to how they can be made to synergize when in fact they 
diverge or conflict.® 


This brings me to the functionalist variant of Butler's second argument. 
Here the claim is that the heteronormative regulation of sexuality is eco- 
nomic—not by definition, but because it is functional to the expansion 
of surplus value. Capitalism, in other words, ‘needs’ or benefits from 
compulsory heterosexuality. It follows, according to Butler, that gay and 
lesbian struggles against heterosexism threaten the ‘workability’ of the 
capitalist system. 


Like all functionalist arguments, this one stands or falls with the empin- 
cal relations of cause and effect. Empirically, however, it is highly 
implausible that gay and lesbian struggles threaten capitalism in its 
actually existing historical form. That might be the case 1f homosexuals 
were constructed as an inferior but useful class of menial labourers whose 
exploitation was central to the workings of the economy, as African 
Americans, for example, have been. Then one could say that capital’s 
interests are served by keeping them ‘in their place’. In fact, however, 
homosexuals are more often constructed as a group whose very existence 
is an abomination, much like the Nazi construction of Jews; they should 
have no ‘place’ in society at all. No wonder, then, that the principal 
opponents of gay-and lesbian rights today are not multinational corpora- 
tions, but religious and cultural conservatives, whose obsession 1s status, 
not profits. In fact, some multinationals—notably American Airlines, 
Apple Computer and Disney—have elicited the wrath of such conserva- 
tives by instituting gay-friendly policies, such as domestic partnership 
benefits. They apparently see advantages in accommodating gays, 


3 El Zaretsky, Capstelssm, the Family, and Portenal Life, New York 1976. 

é Thus, che definitional argument merely pushes the need for disnnctions to another level - 
One might of course say that a polincal claim can be economic in either of two ways first, 

by contesting the production and distribution of economic value, including surplus value; 

and second, by contesting the production and reproduction of norms, significations, and 

constructions of personhood, including those concerning sexuality. But I fal to see bow 

Pa a it E ca Stee Og 

meaning and distinguishing claims for recognition from chums foc redistribution. 
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provided they are not subject to boycotts or else are big enough to with- 
stand them if they are. 


Empirically, therefore, contemporary capitalism seems not to require 
heterosexism. With its gaps between the economic order and the kinship 
order, and between the family and personal life, capitalist society now 
permits significant numbers of individuals to live through wage labour 
outside of heterosexual families. It could permit many more to do so— 
provided the relations of recognition were changed. Thus we can now 
answer one of the questions posed earlier: the economic disabilities of 
homosexuals are better understood as effects of heterosexism in the rela- 
tions of recognition than as hardwired in the structure of capitalism. The 
good news is that we do not need to overthrow capitalism in order to 
remedy those disabilities—although we may well need to overthrow it 
for other reasons. The bad news is that we need to transform the existing 
status order and restructure the relations of recognition. 


Functionalism and Theoretical Anachronism 


With her functionalist argument, Butler has resurrected what is in my 
view one of the worst aspects of 1970s Marxism and socialist feminism: 
the over-totalized view of capitalist society as a monolithic ‘system’ of 
interlocking structures of oppression that seamlessly reinforce one 
another. This view misses the ‘gaps’. It has been resoundingly and 
persuasively subjected to cntique from many directions, including the 
poststructuralist paradigm that Butler endorses and the Weberian one 
adapted by me. Functionalist systems theory is one strand of 1970s 
thought that is better forgotten. 


The question of what should replace functionalism bears on Butler's 
third argument against my redistribution/recognition framework. This 
argument is deconstructive. Far from insisting that the roots of hetero- 
sexism are economic as opposed to ‘merely cultural’, its point 1s to decon- 
struct the ‘materialAultural distinction’. That distinction, claims Butler, 
is ‘unstable’. Important currents of neo-Manaan thought, ranging from 
Raymond Williams to Althusser, have irretrievably thrown it ito 
‘crisis’. The knockdown argument comes from the anthropologists, 
however, notably Mauss and Lévi-Strauss. Their respective accounts of 
‘the gift’ and ‘the exchange of women’ reveal that ‘primitive’ processes of 
exchange cannot be assigned to one side or the other of the material/ 
cultural divide. Being both at once, such processes ‘destabilize’ the very 
distinction. Thus, in invoking the materialAultural distinction today, 
Butler contends, I have lapsed into a ‘theoretical anachronism’. 


This argument is unconvincing for several reasons, the first of which is 
that it conflates ‘the economic’ with ‘the material’. Butler assumes that 
my normative distinction between redistribution and recognition rests 
on an ontological distinction between the material and the cultural. She 
therefore assumes that to deconstruct the latter distinction is to pull the 
rug out from under the former. In fact, however, this assumption does 
not hold. As I noted earlier, injustices of misrecognition are, from my 
perspective, just es material as injustices of maldistribution. Thus, my 
normative distinction rests on no ground of ontological difference. What 
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it does correlate with, in capitalist societies, is a distinction between the 
economic and the cultural. This, however, is not an ontological distinc- 
tion but a social-theoretical distinction. The economickultural distinc- 
tion, not the matenalAcultural distinction, is the real bone of contention 
berween Butler and me, the distinction whose status is at issue. 


Whar, then, is the conceptual status of the economicécultural distinc- 
tion? The anthropological arguments do shed light on this matter, in my 
view, but not in a way that supports Butler's position. As I read them, 
both Mauss and Lévi-Strauss analyzed processes of exchange in pre-state, 
pre-capitalist societies, where the master idiom of social relations was 
kinship. In their accounts, kinship organized not only marriage and sex- 
ual relations, but also the labour process and the distribution of goods; 
relations of authority, reciprocity, and obligation; and symbolic hierar- 
chies of status and prestige. Neither distinctively economic relations nor 
distinctively cultural relations existed; hence, the economickultural dis- 
tinction was presumably not available to the members of those societies. 
Tt does not follow, however, that the distinction 18 senseless or useless. 
On the contrary, it can be meaningfully and usefully applied to capitalist 
societies, which unlike so-called ‘primitive’ societies do contain the 
social-structural differentiations in question.” Moreover, ıt can also be 
applied by us to societies that lack these differentiations in order to indi- 
cate how they differ from ours. One can say, for example, as I just did, 
that in such societies a single order of social relations handles both eco- 
nomic integration and cultural integration, matters that are relatively 
decoupled in capitalist society. This, moreover, is precisely the spirit 10 
which I understand Mauss and Lévi-Strauss. Whatever their intentions 
regarding ‘the economic’ and ‘the cultural’, we gain less from reading 
them as having ‘destabilized’ the distinction than from reading them as 
having historicized it. The point, in other words, is to historicize a dis- 
tinction central to modern capitalism—and with it modern capitalism 
itselfi—by situating both in the larger anthropological context and 


thereby revealing their historical specificity. 
The Importance of Historicization 


Thus, Butler’s ‘destabilization’ argument goes astray at two crucial 
points. First, it legitimately generalizes to capitalist societies a feature 
specific to pre-capitalist societies: namely, the absence of a social-struc- 
tural economickultural differentiation. Second, it erroneously assumes 
that to historicize a distinction 1s to render it nugatory and useless in 
social theory. In fact, historicization does the contrary. Far from render- 
ıng distinctions unstable, it renders their usage more precise. 


7 In this brief essey I cannot take up the important bur difficult question of bow the eco- 
nomic/cultural distinction is best applied co the cnucal theory of contemporary capitalist 
society In ‘Social Justice in the Age of Idennty Politics’, however, I discuss this question 
at length Rejecting the view of economy and culture as separare spheres, I propose a criti- 
cal approach that reveals the hidden connections between them. The point, in other 
words, 1s co use the distinction against the grain, making wisible, and subject to critique, 
both the cultural subtexts of apparently economic processes and the economic subrexts of 
apperentiy cultural processes. Such a ‘perspectrval dualism’ is only possible, of course, 
once we have the economic/cultural distinction. 
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From my perspective, then, historicization represents a better approach 
to social theory than destabilization or deconstruction.® It allows us to 
appreciate the social-structurally differentiared and historically specific 
character of contemporary capitalist society. In so doing, it also enables 
us to locate the anti-functionalist moment and possibilities of counter- 
systemic ‘agency’ and social change. These appear not in an abstract tran- 
shistorical property of language, such as ‘resignification’ or 
‘performativity’, but rather in the actual contradictory character of spe- 
cific social relations. With a historically specific, differentiated view of 
contemporary capitalist society, we can locate the gaps, the non-isomor- 
phisms of status and class, the multiple contradictory interpellations of 
social subjects, and the multiple complex moral tmperatrves that motivate 
struggles for social justice. 


Seen from this sort of perspective, moreover, the current political con- 
juncture is not adequately grasped by a diagnosis centred on the putative 
resurgence of orthodox Marxism. It is better grasped, rather, by one that 
forthrightly acknowledges, and seeks to overcome, splits in the Left 
between socialist/ocial-democratic currents oriented to the politics of 
redistribution, on the one hand, and multiculturalist currents oriented 
to the politics of recognition, on the other. The indispensable starting 
point for such an analysis must be a principled acknowledgement that 
both sides bave legitimate claims, which must somehow be harmonized pro- 
grammatically and made to synergize politically. Social justice today, in 
sum, requires both redistribution aed recognition; neither alone will suf- 
fice. 


On this last point, I feel certain, Butler and I agree. Despite her reluc- 
tance to invoke the language of social justice, and despite our theoretical 
disagreements, both of us are committed to reclaiming the best elements 
of socialist politics and to integrating them with the best elements of the 
politics of the ‘new social movements’. Likewise, we are both committed 
to retrieving the genuinely valuable strands of the neo-Marxian critique 
of capitalism and to integrating them with the most insightful strands of 
post-Marxian critical theorizing. It ıs the merit of Butlet’s essay and, I 
would hope, of my own book as well, to have put this project on the 
agenda once again. 


+ Ac another level, however, I mean to endorse deconstruction. It represents an approach 
to the politics of recognition that us often superar in my view to standard identity poli- 
ucs. A deconstructive politics of recognition 1s transformative, not affirmative, of existing 
group identities and differentuarnons. In this respect, ıt has affinities with socialism, which 


Nevertheless, I do not find deconstruction useful at the level on which Butler invokes it 
bere namely, the level of social theory. 
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Lettre International, European Magazine for Culture and 
Weimar 1999, Cultural Capital of Europe announce an 
International Essay Prize Contest 


The Prize Question 


Die Zukunft von der Vergangenheit befreien? 
Die Vergangenheit von der Zukunft befreien? 





Liberating the Future from the Past? 
Liberating the Past from the Future? 
, Libérer Pavenir du pass@ 
Libérer le passé de lavenir? 
¿Liberar el faturo del pasado? 
¿Liberar el pasado del futuro? 


Ocso6ormtTs 6ynymee or mpomnoro? 
Ocpo6o0yHTb mpommoe of 6ynyniero? 


T goblet ce Jil od 
MIRRE? ? JEI coe olol Pd 
KRRB E? 








Essays are admitted until the 30th of November 1998. 
The first prize is DM 50000, 
the second DM 30 000, and the third DM 20 000. 


For further details see: 
www. weimar1999.de/essay-contest 


EUROPAS KLE TURIN US 
, International Prize Contest g : 
Rosenthaler Straße 13 
Kukuretadilearopes| 


COVE MEATIONAL D - 10119 Berlin 
ae 
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Masao Miyoshi 


Radical Art at documenta X 


docamenta X was an extraordinary event.” From June to September last 
year, the exhibition mounted a fearless challenge to today’s general 
premise and practice of art, and indeed to the entire art and culture 
industry. The tenth documenta awaits—and deserves—a sea-change in 
- the predominantly negative responses it has received. It may turn out to 
be a long wait, but the consequences of the 1997 exhibition could turn 
out to be truly important historically. 

documenta was first founded in 1955 in the German city of Kassel, 
partly to confront Germany’s catastrophic history and partly to recreate 
the country’s links with the world of modern art, sundered by the Nazis. 
The exhibition attracted wide attention, and as the city’s post-war recon- 
struction continued, the quinquennial expanded. By 1972, with docw- 
menta V, “The Interrogation of Reality’, the 100-day summer exhibitions 
held near what was then the East German border were challenging the 
much older Venice Biennale as the world’s most prestigious contempo- 
rary art exhibition. As its fame spread, documenta was increasingly 
absorbed into the mainstream of avant-garde art. Thus documenta even- 
tually became a spectacular art fest, just like any other, where tourists 
flock and dealers speculate. If the goal of the first documenta was at least 
partly documentation and expiation, the aims of later documentas—x 
in 1992, for example—were far less definite. 


When Catherine David was named as artistic director of documenta X, 
few knew what was in store. She had been a curator of contemporary art 
at the Pompidou Centre, and then at the Jeu de Paume. She had taught 
contemporary art at the Ecole du Louvre, published several books, and 
organized various exhibitions. Although known among curators and 
intellectuals, her career had been relatively short. The documenta advi- 
sory board’s appointment of a woman born in 1954, a French national 
who spoke little German, was a bold move. Moreover, David was politic- 
ally committed, intellectually fierce, and unblinkingly honest. She and 
her close-knit team moulded documenta X—or ‘dX’ with the ‘d’ always in 
lower case and, in its logo ever-present in Kassel, crossed out by an 


1A version of this article appeared earlier as ‘Letter from documenta X’, in Cynthu 
Davidson, ed., ANY 21. How the Crit Sees, New York 1997, pp. 6-9 I am grateful tr 
Cynthia Davidson, Panl Henninger, Marn Archibald and Fredric Jameson for their com- 
menus. 
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orange-red ‘X’—to her convictions about art and politics to a degree that `> 
had not been anticipated by other curators and art historians. 


The summer of 1997 saw two other large and more conventional exhib- 
itions in Europe: the Venice Biennale and Miinster’s Sculpture Projects. 
There, objects were selected for ‘excellence’, and arranged in national or 
monographic displays: the idea of art works as pleasurable commodities 
for the ‘society of the spectacle’ dominated, although there were, of 
course, those that went against the norms of aesthetic autonomy and sen- 
sational appeals to emotion. dX was sharply different. David’s introduc- 
tion to the exhibition’s Short Gurde precisely sets out her aim: 


While making no concessions to the commemorative trend, the last 
documenta of this century can hardly evade the task of elaborating a 
historical and critical gaze on its own history, on the recent past of 
the post-war period, and on everything from this now-vanished age 
that remains in ferment within contemporary art and culture: 

memory, historical reflection, decolonization and what Wolf 
Lepenies calls the ‘de-Europeanization’ of the world, but also the 
complex processes of post-archaic, post-traditional, post-national 
identification at work in the ‘fractal societies’ (Serge Gruzinsk:) 
born from the collapse of communism and the brutal imposition of 
the laws of the market.” 


Thus to scrutinize the daily life of people and their art and culture 
against the background of global political and economic conditions over 
the last fifty years, dX began by reconsidering its own sites for display. 


The Exhibition Route 


To go beyond the walls of museums and galleries that close off art from 
people and people from art, dX was spread through the streets of Kassel. 
The route for viewing dX, called the ‘parcours,’ started at the old railroad 
station. Its platforms and tracks as well as a station-house were refitted to 
house displays. The unused track was overgrown with weeds, among 
which the Viennese artist Lois Weinberger had planted more weeds, 
indistinguishable from those already there. One learned later, however, 
that they were of a fast-growing introduced kind, resistant to herbicides 
and capable of overrunning the indigenous species. For the observant, 
these weeds had a threatening beauty. 


Once made aware, the subtlest irony and humour tuned in visitors to the 
complex layering of unsuspected meaning that lurked in the details of the 
most ronocent-looking ‘installation’ at dX. The first museum-like space 
on the parcours was the converted station-house where work by Steve 
McQueen, Hans Haacke, Marc Paraut, Matthew Ngu, Lothar Baum- 
garten, Rem Koolhaas, Martin Walde, Robert Adams, Michelangelo 
Pistoletto, and Hélio Oiticica, among many others, were exhibited. 


The parcours then extended into the public space, descending into 
Kassel’s much-despised underground pedestrian passages, a legacy of the 
2 Catherine David, ‘Introduction’, in decements X: Short G usde, Ostfildem-Ruut 1997, p 9 
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automobile-crazed 1950s. This blighted urban space was the back- 
ground to Jeff Wall’s angry narrative photograph Milk (1984), Christine 
Hill’s Volksbostigne which reproduced a second-hand clothes shop from 
Berlin, and Peter Friedl’s video of a man (played by Friedl himself) who 
loses a coin in a cigarette machine, angrily kicks it, and receives in turn a 
hard kick from a beggar he had earlier refused. In the dingy windows of a 
single surviving shop in the underground passage hung an anti-David 
poster—reading ‘Chichi aus Paris’. Yet when I asked the owner to 
describe his feelings about dX, he denied any hostility and said, ‘I just 
keep a store.’ 


Kassel’s post-war Treppenstrasse (terraced street) thar retains an element 
of Nazi city planning in its excessive breadth and monumentality is also 
Germany’s earliest urban market-space for both shopping and ‘hanging 
out’, a precursor to the now globally ubiquitous shopping-mall. This 
commercial space descends, ironically, coward the tradicional documenta 
exhibition sites of the Fridericianum and the Orangerie, both built in 
the early eighteenth century and restored from ruins after the 1943 
bombing. The huge Friedrichsplarz dwarfs the neighbouring buildings, 
and the elegant and vast Kerlsaue and the Hercules pyramid far beyond 
look inaccessibly distant. Next to the Ottoneum and the Staatstheater 
that stand at the fringe of the vacant Friedrchsplatz is the documenta- 
Halle where one of the core projects of dX, ‘roo Days/100 Guests’, was 
held at seven every evening. From its roof glared Friedl’s huge red neon- 
sign KINO (Cinema), which deliberately bore no relationship to the 
building—a sardonic comment on urben signs in general and the off- 
icious ‘Staatstheater’ sign next door in particular. One sensed its irony 
was also directed toward the reconstructed antiquarian character of the 
plaza. Ac the very end of the parcours, A House for Pigs and Men was built 
by Carsten Holler and Rosemarie Trockel with a one-way mirror looking 
into a room housing several live hogs, lounging and sleeping. Beyond 
the pig sty was Martin Kippenberger’s last work before his early death, 
Transportable Subway Entrance, where the entry led to a painting of the 
locked doors of a condemned building. If bis project parodied the net- 
works of travel and communication, one realized that the whole of dX, 
starting at the railroad station and ending at a useless, locked-up subway 
station, relentlessly examined a ‘globalized’ world where people and 
commerce migrate and mingle. 


The parcours was thus a real itinerary and a symbolic history. It was both 
sparial/geographical and temporal/historical. Its spatiality was grounded 
in the centre of Kassel, once a lovely Westphalian town, demolished in 
World War u by Allied bombers because of its munitions industry and 
now, after reconstruction, a nondescript city of a few hundred thousand 
residents. Unemployment in this old undustrial city hovers at around 20 
per cent, and its murder rate 1s said to be the highest of all German cities, 
a statistic acutely suggestive of the Kassel’s relationship to the global 
economy. Art confined inside the architectural purlieus of the traditional 
gallery produces objects that are discrete, reifiable, transportable, and 
thus saleable and collectible; conversely, art that reyects connoisseurship 
and the market, commodification and isolation, aspires to free itself from 
the physical restrictions of place. David physically and thematically 
incorporated the urban environment by placing a number of exhibitions 
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in the street and by showing many works, particularly photographs and 
videos, that engaged with urban life. She also challenged the frames and 
contours of autonomous paintings and sculpture by displaying very few 
of them—there were only five oil paintings shown in the entire exhibi- 
tion—and by integrating art works into an ever-expanding 1otellectual 
discourse. This was done in the arena of the ‘100 Days/ 100 Guests’ pro- 
ject in which art, culture, politics, philosophy and history were discussed 
by, among others, Edward Seid, Rem Koolhaas, Etienne Balibar, Mike 
Davis, Andreas Huyssen, Alain Lipietz, Valentin Mudimbe, Gayatn 
Chakravorty Spivak, Saskia Sassen, Wole Soyinka, and Jeff Wall. Thus 
dX extended outward. 


Documenting documenta 


This integration is particularly apparent in the documentation accom- 
panying the event. The Short Guide, published to provide visitors with 
background information about the artists—which ıs quite helpful— 
did not always correspond to the actual displays but laid out the details 
of their contributions to a radical culture. There was no catalogue as 
such. The 830-page Polstrcs-Poetws: documenta X—-The Book, published 
by Cantz in both German and English editions, is not at all a catalogue, 
but a huge montaged anthology of essays and images from 1945 to the 
present. It draws on a great variety of work—from Adorno, Artaud, and 
Gramsci to Guattari, Harvey, and Beckett; from Joseph Beuys and 
Francis Bacon to Charles Burnett and Lygia Clark—indicating a ‘politi- 
cal context for the interpretation of artistic activities at the close of the 
twentieth century’.3 In accordance with the stated premise of dX, 
Politscs-Postics contains very little art criticism or aesthetic theory; the 
only exception being a substantial two-part interview with Benjamin 
Buchloh by David and Jean-Francois Chevrier, where dX’s anti-formal- 
ist position is fully spelt out.4 The video tapes of the ‘roo Days/100 
Guests’ talks are available on a website until the year 2000.5 
Throughout, curatorial energy was directed towards diverting attention 
from being focused on individual works to an examination of their 
political and historical contexts. Provision was made to expand the 
viewers’ attention from the art to the city and its history, to the current 
global economic and political situation, and finally, to the ways in 
which people place themselves ın relation to this rapidly changing con- ~ 
figuration of power. 


Unlike the earlier documents which had embraced a programme of dis- 
covering and promoting ‘cuttung-edge’ avantgarde art works, dX, held at 
the close of a century and a millennium, reflected on the second half of 
the twentieth century, and by extension its place ın human history. 
Obviously, it did not intend to survey human activity in every area, but 
concentrated on the still urgent issues around decolonization, the Cold 
War and the consequences of its ending, de-Europeanization, economic 


3 Editoss’ Introduction ın Catherine David and Jean-François Chevrier, eds, Pedstees-Peatecs: 
documenta X—The Book, Ostfildern-Ruit 1997, p 24 Polstas-Peatess 1s being widely read _ 
despite its price (£55/$85) According to its US distributor, 33,500 copies were sold ss of 
January 1998 

4 ‘The Polincal Potential of Art’, in ibid., pp 374-97, 624-43. 

3 The address 1s http://www mediaweb-tv com. 
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globalization, and the ‘spectacularizarion’ and ‘instrumentalization’ of 
art by the culture industry.® 


The awareness of history was not dX’s only prominent theme, however: 
another aspect of temporality was evident in the organizational principle 
of this exhibition. The parcours, a little less than a mile long, took at 
least a few hours simply to navigate. Since the exhibition was conceptual 
and intellectual at least as much as aesthetic and visual—although such a 
distinction hardly needs to be made now each display required pro- 
longed reflection and often required absorbing contextual information. 
Some works were almost like poems in the density of their references and 
meanings. The viewer was further slowed by videos and live art which, of 
course, require time to take in. All this meant that docwmenta X could not 
© be viewed in a casual or cursory manner if the visitor was to experience it 
properly, or learn anything serious from the work. Not just the size of the 
exhibition, but its density and dispersal, its vast referentiality, made a 
haphazard survey almost meaningless. One had to stop and allow all the 
thematic and contextual material, as well as the visual and formal, to 
penetrate one’s mind and senses. That was, however, more easily said 
than done. Just imagine Gerhard Richter’s Atlas, now expanded to 600 
panels comprising some 5,000 snapshots, sketches and newspaper clip- 
pings covering personal and public history since 1945. One felt that 
none of the dizzying mass of images should be missed. It would take 
hours, if not days, were one to shoulder the fall weight of history loaded 
onto the expanse of Atlas. 


Uncritical Criticism 


The media rejection of the exhibition was, of course, due to the unsur- 
prising objection of critics, teachers, and dealers deeply involved in the 
management of the art world to an assault on commodification and a 
blunt recommendation of radical politics. It was also a result of the in- 
adequacy and unfamiliarity which professionals felt before this unyield- 
ing mass of information, resistant to producing visual pleasures. 
Accustomed to spectacular art and passive appreciation, and long spoiled 
by a surfeit of aesthetic sweets, they shied away from a confrontation 
with the concrete and the uncomfortable. 


One did indeed have to devise a way to cope with the temporal aspect of 
the exhibition: to focus on some works and get a general sense of others. 
As one made such choices, dX reiterated the idea of the limits of histor- 
ical knowledge and aesthetic experience. Selection was inevitable. 
Paradoxically, however, the realization of such limits was in the end 
emancipatory because one also realized that aesthetic understanding—or 
historical experience—-was not generated by the encyclopaedic knowl- 
edge of specific artists, works, and events, but by the depth of compre- 
hension and the integrity of contextual links, which theones, good 
theories, always intend. A visitor to an ordinary exhibition walks out 
with a seductive memory of the celebration of sensuous forms, colours 
and materials. A serious dX visitor, by contrast, left with a sense of 
uncertainty that grew into a desire for further probing. Out of this urge, 


6 See David, 'Introduction’, Short Gusde, pp 7-13. 
155 


excitement and exhilaration could explode with an unexpected power. It 
was a challenge. But then, rebuilt provincial Kassel was not meant to 
mirror the historical magnificence of Venice. Considered in this way, the 
temporality of the parcours precisely paralleled the historiography of dX, 
where the crucial periods of the last half-century of this millennium were 
stressed—the 1960s and 19705. 


A good deal has been said about dX’s ‘over-representation’ of the 1960s 
and 1970s, calling it nostalgic and anachronistic radicalism.? Some, 
however, rejoiced in its unflinching rejection of the art and culture that 
had become dominant as globalization intensified. Whatever one’s view 
may be, a Canadian reporter’s advice to ‘stop hankering for what’s not 
here and get used to the good work that is’ seemed eminently wise. 
(Jasper Johns and Rachel Whiteread, if that was what one wanted, were 
readily available elsewhere.) dX reached back to 1950 or even earlier, 
tracing and juxtaposing genealogies and individual interventions in 
photography, performance, installation, and videos, often cries-crossing 
genre boundaries. Interesting things happen to the work when a cele- 
brated documentary photographer of the American Depression of the 
1930s, Walker Evans, ıs seen in the same show as a contemporary 
Canadian photographer, Jeff Wall, who works with large, digitally con- 
structed photographic narratives. The variety of work on display was 
striking: Helen Levitt, Aldo van Eyck, Maria Lassnig, Lygia Clark, 
Richard Hamilton, Marcel Broodthaers, Ed van der Elsken, Nancy 
Spero, Öyvind Fahlström, Garry Winogrand, Michaelangelo Pistoletto, 
Robert Adams, Hélio Oiticica, James Coleman, Gordon Matta-Clark, 
Susanne Lafont, William Kentridge, Martin Walde, and many more. 


Video and cybernetic devices were conspicuously plentiful at dX, includ- 
ing work by Steve McQueen, Joachim Koester, Johan Grimonprez, Stan 
Douglas, Mike Kelley and Tony Oursler, Reinhard Mucha, and Jordan 
Crandall—some amusing, and others glorious in the fullness of multiple 
(re)presentation. The ubiquitous presence of machines was due to a pow- 
erful fascination with technology, but at the same tume the use of virtual- 
ity for the exploration of new imaginaries and theoretical possibilities 
was as tangible and pervasive. Other works I noted include Dorothee 
Golz’s Hob/welt [Hollow World], a plastic bubble containing objects that 
evade definite identification: a chair, a lamp, perhaps a figure. They are 
visible from all sides but Golz insists on their separateness from our 
external experience. ‘In spite of all this openness, a clear line is drawn 
between here and there. It represents something else.”® This ‘something’ 
is not entirely a fantasy lurking in the imaginary and unconscious, but a 
disturbingly unnameable presence thar intervenes ın our daily life. The 
wry double ambiguity 1s precise ın its reference to the line (or in this case 
bubble) between the inside and outside itself. Her drawings, too, are 
peculiar externalizarions of unfulfilled dreams and anticipetions, sug- 
gesting a critical examination of the 1960s which she uses as the source 
of her images. 


7 For a sympeomatic example, which crudely relares these characteristics of the exbibition 
to David's age, see Matthew Higgs, “Vive les Sixties’, Art Meathly, no 209, September 
1997, PP 1-4 

§ Short Guide, p 72 
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The preoccupation with inside/outside and with determinacy/indeter- 
minacy was also evident in the architect Aldo van Eyck’s Arnheim 
Sculpture Pavilion Ground Plan (1965-66). One recalls that his Amster- 
dam Orphanage (1957-61), built on similar principles, was demolished 
a few years ago despite the protest of Herman Hertzberger. Van Eyck’s 
display had a banner at the entrance gently soliciting the visitors to 
“Mourn Also For All Butterflies’. The Belfast sculptor Siobhán Hapaska 
is also obsessed with movement. Her work Here (1995) is a plastic object 
reminiscent of a bed or tub or boat, complete with a rug and a safety 
belt. Is it meant to stay here or to fly, drive or sail away in? Similarly, her 
Stray (1997) is a sage bush that moves back and forth, simulating a 
wind-blown desert plant, except that it is rolls along a rail track. It can 
never escape, nor can it be still. As in Yeats’s poem, “The Lake Isle of 
Innisfree’, a complex tension persists between the desire to stay or go. 

Heart, a redwood sculpture nearby, emitted the sound of waves and dis- 
tant fog horns. 


Rem Koolhaas’s enormous talent and energy thrive at the intersection 
between brilliant description and cynical prescription. His Paer! River 
Delta Project is an accumulation of varied data on the present and future 
of the Asian city. It 1s a plan, an analysis, an attack, a promotion, a fairy 
tale, a ‘wet dream’. This ‘frivolous’ side is indicated by his tongue-in- 
cheek addiction to the copyright mark and the question mark which 
incites his viewers to plunge into an excited fantasy or a sober reflec- 
tion—almost at the same tıme. His real contributions, however, may lie 
elsewhere, in his actual ‘new urban’ architecture where he has no choice 
but to resolve contradictions in material execution. 


Only three artists who showed oil paintings appeared ın this large exhi- 
bition of contemporary art: the Los Angeles-based gay painter, Lari 
Pittman; African-American, Kerry James Marshall, also from Los 
Angeles; and the Israeli, David Reeb. Marshall's huge paintings are 
works in absolute black humour, portraying blacks in the most stereo- 
typical pastoral manner that seems to refer to their unchanged status as 
invisible men. In Reeb’s Lat’s Have Another War (1997), art is disciplined 
to remain at the level of newspaper illustration rather than aspire to aes- 
thetic excellence. Documenting the Palestinian Intifada, his personal 
political commitment and artistic will converge rather than generate a 
tension. As seen in these works, the general stand of dX against auton- 
omous oil painting was an important full-scale polemic. When one re- 
calls that Gerhard Richter, perhaps the most important post-war 
German painter, presented no painting but only his Az/as project, the 
seriousness of David's decision is indisputable. She declared war against 
the art industry that 1s closely integrated into the global market econ- 
omy and neo-colonialism. 


Criticisms of documenta X from the Left 


Three charges were lodged against dX from the Left. First, it was 
claimed, the exhibition had a Western bias. One can still access the alter- 
native website that rook a determined stand against dX on the grounds 
that its representation of the Third World was inadequate—‘a fifth of 
the 100 guests come from “non-Western” countries, and half of them 

137 


have long since been living ın the metropolises of the West’.? These crit- - 
ics, best exemplified by Geeta Kapur of India who gave a talk at ‘100 
Days/ 100 Guests’, were intelligent and articulate. They pointed out that 
the notion of modernity evident in the exhubition’s conception of the 
nation-state and the condition of painting did not apply to India, Asia, 
South America, and other parts of the world which demanded greater 
representation. They also attacked David’s statement that token multi- 
culturalism was an alibi for Eurocentrism. These are obviously difficult 
questions with which many in academia and the media have been strug- 
gling everywhere. One side insists on che principle of inclusion and 
diversity in representation, which alone brings about global justice. The 
other side believes that national and regional identities are no longer bus- 
torically legitimate, for the ills of the global economy could be concealed 
by such mechanical geography which may in fact be recuperating colo- 
nial exoticism and domination. Thus, for dX, the rejection of reified ~ 
art-——no matter where it was made—was a matter of urgency. These con- 
tradictory views are not likely to be resolved ın the near future, and the 
two sides will have to watch their differences work themselves out in the 
historical process of de-Europeanization. In the meantime, however, as 
Kapur herself pointed out, the fact that such an argument was seriously 
engaged with at dX was itself a considerable achievement. 


The second area of criticism was the budget. dX cost 20 million DM, of 
which—I was told by its organizers—8 million DM came from various 
state and local sources—the city of Kassel, Hessen (the province) and the 
Bund (the Federal Government). The rest, 12 million DM, was private 
finance raised through the main sponsors (Deutsche Bahn, Sparkasse 
Landesbank and Sony) and through minor sponsors which needed to be 
paid back by ticket and book sales The presence of these sponsors was 
pretty evident, for instance ın the full pages devoted to their names and 
logos in the back of the Short Guide. When I spoke at ‘roo Days/ 100 
Guests’, several people in the audience raised the issue of funding. 
Obviously, I could not speak for dX, nor specifically about its funding, 
but the question was important, especially for a proyect that rejected the 
commodification of art. My general response was as follows: first, public 
assistance is not necessarily purer than corporate support. Second, the 
rejection of all possible contamination inevitably produces quietism and 
inaction—distinctions must be judiciously maintained between accept- 
able and unacceptable subsidies. Third, an organizer must make certain 
that the project remains free of any interference by the funders—any 
advertisement must be stringently expunged. If these conditions are 
met, public-events and institutions aided by private sources are acquit- 
ted from the charges of collusion and complicity. Being no public audi- 
tor, I had no way of ascertaining the ethical independence of the dX 
managemeet. I did come across an article, however, in the London 
Guardian: “Ms. David ordered a Kassel cafe to remove its terrace parasols 
on the grounds that they interfered with her concept and carried adver- 
tising slogans, tainting her purist, anti-commercial views on art.’ This 
article was not written in support of David’s rejection of commercial 
dependence, but as a verification of her ‘fearsome reputation as austere 


9 The address 1s hetp://www.kuleurbox.de/univers/doc/english hol. 
10 The Guardian, 21 June 1997. 
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and brusque, unbeholden to the commercial or critics’ mafias so central 
to the modern art world.’ 


The final criticism concerned David's uncompromising intellectualism. 
I had read, for example, that at the opening press conference at Kassel on 
19 June, which wes attended by as many as 1,800 journalists, she dis- 
missed most questions from the journalists as ‘idiotic,’ and called off the 
meeting midway as ‘pointless’. I asked her if the report was true. She 
laughed and said, ‘I am not a politician’. I persisted, and asked what she 
thought about the consequences of such statements. Her answer was not 
clearly audible in the din of the exhibition crowd. She showed, however, 
no signs of worry or regret. During the four days I spent in Kassel, David 
was generous with her time. I asked many unfocused questions which 
she answered with patience and humour. 


Contesting Culture 


As I recall the whole experience of docwmenta X, it was absolutely clear 
that David and her team—one of the staff members called it a ‘family’ — 
took an immense gamble. She staked her curatorial career, in fact her 
relationship with the art industry, on her conception of art as inescapably 
political. The first question David asked Edward Said on the first day of 
the speakers’ forum was how, as a ‘mandarin’ living in the United States, 
he reconciled his politics (his ‘militancy’) with his ‘culture’. ™ Many of 
us who worry about the state of art, criticism, and the world situation 
make many statements, oppositional and subversive to the mainstream, 
but we seldom take a personal professional risk. When we speak up, we 
generally know chat whatever 1s being said will be unheard and therefore 
not injurious to our professional positions. The splendour of David's 
intervention is that she did willingly risk her future. One might dismiss 
it as an existential grandstand, an act of self-aggrandizement, or ‘Ego- 
Trip’ as the German Art: das Kanstmagazın (August 1997) called it, but 
how safe and easy that argument is to our own self-interest. 


The withering responses of the mass media to dX were nothing unex- 
pected. They were reacting to the notorious press conference, and earlier 
refusals to cooperate with the media. Most reviews written after theJune 
press conference paid no attention to the full text of dX, which, it must 
be now recognized, was the city of Kassel itself. Consisting of all the art 
works that it displayed, dX was not limited to them. In an age marked 
by the dissolution of the museum, dX took visitors out of the accus- 
tomed places ın which art is seen to witness the urban crisis, its main 
theme, that formed a vital context for the art. If the city was a work of 
art, who then was its artist? The ‘Faustian’ Catherine David, who con- 
yured and conducted it, as was charged by some reviewers? Hardly. Like 
Weinberger and the ‘weeds,’ the ‘artist’ merely bears witness. Residents 
and visitors together participate in the making of the city, that was a 
‘work of art,’ that was dX. In this conception, the artist—the hero of 
modernism—was resolutely banished, as art merged with life and 
emerged from life. Far from being arrogant and defiant, the maker of this 
‘conceptual art’ was ultimately self-effacing. 


™ Catherine David during her interview, available at the web site identified above. 
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Act critics are deeply implicated in an integrated market with dealers: To. 
see dX receive as many favourable reviews as it did—for example, from. 


the Frankfurter Allgemerne Zettung, Toronto’s Globe and Mail, the New 
York Times, Milan’s Domus—was surprising enough. In time, longer 
reviews were published that were generally sympathetic toward the exhi- 
bition—in Archs (August 1997), Art is America (October 1997), and 
Third Text (Autumn 1997). And finally, this tenth documenta turns out 
to have attracted more visitors than any that preceded it: docwmenta IX 
(1992) was visited by 615,000, the largest attendance to date, but a 
surpassed that with a total of 631,000 admussions '? Does this say any- 
thing about the overwhelmingly negative response of the media and the 
art industry? The real question, however, is how David's exhibition, and 
her demonstration of the persistent links between culture and politics, 
will be assessed in the longer term. This concerns not only the future of 
an individual curator, but the present and future of cultural life. If the 
opponents of bourgeois art acquiesce over dX, there may not be another 
opportunity for a long time to fight for a culture that makes sense. dX 
was a rare, hopeful moment. Are we to let this chance slip by? 


"Bor che docementa IX figure, see Ken Johnson, ‘A Post-Retinal Document’, Art rm 
Amertcs, October 1997, p 88 The total of dX admissions comes from offcials in Kassel 
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themes 


The whole of this issue is devoted to a study of the world capitalist econ- 
omy, from 194$ to the present. NLR has published special numbers 
before, consisting of a single text on major political questions of the day- 
European integration or Britain's last imperial war. Robert Brenner's sur- 
vey is on another scale. Publication of this remarkable work in its entirety 
is an exceptional step. We believe it is warranted by che importance both 
of the subject, and of the illumination Brenner brings to it. Since the end 
of the 1960s, the course of the global economy has constituted the hidden 
force-field of all politics. With the victory of the West in the Cold War, 
removing the Soviet bloc from the scene, the distance between the world 
market and international affairs has closed dramatically. Current events 
are now, with a transparency and constancy never known before, set by 
fluctuations’ on the stock exchanges, as business headlines routinely domi- 
nate the morning news. The social consequences of high or low growth— 
movements of output, employment, productivity—shape the chances for 
adversity or prosperity for untold millions. 


Yet, though causally the power of the world economy in determining the 
fate of earth’s population is overwhelming, analytically it has remained 
intractable. For years economics as an academic discipline has been mov- 
ing steadily away from explanation of the real world towards formalized 
axioms and mathematical models with only a precarious bearing on actu- 
ality. Kenneth Arrow, architect of general equilibrium theory, has 
famously remarked that the profession has ‘tended to shy away from the 
grandest themes. The fundamental questions of economic change, the 
theme of Schumpeter’s work, are not discussed’. Weekly commentators 
fill che gap as best they can, but in the absence of real background scholar- 
ship, journalism—even at its most intuitively acute—is vulnerable to the 
myopias of immediacy or fashion..The deeper enigmas of post-war devel- 
opment remain in either case largely untouched. 


Today such long-standing insufficiencies have acquired special relief. For 
not since the Great Depression has the world economy exhibited such a 
dramatic scene. On the one hand, the United States, after a long period of 
relative decline, is currently posting a performance of such success——high 
growth, high employment, low inflation, and a rocketing stock market— 
that Federal Reserve Chairman Greenspan has publicly wondered 
whether the Us economy has not ‘moved beyond history’, laying to rest 
the business cycle once and for all. On the other hand, the Asian 
economies centred on Japan, for years the power-house of world capitalist 
growth, are sunk in a downward spiral—of collapsing currencies, 
massive asset-deflation, falling output, rising unemployment, spreading 
bankruptcies—that threatens to end in a savage and protracted slump. 
Europe, meanwhile, is on the brink of a monetary transformation chat 
even its adherents concede is in the short-run a leap in the dark. 
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This is an unprecedented conjuncture, that has violently and unexpect- 
edly split the ranks of financial orthodoxy itself. Three questions, above 
all, now agitate the reaction to it. In the United States, has the spread of 
new technologies outdated all tradicional cycles, as New Age economusts 
contend; or is Wall Street blowing into just another balloon at bursting- 
point? In Hast Asia, is the DMF imposing necessary disciplines on corrupt 
and jerry-built dirigiste systems, or is it recklessly driving even sound 
economies into the abyss—as such unlikely critics as Jeffrey Sachs now 
charge? Finally, and most pregnantly, what 1s likely to be the outcome of 
the divergence between the Asian and American sectors of the world 
economy as they interact at the threshold of the new century? 


Robert Brenner is one of the rare historians to have given his name to a lit- 
erature. The ‘Brenner Debate’ on the agrarian origins of European capital- 
ism occupies a place alongside the ‘Pirenne Thesis’ on the Dark Ages or the 
“Weber Theory’ of the Protestant ethic, as a landmark tn modern histori- 
ography. The study we publish below, in which Brenner's focus moves 
from the late-feudal to the lare-capitalist world, is set to provoke a still 
wider debate. For here Arrow’s ‘grand theme’—the foundations of eco- 
nomic change in the post-war epoch-has been directly taken up, and the 
result is on the appropriate grand scale. ‘Uneven Development and the 
Long Downturn’ presents a systematic overview of the trajectory of the 
` three central capitalist economies—the United States, Japan and Germany 


—over the past half century. It looks in turn at the most widespread -- 


accounts of each, suggests their weaknesses, and proposes a comprehensive 
alternative explanation of the path of the world market since 1945. 


Brenner writes as a historian in che tradition of Marx, and no other recent 
work offers such a compelling demonstration of the use of this legacy to 
tackle fundamental problems that have baffled other analytic approaches. 
But this is an original Marxism that has little in common with what has 
often passed for orthodox deductions from Capital. No axioms of crisis 
based on a rising organic composition, and therewith falling profitability 
of capitalist investment, are to be found here. Brenner rejects such aprior- 
istic equations on the Left as logical fallacies, no less than he criticizes 
conventional notions of the Centre and Right as lacking any evidential 
basis. By contrast, what distinguishes his account of the long-term peth 
of the world economy is an unmatched ability to hold the two sides of any 
satisfactory explanation together: a clear-cut analytical model of how cap- 
italist development can generate crises, and a detailed historical narrative 
of their empirical occurrence, testing and controlling the theoretical 
starting-point. The minds of the economist and historian typically work 
in such antithetical ways that a true combination of their strengths— 
articulated formal rigour and meticulous factual care—is very unusual. 
Here they are exceptionally united. 


Brenner opens his study by posing the central question of why the world 
capitalist economy, after a long upturn of extraordinary dynamism after 
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1945, suddenly lapsed into an equally protracted downturn in the early 
19708. For over twenty years this problem has frustrated a legion of ana- 
lysts and commentators. For long the most popular explanation— 
developed in various forms by Left and Right alike—was that the mecha- 
nisms of capitelist growth were undermined by the very success of post- 
war full employment, which eventually allowed trade unions to take 
advantage of tight labour markets to force up wages and hold back inno- 
vations. The result, it is widely believed, was a cumulative squeeze on 
profits that broke the springs of investment, and so plunged the world 
into prolonged recession. Brenner argues with great force that this cannot 
have been the case. Theoretically, he contends, no system-wide pressure of 
labour on capital is concervable that would be capable of achieving a uni- 
versal long-term lowering of rates of profit across the globe. International 
factor mobility is simply too asymmetric—capital can always ourflank 
labour by shifting elsewhere—for this. Empirically, moreover, the statis- 
tical evidence confirms what first principles would indicate: that wage- 
pressures were not significant in the onset of the downturn. 


What, then, does explain the huge sea-change that overcame the 
advanced economies in the 1970s? Brenner's answer is striking testimony 
to his open-mindedness as a historian. Against all received opinions, his 
famous work on the transition from feudalism to capitalism located its 
key mechanisms in the character of class relations and balance of forces 
between peasant producers and seigneurial proprietors on the land. There 
it was the variable outcome of the conflict between classes thar essentially 
determined the path of agrarian development. However, in today’s world 
of a fully consolidated industrial capitalism, Brenner reaches the opposite 
conclusion. Here it is not the vertical relationship between capital and 
labour that in the last resort decides the fate of modern economies, but the 
horizontal relationship between capital and capital. It is the logic of com- 
petition, not class struggle, that rules the deeper rhythms of growth or 
recession. 


For its most intelligent champions, of course, competition 1s the central 
virtue of capitalism as an economic system—the discipline thar makes it 
supremely innovative, giving it easy victory over the command 
economies in the Cold War. Brenner takes the system at its word, and 
shows how its strongest claim to productivity also fatally brings on loss of 
momentum and recurrent crisis. Successful competition in manufactur- 
ing typically requires the sinking of large amounts of investment in com- 
plexes of fixed capital. These, however, will tend to become outdated by 
technologically newer complexes, initially erected in spaces beyond 
immediate reprisal by the original enterprises. The competitive pressure 
of the later arrivals then inevitably depresses the rate of return on the 
older enterprises. But these cannot immediately liquidare the capital 
sunk in fixed plant, wich a normal life-span still to run, to exit into other 
lines of production. Instead, their rational response will be to lower their 
margins to meet the challenge from more efficient newcomers. The result 
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is a pattern of over-competition forcing down the rate of profit through- 
out the branch concerned, Once such competition becomes generalized, 
opportunities for profit contract, investment declines, and at some stage a 
sharp downturn becomes inevitable—which will last until sufficient 
obsolete capital has been flushed out of the system to re-start the mecha- 
nisms of accumularion at full tilt again. 


If such was the general logic of the long downturn that set in around 
1973, it was precipitated—this is Brenner's second theme—by a specific 
pattern of uneven development between competing blocs of capital. 
Historically, a condition of the post-war boom across the advanced capi- 
talist world was the still relatively segmented national economies of the 
period, which allowed Germany and Japan to construct technological 
complexes that would in time become superior to those of the world 
leader, the United States itself. In an economic space still largely pro- 
tected by national frontiers, the conditions of a challenge to first-comers 
in any given branch of production could be assembled, without danger of 
being sufled by them at birth. Japanese and German capitalism, more- 
over, enjoyed not just the technical advantages of an unencumbered mod- 
ernization of fixed capital, but key institutional advantages in their 
competition with American capitalism. These included not just the avail- 
ability of cheaper labour, but also a superior ability to sustain high levels 
of investment and to control costs, besed on tighter coordination of banks, 
firms and unions, and more effective state intervention. 


Brenner argues that it was when German and Japanese products started to 
penetrate the American market on a major scale, with the massive growth 
of international trade during the 1960s, that the conditions for the down- 
turn were prepared. Once rival complexes of fixed capital were locked in 
national confrontation with each other, with no easy escape into alterna- 
tive lines of production, profits fell dramatically and in tandem across the 
whole advanced capitalist world. Two decades later they had still not 
recovered. Brenner traces the successive policy attempts by the govern- 
ments of the three major states to revive growth——expansion of debt to 
sustain demand in (open or disguised) Keynesian fashion, efforts to 
dynamize supply by deregulation and deflation along monetarist lines, 
improvised operations to control financial bubbles or manage exchange 
rates. Bur, as the end of the century approaches, with panic in Bangkok 
and euphoria in Chicago, it is once again uneven development thar has 
moved centre-stage. 


Now, though, it is the us that has turned the tables on Japan and 
Germany, by exploiting two advantages denied its rivals. American com- 

petitrve recovery, Brenner shows, has in part been based on a brutally suc- 
cessful wage repression thar has held down labour costs in manufacturing 

well below German or Japanese levels. This complete reversal of the pat- 
tern of the 19508 has been possible precisely because the us never embed- 
ded the wage contract in the kind of social arrangements that were once of 
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such assistance to Germany or Japan, but have since become fetters. Class 
struggle, in other words, while of limited effect on the plane of the inter- 
national system as a whole, where the logic of inter-capitalist competition 
requires radical devalorization to ignite a major upturn, can significantly 
affect the fare of national economies within the overall system-that is, on 
the plane of uneven development. Even here, however, Brenner suggests 
that the more important weapon of American competition has been hori- 
zontal rather than vertical. The size of the internal market and the external 
role of the dollar gave the Treasury a special facility. The United States 
alone could engineer successive devaluations of its currency, without 
incurring the costs that would accrue to comparable measures by its rivals. 


Brenner thus contests the two most fashionable—if opposing—theories 
of the current period. Surface American success in recent years has no 
more been due to a sudden technological miracle—the pent-up release of 
computer power, as New Age theorists would have ic—than underlying 
secular sluggishness is due to an exhaustion of technological potential, as 
more conventional economists assert. Essentially it has been a combina- 
tion of lower wages and a lower dollar chat has allowed the Us to regain 
ground, and to launch an effective export drive. But the weakness of 
American labour has also allowed business to preside over massive shake- 
outs, scrapping obsolete plant and redistributing the workforce, in each of 
the periodic sharp recessions within the long downturn. Brenner does not 
underestimate the accomplishment this represents. By 1996 the rate of 
profit in US manufacturing had recovered, if not exceeded, 1ts level of the 
early 19708. The possibility thar at last sufficient devalorization of fixed 
capital in the United States has occurred for the American economy to 
pull out of the downturn and lift the global economy with ıt, can no 
longer be ruled out. 


Brenner ends, however, by pointing to the obstacles to any smooth ride 
back to high growth. As capacity utilization rises and the labour market 
tightens in the United States, wage pressures will eventually start to be 
felt. The dollar has now lost its competitive edge, just as the struggle for 
export markets is certain to intensify, as East Asia desperately tries to 
trade its way out of the crisis, while Germany continues along its tradi- 
tional path of export promotion. The spectre of over-competition hes not 
yet been banished. Meanwhile, Brenner reminds us of the human costs of 
the long statistical drama he has untangled: levels of unemployment in 
Europe higher than in the Great Depression, misery in Korea and hunger 
1n Indonesia, handouts to the rich and workfare for the poor in the United 
States—a world not only of instability, but incompressible injustice. To 
heave laid bare its mechanisms 1s a momentous achievement. In New York, 
the most fashionable magazine of the hour has called for the award of a 
Nobel Prize to the first thinker able to explain the laws of motion of the 
global economy in which we now live. Given the complexion of the Prize 
committee, there is little danger of that. But Marx’s enterprise has cer- 
tainly found its successor. 
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Introduction: The Puzzle of the End of the Boom 


- At the end of the 1960s, in the wake of the longest stretch of uninterrupted 
‘economic expansion in US history, Nobel prize economists Robert Solow and 
Paul Samuelson pronounced exultant obituaries on destructive capitalist 
economic instability.” ‘The old notion of a...“business cycle” is not very inter- 
esting any more’, said Solow. “Today’s graduate students have never heard of 
Schumpeter’s apparatus of Kondratieffs, Juglars, and Kitchins, and they would 
find it quaint if they had.’ After fifty years of study, joked Samuelson, the 
National Bureau of Economic Research had ‘worked itself out of one of its jobs, 
the business cycle.” With the neoclassical-Keynesian synthesis now in the 
hands of every enlightened government, recessions, according to top Kennedy- 
Johnson advisor Arthur Okun, were ‘now...preventable, like airplane crashes’, 
and business fluctuations as a threat to the smooth operation of the modern 


economy were ‘obsolete’. 
I 


Economic policy-makers had become so confident in their ability to 
effectively control the capitalist economy that, just past the peak of the 
boom, the OECD could predict without qualification that the future would 
be indistinguishable from the recent golden past. As it concluded its early 
1970s study on the prospects of the advanced capitalist world, “The output 
of goods and services in the OECD area as a whole bas nearly doubled in the 
past decade and a half. There is little evidence of any general slowing-down 
in the rate of growth, so char there is a strong presumption that the gross 
domestic product of the OECD area may again double in the next decade 
and a half... Nor is it likely that the sources of the high rates of growth 
expected in the 1970s will quickly disappear, on the contrary... 
Governments, therefore, need to frame their policies on the assumption 
that the forces making for rapid economic growth are likely to continue 
and that potential GDP for the OECD area might quadruple between now 
and the end of the century.’4 The miracle of the market, superintended by 
the stare, could now virtually guarantee perpetual growth. 


The Long Downturn 


The triumphalism of Samuelson, Solow, Okun, and the OECD could 
hardly have been more ill-timed. At the very moment that they were 
making their remarks, the world economy was entering into a long and 
increasingly serious downturn, which, even now, a quarter century later, 
shows only a few signs of abating. Reports of a cure for periodic capitalist 
economic crisis, indeed secular stagnation, were premature. Today, as the 
world economy enjoys its recovery from the fourth major recession since 
the end of the 1960s, the average rate of unemployment in the leading 
capitalist economies—leaving out the Us—is at least as high as the 


1I owe a truly enormous debt to Perry Anderson, who bas offered unstunting intellectual 
end moral support to this project sunce its inception, providing comprehensive critiques 
of my text and suggestions for improvement, as well as to Mark Glick, Andrew Glyn, and 
Bob Pollin, who have generously pat at my dispose! masses of their hard-won dara, 
explained to me how to use it, commented upon muluple drafts, and spent countless 
bours discussing with me issues of economic theory and data, vastly improving the final 
peoduct I also wish to express my profound grantude to the late David Gordon, John 
Ashworth, Gopal Balakrishnan, Michael Bernstein, Sem Bowles, Robin Blackburn, 
Sebastian Budgen, Alex Callinicos, Jim Cronin, Gerard Duménul, Sam Farber, Bob Fitch, 
Mike Goldfield, Loren Goldner, Michsel Howard, Dominique Lévy, Tom Mertes, Lars 
Myoset, Jonathon Moses, John Roemer, Rune Skarstein, Dick Walker and Enik Wright, all 
of whom provided careful readings of my text and offered very helpful criticisms. I wish 
also to thank Robin Bleckburn for his patience, comradeship and support in seeing the 
text through to publication, Steve Kem and Julian Stallabrass for their extensrve help in 
improving the style and clarity of the text, Tom Mertes for tremendous amounts of :nvalu- 
able research assistance, aod Deve Huth for crunching out unending series of numbers and 
teaching me how to do tt. 

? Ecsmemsc History Reveew, 20d series, vol inu, August 1970, p. 410, V. Zermnowit, ed., 
Ths Busraess Cycis Today, New York 1972, p. 167. Samuelson made this remark at a confer- 
ence marking the Bureau's fiftieth enoiversary. 

3 Arthur Okun, The Pølstxal Ecomoary of Praspertty, Washington, DC 1970, p.33. Okun was 
oae of che main architects of the New Economics’ of the 1960s and a chairman of the 
Council of Economic Advisors under Lyndon Johnson His book was completed in 
November 1969 With the nation, at that point, as be put ıt, ‘in its one-hundred-and-fifth 
moath of unparalleled, unprecedented, and uninterrupted economic expansion’, Okun 
had no hesitation ın referring to “The Obsolescence of the Business Cycle Pattern’ (p. 32) 
4 0ECD, The Growth of Outputs 1960-80: Retraspet, Prospect and Problems for Policy, Pacis 
1974, p 166. 
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average during the Great Depression decade of the 19305.) As interna- 
tional equities prices soar daily to new records, moreover, most of the 
economy of East Asia (excluding Japan)—the site during 1996 of as much 
investment as took place that year in the US, and source of perhaps 20 per 
cent of the world’s exports—languishes in depression. Japan itself teeters 
on the brink, threatening to pull the rest of the world down with ic. 


In the us, it is true, the unemployment rate has fallen to 4.3 per cent and 
inflation is back down to the levels of the mid 1960s. The rate of profit 
on capital stock, depressed for more than two decades, has, moreover, 
been creeping back up toward the high levels of the postwar boom, and 
1997 was indeed a banner year. The fact remains that the marked 
improvement in the condition of US capital has been achieved to a very 
large degree at the direct expense of its main economic rivals and espe- 
cially its working class, and has occurred against a background of funda- 
mentally dismal economic performance right through 1996. The 
recovery of manufacturing vitality, perhaps the central achievement of 
the Us economic revival, was made possible only on the basis of the most 
massive, decade-long devaluation of the dollar against the yen and the 
mark. It could not, moreover, prevent the growth of productivity for the 
economy as a whole—perhaps the best available indicator of an econ- 
omy’s dynamism—from falling to its lowest levels in us history, for the 
Near-quater century between 1973 and 1996. During thar period, the 
growth of GDP per hour worked has averaged 0.9 per cent. This is well 
wader half the historic average for the previous century, and the average 
for the 1990s (through 1996) has fallen to 0.7 per cent. In this context, 
the defence of profitability throughout the period, and its partial recov- 
ery in the 1990s, has been predicated upon a repression of wages without 
precedent during the last century, and perhaps since the Civil War. 
Between 1973—when they reached their peak-—and 1990, real hourly 
wages (leaving aside benefits) in the private business economy fe// by 12 
per cent, declining at an average annual rare of 0.7 per cent, and they 
failed to rise at al} during the decade of the 1990s, up to 1997. Real 
hourly wages in the manufacturing sector had pretty much the same tra- 
jectory, declining at an average annual rate of 0.8 per cent, or a total of 14 
per cent, between their 1977 peak and 1990, and also failing to rise at all 
during the 1990s. In the year 1997, real wages in the private business 
economy and in manufacturing were, respectively, at the same levels that 
they had been in 1965 and 1966! In total contrast, between 1890 and 
1973, the average annual growth of real hourly wages in manufacturing 
was 2 per cent, and there was no decade during that entire period, 
including that of the 1930s, in which it was less than 1.2 per cent. 


3 In 1996, unemployment in the eleven countnes of the European Unson averaged 11.3 per 
cent, for the cwenty-eight OBCD counrries including che US 7 3 per cent, in the US, 5.0 per cent. 
OECD, Emamma Oatleek, 00.62, December 1997, p A24, Table 21 The avenge ancizl nate of 
unemployment for the sorteen leading caperalist econonues for the years 1930-38 (iochusive) 
wes 10.3 per cent. A. Maddison, Dyseams Forces x Capetalsst Deselepment, Oxford 1991, pp. 
170-1, Table 6 2 

6 A. Rees, Reel Wages ix Mansfactureng, 1890-1914, Princeton 1961, p 120; US Department of 
Lebor, Burean of Labor Sasrisncs (henceforth sis), National Employment, Hours, and 
Earnings Series: REU3000000 (nominal wages of production workers in manufacturing, 1909- 
peesent), HEU0000006 (real wages of peduction workers in rotal private economy, 19.47-pre- 
sent), HBU3Z00000049 (real wages of production wockers in manufactuting, cine 
Consumer Price Index, 1913-peesent (Urban Wage Berne and Ciena! Workes-cri-w’ 
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i Pigars 1 ` 
The Growth of Labour Productivity in dac US, 1870-1996 
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Even us Deputy Treasury Secretary Lawrence Summers, a leading apostle 
of the US-economic model; has been obliged to acknowledge ‘the ironies 
of the current economic boom.’ As he noted in a recent speech before a 
- large crowd of Silicon Valley executives, ‘a child born today in New York 
is less likely to live to the age of five than a child born in Shanghai.” 





Hencefoeth, all wage dera 1s foe cmmpesatien—chat is, incinded wages end selanes plos bene- 
fit —and is for al] emplsyees, not just production worker, unless otherwise stated. Moreover, the 
* terms ‘wages’ and ‘compensation’ are used interchangeably to mean compensation. 

7 "Treasury Official Warns Against Cotnplacency, Cites Great Depression’, Les Axgwes 
Times, 29 Apal 1998; E. Fiore and R. Brownstein, ‘All But the Poor Got Rucher in '96', Les 
Angolas Times, 30 September 1997; N, Timmins, ‘Poverty on the Increase in Us’, Feimencai 
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Table x 
Comparing the Postwar Boom and the Long Downturn 

(average annual rates of change, except for net profit and unemployment rates, which are aver- 
ages) 


US 2435 


Ger 


Jap 
G7 


Net Net Gross Labour Real 


Profit Rate Output Capital Stock Capital Stock Productivity Wage 
1950-70 70-93 50-73 7393 50-73 7393 5%73 73-93 5973 7393 5073 73-93 


23.1 


404 
26.2 


14.5 43 1.9 3.8 225 ž — — 3.0 24 26 o5 
10.9 5.1 o9 5-7 09 64 1.7 48 1.7 5.7 2.4 
204 I41 5.0 14.5 5.0 I47 50 102 5.1 6.1 2.7 
IS7 555 2 = > 48 37 39 3I = - 


G-7 net profit rate extends to 1990, German net capital stock covers 1955-1993; Japanese net profit rare and net 
~ capetal stock cover in manufacturing 1955-1991. 


Private Business Net Gross 
Net Capiral Capital Labour Real Unemploy- 
Proft Rate Output Stock Stock Productivity Wage ment Rate 
1950-70 70-93 50-73 73-93 50-73 73-93 50-73 73-93 50-73 73-93 50-73 73-93 50-73 73-93 
Us 129 99 42 26 38 30 -= - 227 II 27 O02 42 67 
Ger 23.2 138 45 22 60 26 5I 30 46 22 57 19 23 57 
Jep 21.6 172 9I 4.1 — - 935 7I 56 3.12 63 27 16 21 
G7 17.6 133 45 22 = —- 45 43 36 13 = - 3.1 62 


G-7 net profit rate extends to 1990, German net capital stock covers 1955-1993 

Sources See Note on Main Sources of Data (U8 Department of Commerce, Bureau of Economic Analysis bas discon- 

tioned gross capital stock series ) For G-7 dam, P. Armstrong, A Glyn, and J Harrison, Capetalesm Sras 19.45, Loodon 
S 1984/Oxford 1991, deta append, and their ‘Accumulenon, Profits, Scare Spending’ Data for Advanced Capitalist 

Countries 1952-1983’, Oxford Insereate of Economics end Searssnics, July 1986 (updated by A. Glyn). (Henceforth 

AGH.) 


Summers might have added chat the cyclical upturn of the 1990s has 
done little or nothing to improve the lot of the poor. In 1996 the 
poverty rate was 13.7 per cent (36.5 million people), clearly higher 
than in 1989, and at the end of 1997, the extent of hunger and home- 
lessness was actually rising. Perhaps most telling in light of current 
celebrations of a supposed American economic miracle, the current 
cyclical upturn of the 1990s has, in terms of the main macroeconomic 
indicators of growth—output, investment, productivity, and real com- 
pensation—been even less dynamic than its relatively weak predeces- 
sors of the 1980s and the 1970s (not to mention those of the 1950s and 
1960s). As the Fiwanctal Times editorialized at the start of 1997, 
‘Conventional wisdom is that the Us economy has been motoring along 
in the 1990s, while Europe and Japan have been left behind in its dust. 
Not so. Us performance has been mediocre at best, while the difference 
between it and the other two has been largely cyclical.’® 


The brute fact that has thus made a mockery of the pretensions to pre- 
science and control of mainstream economists and capitalist governments 


Trees, 11 December 1997. 
$ The Leader and the Laggards’, Fesce! Trees, 9 January 1997. Foc example, between 
1990 and 1996, whereas in the ‘booming’ us real hourly compensation (including bene- 
fics) in manufacturing rose by a fete! of 3 per cent, in recession-bound Germany and Japan, 
they rose, respectively, by totals of 15 and 17 per cent. See also below, Table 17, p 235. 
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alike has been the reality of loxg term and system-wide economic downturn, 
the seriousness of which can be demonstrated merely by comparing the 
macroeconomic profiles of the leading advanced capitalist economies in 
two successive phases, from 1950 through 1970 and from 1970/1973 
through to the present. 


The sharp deterioration in the economic performance of the advanced 
capitalist economies over the last quarter century, compared to that of 
the first quarter century of the postwar epoch, is self-evident. 
Throughout these economies, average rates of growth of output, capi- 
tal stock (investment), labour productivity, and real wages for the years 
1973 to the present have been one-third to one-half of those for the 
years 1950-73, while the average unemployment rate has been more 
than double. 


The reduction in the average rate of profit on capital stock, particularly 
in manufacturing, over the past quarter-century is particularly striking 
because the rate of profit is not only the basic indicator but also the 
central determinant of the system’s health.’ The average rate of profit 
expresses the economy’s capacity to generate a surplus from its capital 
stock and therefore constitutes a good first approximation of its poten- 
tial to accumulate capital (invest), and thereby increase productivity 
and grow. The average rate of profit also expresses the degree to 
which the system is vulnerable to economic shocks: if the dispersion of 
profit rates is held constant, the (changing) average rate of profit will 
determine the proportion of firms on the edge of survival and thereby 
the potential for serious recession or depression. Finally, because 
investors are unable to predict or control the market, they must, as a 
rule, rely on the realized rate of profit to estimate the expected rate of 
profit and, on that basis, to decide how to allocate their funds." The 
rate of profit will thus determine the relative attractiveness of sinking 
one’s funds in capital stock, which implies productive commitment 
and furnishes returns only over the long run, compared with shorter 


9 The profit race, r, 1 defined, soandardly, as che ratio of profits, P, co the capital stock, K, 
(e = P/K) The ontput-capital ratio 1s the ratio of nominal outpar, or value added, Y, to the 
capteal stock, The profit share (P/Y) us the ratio of profits to outpur, or value added (Io 
this text, all of the foregoing varmbles are always presented un net terms, thar 1s, with 
depreciation taken ouct, unless otherwise indicated) Thus, by de-composing, the profit 
race equals the profit share umes the output-capital ratio: r = P/Y x ¥/K Changes in prof- 
teabrlity can be effected only through changes in the profit share or the output-capital 
rano (or through the impact of changes in capacity unliration on these components). All 
profit rates grven are pre-cocporate profits om (bar post-indirect business tx), unless oth- 
erwise specified Profit nates (and other basic dare) are standardly given for the ‘private 
business economy’ (or the ‘private economy’), which refers to the whole noo-farm econ- 
omy minus the government sector and also minus government enterprises Sometimes 
profit rares (and other basic data) are given for the ‘business economy’, which refers to the 
whole noo-farm economy, minus the government sector but including government enter- 
poses Capital stock equals plant and equipment and in this text is always non-residential, 
unless otherwise stated 

10 Those who wish to invest can of course also draw on existing sources of credit, s0 1¢ 18 
necessary to take into eccount the interest rete, as well as che realized profit rate, in 
explaining how much investment takes place. 

N Preventing the cheocy from more directly grasping reelity ıs the fact that investors 
koow, oc at least think they know, aspects of the future bearing on the profit rate, with the 
result chat the expected rare of profit on the basis of which they make their decisions 
reflects the realized race of profit, but with certain modificanons 
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term placements in employing labour only, in the purchase and sale of 
goods, in speculation, or in personal consumption.’ 


Between 1970 and 1990, the manufacturing rate of profit for the G-7 
economies taken together was, on average, about 40 per cent lower 
than between 1950 and 1970. In 1990, it remained about 27 per cent 
below its level in 1973 and about 45 per cent below its peak in 1965.%3 
These changes were tell-tale signs, as well as key determinants, of the 
marked deterioration of the whole economy in the period after the 
early 1970s. Accounting for what I will show to be the generalized fall 
and long- -term failure of recovery of profitability in manufacturing, 

and in the private business economy as a whole, throughout the 
advanced capitalist world is thus the central task of the study that 
follows. This is because, as I shall try to demonstrate, the radical 
decline in the profit rate has been the basic cause of the parallel, major 
decline in the rate of growth of investment, and with it the growth of 
output, especially in manufacturing, over the same period. The sharp 
decline in the rate of growth of investment—elong with that of output 
icself—is, I shall argue, the primary source of the decline in the rate of 
gtowth of productivity, as well as a major determinant of the increase 
of unemployment. The reductions in the rate of profit and of the 


1 For systematic discussions of che significance of the rate of profit, see che major work by 
G. Duménil and D Lévy, The Ecomonnass of the Profit Rate. Competrtson, Crises and Historical 
Tondencess ef Capitalism, Aldershot 1993, ss well ss Andrew Glyn’s important recent aru- 
cle, Does Aggregate Profitability Still Matter’, Cambrraige Journal of Ecomemscs, vol. xx1, 
September 1997 
13 The G-7 economies are the US, Germany, Japan, the UK, France, Italy, and Canada. The 
calculations of the aggregate profit rate, the aggregate profit share, and the aggregate cap- 
ital stock for the G-7 economies are from P Armstrong, A. Glyn, and J. Harrison, 
Capctalism Sias 19.45, Loodon 1984; second edition, Oxford 1991, dace appendix. 
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growth of productivity are at the root of the sharp slowdown in the 
rowth of real wages. 


To explain the origins and evolution of the long downturn through an 
analysis of the causes and effects of changes in profitability is thus the 
objective of this study. In Part One, my point of departure is the family 
of sxpply-side theories which constitute the consensus interpretation. 
These theories, simply put, attribute the downturn and failure of 
recovery to increased pressure on profits from workers. According to 
these theories, because pressure from labour grew, direct and indirect 
wage growth outran productivity growth, setting off the downturn; 
then, because pressure from labour failed to decline sufficiently, direct 
and indirect wage growth failed to adjust downward enough to match 
the decline in productivity growth, thereby perpetuaring the 
downturn. After noting variations on this basic interpretation, I 
specify several fundamental conceptual problems with it, and point to 
a number of basic empirical trends that impugn its ability to explain 
the long downturn. Then, using the general standpoint from which I 
criticized the supply-side interpretation, I offer an alternative 
approach which takes as its point of departure the ##planned, xxcoordi- 
nated, and competiteve nature of capitalist production, and in particular 
individual investors’ unconcern for and inability to take account of the 
effects of their own profit-seeking on the profitability of other producers 
and of the economy as a whole. 


In this view, the fall in aggregate profitability thar was responsible for 
the long downturn was the result of not so much an autonomous 
vertical squeeze by labour on capital, as of the over-capacity and over- 
production which resulted from intensified, horizontal inter-capitalise 
competition. The intensification of inter-capitalist competition was 
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itself the manıfestation of the introduction of lower-cost, lower price 
goods into the world market, especially in manufacturing, at the 
expense of already existing higher-cost, higher price producers, their 
profitability and their productive capacity. The long downturn, from 
this standpoint, has persisted largely because the advanced capitalist 
economies have proved unable to accomplish profitably sufficient 
reductions and reallocations of productive power so as to overcome 
over-capacity and over-production in manufacturing lines, and thereby 
to restore profitability. With profitability failing to recover, investment 
growth and in turn output growth has fallen over the long term, bring- 
ing about secularly reduced productivity growth and wage growth, 
and rising unemployment. 


In the remainder of this text, focusing for practical reasons on the us, 
German, and Japanese cases, I try to show that the foregoing approach 
can comprehend the economic evolution of the advanced capitalist 
world, providing a better account of the data than the supply-side 
theories.'¢ In Chapters Two, Three, and Four, therefore, I offer inter- 
pretations, respectively, of che long boom (1950-65), the fall in prof- 
itability and the turn from boom to crisis (1965-73), and the long 
downturn (1973-present), in terms of the systematically uneven develop- 
ment of the advanced capitalist economies in the postwar years—mani- 

fested, through most though not all of the epoch, in slow growth in the 
earlier-developing leader economy of the us in relationship to acceler- 
ated expansion in the larer-developing follower economies of Japan and 
Germany. I attempt to demonstrate that the way in which this pattern 
of uneven development worked itself out supports my more general 
interpretation of the long downturn in terms of intensified competi- 
tion leading to over-capacity and over-production and a secular fall in 


profitability, especially in eee 


“4 Concentrating on these three economies does introduce distortions Still, in 1950, 
taken together, they accounted for 60 per cent of the curput (in terms of purchesing power 
parities) of the sevenceen lesding capitalist economies and by 1994 that figure had nsen to 
66 per cent A Maddison, Mensterrag the World Ecomomry 1820-1992, Paris 1995, Table c- 
160. Each of these economies stood, moreover, at the hub of great regronal blocs, which 
they effectrrely dynamized and dominated. In addition, the interaction among these three 
economies wes, as I shall argue, ooe of the keys co the evolution of the advanced ceprealist 
world throughout the postwar period. 
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‘CHAPTER ONE 
BEYOND THE SUPPLY-SIDE EXPLANATION 


To begin at a very general level, the capitalist mode of production distin- 
guishes itself from all previous forms by its tendency to relentless and 
systematic development of the productive forces. This tendency derives 
from a system of social-property relations in which economic units— 
unlike those in previous historical epochs—must depend on the market 
for everything they need and are unable to secure income by means of 
systems of surplus extraction by extra-economic coercion, such as 
serfdom, slavery, or the tax-office state. The result is two-fold. First, 
individual units, to maintain and improve their condition, adopt the 
strategy of maximizing their rates of profit by means of increasing 
specialization, accumulating surpluses, adopting the lowest cost 
technique, and moving from line to line in response to changes in 
demand with respect to supply for goods and services. Second, the 
economy as-a whole constitutes a field of natural selection by means of 
ee Se NS ee eer once Sansa aera 
produce at a sufficient rate of F profit, 


The combination of iaividai prnce-cost maximizing and systemic 
natural selection through competition could have been expected to make 
for an extremely productive system, and, over the long historical run, it 
surely has. The accumulation of capital brings about the growth of the size 
of the labour force. It also brings about the growth of the productiveness of 
the labour force, meaning that the labour force 1s able to produce the 
consumption goods it needs and the tools it needs to produce those goods 
in less and less time, with the result that capitalists have to pay relatively 
less and less for the reproduction of their labour power, on the assumption 
(for purposes of exposition) that real wages remain constant. The outcome 
should be a dual tendency, doubly favourable to capital. If they have no 
trouble selling what they produce, capitalists should net both a rising mass 
of profits, proportional to the growth of the labour force, and a rising rate 
of profit, resulting from the increased productivity of the labour force. 


The Persistence of Malthusianism 


The inherent dynamism of the capitalist economy over the long run, its 
tendency to improve the productive forces, would seem to rule out that 
well-known form of crisis, which was built into virtually all pre- 
capitalist agricultural economies—the Malthusian/Ricardian type of 
crisis, brought about by the secular tendency to the declining growth of 
labour productivity, especially in agriculture, under the pressure of 
population growth. But, if that is the case, we confront a basic question: 
if a tendency to declining productivity growth is sot at the root of 
capitalist crises, what 1s? 


Historically and currently, che most common response to this question 
has been simply to deny its premise and to find the source of economic 
crisis under capitalism precisely in the economy’s declining capacity to 
develop the productive forces. Malthus and Ricardo, of course, saw an 
inevitable tendency to stagnation or crisis as resulting from an appar- 
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ently inexorable tendency to falling lebour productivity ın agriculture. 
As poorer and poorer soil was brought into cultivation in response to 
population growth, profits were bound to be squeezed between rising 
rents and subsistence wages that had to increase as food became more 
costly to produce. In its original guise, this classical position has been 
rendered obsolete by the application of science-based technologies to 
agriculture; but, in more up-to-date forms, it has retained much of its 
original allure. 


Even today, most accounts of the onset and persistence of the current long 
downturn in the world economy take as their point of departure the 
successive oil crises of the early and late 19703, and especially the so- 
called ‘productivity crisis’. This is true of explanations emanating not 
only from the Right but from the Left as well. According to several major 
left-wing schools, the fall in profitability responsible for the long down- 
turn originated in a secular decline in productivity growth which was 
itself the consequence either of the declining effectiveness of the so-called 
Fordist system of organizing the labour process, or of rising worker resis- 
tance and slacking on the shop floor, or of a combination of the two. These 
‘social Malchusian’ accounts actually dovetail rather closely, in practice— 
though not, of course, in their underlying rationsle—with the 
Fundamentalist Marxist theory, which sees the economy’s tendency to 
increase productivity by relying to an ever greater extent on indirect rela- 
tive to direct labour as leading inexorably to a fall in the rate of profit. 
Paradoxically, this theory, too, has a Malchusian character, because it also 
posits a decline in profitability as resulting from declining productivity. 
According to the Fundamentalist Marxist thesis, in order to compete, 
capitalists must cut costs by increasing mechanization, manifested in a ris- 
ing organic composition of capital (capital-labour ratio). But, in so doing, 
they cannot avoid bringing about a fall in the aggregate rate of profit 
because the rise in the organic composition of capital issues in an increase 
ın the ourput-labour ratio that is insufficient to counteract the parallel fall 
in the output-capital that it also brings about. The rate of profit falls, from 
this perspective, because, with the real wage assumed constant, investment 
in mechanization cannot but result in an increase in labour productivity 
(output-labour ratio) that is more than cancelled our by a decrease in capi- 
tal productivity (real ourput-capital ratio). Were this theory correct, what 
would logically be entailed is the impeccably Malthusian proposition that 
the rate of profit can be expected to fall because, as a direct result of capital 
accumulation, overall productivity—productivity seking into account both 
Labour and capital tnputs—can be expected to fall.’ 


* As Marx liked co put it, the rise in the organic composition of capital bangs abour a 
fall ın the rare of profit in the very process of bringing abour an increase in Lebeer pro- 
ductivity, the ratio of ourput to labour (by bringing abour, as he failed to emphasize, an 
even greater decrease in the ratio ourpur to capital) “The race of profit falls, although 
the race of surplus-value remains the same or rises, becanse the proportion of varreble 
capital to constant capital decreases wich the development of the productive power of 
labour. The rate of peofit thus falls, not because labour becomes less productive, bur 
because it becomes more productive ' Theerses of Sarpias Value, Vol. 1, Moscow 1971, p. 
439 Marx was, of course, fiercely anti-Malthusian. The Malthusian character of his the- 
ory of the fall of the rate of profit is therefore highly incongruous, though logically 
unsvoidable, grven that ic has che decline in profitability result from a decline in pro- 
ductivity, taking into account both capital and labour inpurs. It also flies in the face of 
common-sense. For, 1f, as Marx himself seemed to take for granted (see Capital, Vol. 101, 
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The Wage Squeeze Thesis 


Of course, as any economist will aver, no decline in productivity 
growth, however severe, is sufficient in itself to cause problems for the 
macroeconomy. Falling productivity growth can result in a squeeze on 
proficability only if there is a failure of real wage growth to adjust 
downward in tandem. The fact 18, however, that today an extraordinar- 
ily wide range of economists believe that a slowdown ın productivity 
growth to which (direct and indirect) wage growth failed to adjust is 
precisely what happened over the last two decades or so in the advanced 
capitalist economies, and that exactly this development 1s at the root of 
our economic troubles. 


The consensus of today’s economists thus explains the long downturn 
in terms of the failure of wage growth to fall in line with declining 
productivity growth by combining the theses of Malthusianism (‘the 
productivity crisis’ and ‘the oil crisis’) and of downward ‘wage inflexi- 
bility’ (resulting from a politicized labour market). That it does so is 
hardly surprising, for mainstream economics has implicit faith in the 
market as a self-sufficient, self-regulating mechanism for the economy. 
It can therefore conceive of major problems for the economy as arising 
only ‘exogenously’ to the market: either as a consequence of political 
interference which prevents the market mechanism from bringing 
about the necessary economic adjustment or as a consequence of a 
failure of technological progress, the origins of which are separate from 
the economy's own functioning. — 


New York 1967, pp 264-65) capitalists are assumed, in response to competition, to 
adopt technical changes thar raise theirt own rate of profit by reducing their sete! cost 
(labour plus capieal, or direct and indirect labour) per commodity, it seems intuitively 
obvious that che ultimate result of their innovation, when it 13 generally adopted in 
their line, can only be to reduce the exchange value of the goods produced ın their Line 
and thus, directly or indirectly, to reduce the exchange value of the wage, and thus to 
rasse the average rate of profir, given again the (Marxian) assumption that che real wage 
remains constant It cerounly cannot be to reduce the race of profit. Formal proofs of 
thus result can be found in N Okishio, “Techoical Change and the Rare of Profit’, Kobe 
Usrverntty Econeme Rertew, vol. vii, 1961, as well as in J. Roemer, Technical Change 
and the “Tendency of the Rete of Profit to Fall”’, Journal of Ecoromse Theory, vol u, 
March 1978, and “The Effects of Technological Change and the Real Wage on Marx’s 
Falling Rate of Profit’, Australes Ecomemste Papers, June 1978 For the Fundamentalist 
Marxist thesis co bold, therefore, requires the assumption—again paradoxical in terms 
of Marx's own premises—chac capitalists adopt new techniques that decrease ther own 
rate of preftt—and, again, end up reducing overall productivity. This umplication of 
Marr's falling profit rate thesis is recognired and embraced by A. Shaikh, who advances 
the argument char the rate of profit falls because individual firms are obliged to maxi- 
mize their profit merges (that is, their race of return on circulating capital) in order to 
effectively compete in terms of prices and so are indeed obliged to adopt techniques 
which muse their organic composition of capital and thereby increase their total cost per 
commodity, even though this brings down their profit rate on total caproal—boch cir- 
culating and fired. ‘Political Economy and Capitalism Notes on Dobb's Theory of 
Cris’, Cambridge Jexrnal of Ecomomics, vol. u, 1978; “Marxran Compencion Versus 
Perfect Competition: Further Comments on the So-Called Choice of Technique’, 
Cambridge Journal of Econsmscs, vol iY, 1980, ‘Organic Composition of Capital’, in The 
New Palgrave A Dictremary of Econemeas, ed. J Eatwell et al , London 1987, Vol. m, pp 
755-7- 
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1. Supply-Side Explanations: A Critique 


To the extent, then, that the problem of the long downturn in the world 
economy has been systematically posed, it has called forth a paradoxical 
near-consensus. Marxists and radicals have joined liberals and conserva- 
tives in explaining the long downturn as a ‘supply-side’ crisis, resulting 
from a squeeze on profits, reflecting pressure on capital from labour that 
is ‘too strong’. In so doing, they have characterized the current crisis in 
terms just the opposite of those that have often been used to characterize 
the long downturn of the interwar period, a crisis widely viewed as a 
‘demand-side’ or ‘under-consumption’ crisis, resulting from an overly 
high profit rate, reflecting pressure from labour that was ‘too weak’. 


A series of variations on the supply-side theme have been argued by a 
large number of analysts across a broad political spectrum. The standard, 
or classical, version of the theory—what could be called the Full 
Employment Profit Squeeze theory—finds its origins over a century ago, 
and is still advocated today.? This boils down to the proposition that ın 
the medium run capital accumulation leads to crisis because it proceeds 
without sufficient regerd for the material conditions necessary for its 
continuation: the supply of labour (and raw materials) thus fails to keep 
up with the demand thar results from ongoing investment, leading to 
rising labour (and primary commodity) costs, which begin to interfere 
with satisfactory profit-making.> 


1. The ‘Contradictions of Keynesianism’ 


Nevertheless, the majority of contemporary versions of the supply-side 
approach distinguish themselves from the classical statement by arguing 
that the enhanced power of labour purportedly behind the secular 
squeeze on profits has been the result not merely of tight labour markets, 
but also the operation of certain historically specific institutional 
arrangements and government policies first put into effect in the period 
following World War u. Indeed, in its most fully developed form, the 
thesis is that the long downturn finds its roots in what might be loosely 
called the contradictions of Keynesianism. The operation of those very 
institutional arrangements and government policies that ostensibly 
made possible the postwar boom by solving the problem of effective 
demand are thus claimed to be responsible for the supply-side problems 
that have brought about the long downturn.4 


* K. Marx, “The Law of the Accumulation of Capital’, Capsta/, Vol 1,ch 25, 9ec.1 But see 
below, p 19, footnote 14. 
3 For contemporary variations oo this basic position, see A. Glyn and B Sorcliffe, Brash 
Capstalssm, Workers, and the Profits Squercs, London 1972, and The Critical Condition of 
British Capital’, NLR 66, March-April 1971; Armstrong et al, Capste/som Sims 1945; 
R. Boddy and J. Crotty, ‘Class Conflict and Macro-Policy: The Political Business Cycle’, 
Revenw of Radscal Politcal Ecomenexs, vol ii, 1975; ‘Class Conflict, Keynesian Policies and 
the Bumness Cycle’, Menth/y Resiew, vol. xxvi, October 1974; Makoto Itoh, The World 
Econom Crist: and Japenese Capitalism, London 1990. 
4 Leading advocates of this viewpoint from the Left include representatives of the us 
Socal Structure of Accumulation (ss) School (notably Samuel Bowles, the lace David 
Gordon and Tom Weisskopf) and representetrves of the French Regulation School 
(notably Michel Aglietta, Robert Boyer and Alain Lipietz). The advocates of the Pull 
Employment Profit Squeeze thesis joined represenmuves of the SSA and the French 
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The Key to the Boom 


In the supply-side, contradictions of Keynesianism view, the foundations 
of the long boom are to found in the continuous growth of demand, 
which made possible both the transcendence of the under-consumption 
supposedly behind the interwar crisis and the emergence of a high level 
of business confidence in the postwar epoch.’ The key to the growth of 
demand was, according to the theory, the rise of labour after 1945 to a 
recognized place in the political economy of the advanced capitalist 
countries. The rise of labour found its expression in the establishment of, 
often government-sanctioned, arrangements between capital and labour 
to ensure that the growth of wages would keep up with che growth of 
productivity and prices—the so-called ‘capital-labour accord’. The 
emergence of the welfare state—notably, the growth of unemployment 
insurance which tended to operate in counter-cyclical fashion—was also 
deemed critical, alchough not so much for increasing demand, since it 
was financed largely out of workers’ taxes, as for stabilizing it. 
Governments’ adoption of Keynesian fiscal and monetary policies also 
stabilized demand, smoothing out the business cycle and maintaining 
high employment.® 


Nevertheless, according to the supply-side, contradictions of Keynes- 
ianism thesis, success in securing economic growth proved to be self- 
undermining over the long run because the operation of those very 
arrangements which, by hypothesis, brought about that expansion of 
demand which underpinned the postwar boom had the long-term effect 
of skewing the balance of market and socio-political power in favour of 
labour and broadly speaking the citizenry, and against capital. 


Problems on the Supply Side 


In the classical statement of this position, Michal Kalecki found the 
contradictions of Keynesianism to lie—somewhat paradoxically in 


Regulation Schools in presenting a fully elaborated version of the theary in the collectrve 
work The Golden Age (ed. Stephen Margin and Juliet Schor, Oxford 1990), See especially 
the essay by A Glyn, A. Lipietz, A. Hughes and A. Singh, “The Ruse and Fall of the 
Golden Age’. Standard-bearers of pretty much the same position from the Liberal centre 
include Jeffrey Sachs. See, in particular, Sechs’s inreresting carly formulation in ‘Wages, 
Profits, and Macroeconomic Adjustment’, Broskrugs Papers on Eoomemesc Actrorty, no. 2, 
1979. Among the mayor economists of the Right associated with che position is Assar 
Lindbeck of Sweden 


3 Foc the under-consumptionist interpretation of the interwar crisis as a corollary of the 
supply-side interpretation of the long downturn, see S. Bowles, D. Gordon, and T Wesss- 
kop, After the Wasteland. A Democrats: Ecomometcs for the Year 2000, Armonk 1990, pp. 29- 
30, M. Aglieren, The Theory of Capitalist Regulatres. The US Experience, Verso, London 1979, 
Pp. 94, 285-6, R Boyer, “Technical Change and the “Theocy of ‘Regulation”’, in G Dos: 
etal, ed., Tabarca)! Change and Econsecs: Theory, Loodon 1988, pp. 82-3. For a critique, see 
R Brenner and M. Glick, The Regulation Approach. Theory and History’, Nix 188, 
July-August 1991, pp 76-86 

é Left-wing advocates of the contradictions of Keynesianism approach tend to play down 
the significance of government fiscal policy in providing the demand that made for post- 
war stability aod growth, emphasizing insteed the expansion of che welfare stare, espe- 
cally unemployment insurance, end oew institutions regulating labour-capitel relations, 
which ostenubly kept wages up with prices and productivity. Bur I use the term 
Keynesianism more generally to refer to all of these aspects 
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light of later developments on his theme— primarily outside the 
boundaries of the economy per se. In line with the ‘Keynesian’ theory 
that he had originated—independently from Keynes-——Kalecki argued 
that there was no economic limit to the degree to which Keynesian 
policies of demand management could extend a boom. There were, 
however, in his view, very definite political limits to the degree to which 
it could do so. The growing power of labour on the shop-floor and in the 
economy more generally (which would result from demand-subsidized 
full employment) and the encroachment of the state on the private sec- 
tor (which would result from increased government spending) would 
eventually undermine that business confidence which the implementa- 
tion of Keynesian policies had originally secured. Increasingly alarmed 
businessmen would press government to cut back on spending and 
would feel obliged to reduce investment, despite the still-high rate 
of profit. Their politically motivated economic response would thus 
bring about a downturn although the economic conditions for it were 
not present.’ 


Subsequent advocates of the contradictions of Keynesianism argument 
have followed the broad outline laid out by Kalecki but with two impor- 
tant differences. First, they have gone beyond Kaleck: in their account of 
those institutional mechanisms which, according to the theory, provided 
the foundations of the postwar boom and, in so doing, increased the 
market and socio-political power of labour. Second, contra Kalecki, they 
have argued that the enhancement of the power of labour and the 
citizenry drectly undermined the accumulation process by bringing 
about a squeeze on profits. From the perspective of today’s contradictions 
of Keynesian theorists, the operation of the capital-labour accord, the 
growth of the welfare state, and the commitment on the pert of 
governments to Keynesian policies were, by the later 1960s, both 
maintaining the growth of demand so as to further bring down unem- 
ployment and making for enbanced confidence on the part of workers 
that the weapon of increased unemployment would not be invoked in the 
furure. Meanwhile, the increased availability and level of unemployment 
insurance was reducing not only the risk, but also the cost, of job loss. At 
the same time, contractually sanctioned arrangements between capital 
and labour, which provided for keeping wages up with both productivity 
increases and the cost of living, were making it increasingly difficult for 
employers to compensate for rising labour costs by raising prices. Finally, 
the cost of the welfare state was weighing increasingly heavily on the 
national income. 


As the boom reached its peak and labour supply outran labour demand, 
workers exploited their enhanced leverage to launch a powerful wave 
of labour militancy across the advanced capitalist economies. The 
outcome was an ‘explosion of wages’.® At the same time, according 
to some accounts, workers withheld their energy and care on the 


7M. Kalecki, ‘Political Aspects of Full Employment’ (1943), ın Selected Essays om the 


Inflation and the State of Economic Theory’, Ecemeasse Jeernal, vol. xxxni, June 1973. 


shop floor, setting off a long-term decline in the growth of product- 
ivity.> The result was the onset of a secular wages-productivity squeeze 
on profits, made worse by the failure of the welfare state to shrink 
sufficiently. 


Nor, according to the supply-side theory, did reduced profitability lead to 
adjustment via the reduction of working-class pressure. Over the course 
of the 1970s, 1980s and beyond, in response to reduced profitability, 
employers unleashed an offensive, aiming to curb the growth of wage and 
other costs, while reducing investment and bringing about the growth of 
unemployment. Meanwhile, governments throughout the advanced 
capitalist economies sought to get costs under control in both the private 
and public sectors by introducing tight credit policies, as well as major 
cuts in welfare state spending. The resulting reduction in the subsidy of 
demand further forced up unemployment. Even so, according to the 
supply side theory, there was no successful process of adjustment. Despite 
reduced growth and massively increased joblessness, workers were able to 
maintain and make use of the institutionally based power that was the 
legacy of the postwar boom to prevent the restoration of labour market 
‘flexibility’ and sufficient reductions in social welfare costs. They thereby 
prevented the recovery of profitability. According to the theory, the 
continuing power of workers also precluded the use of Keynesian 
measures to restore growth and employment. For, by hypothesis-——given 
the continuing untoward influence, direct and indirect, of organized 
workers over the labour market—increased government subsidy of 
demand to reduce unemployment would lead once more either to run- 
away inflation or a renewed squeeze by wages on profits.1° 


2. Conceptual Difficulties with the Supply-Side Thesis 


There is, of course, no reason to deny that, aff alse beld constant, ongoing 
capital accumulation tends to increase the demand for labour relative to 
supply and thus to increase wages, probably the rate of growth of wages, 
and, more generally, the bargaining position of workers. It follows that, 
to the extent that policies and institutions subsidize demand and thereby 
bring about increased levels of capital accumulation, all alse being equal, 
the resulting reduction of unemployment will further enhance workers’ 
capacity to squeeze profits, all the more so if the availability and level of 
government unemployment insurance, as well as institutionalized 
arrangements with employers, reduce the rsk and cost of job loss. The 
question is, however, whether it is legitimate to hold that all else is 
equal. This question has two aspects which need to be carefully distin- 


9 See, for instance, Bowles et al , After the Wasteland, pp. 594, SoTi, 83, 100-4, III-I4, 
R Boyer, Technical Change and the Theory of Regulation’, p. 86; Armstrong et al., 
Capstalssm Stace 1945, p. 179 

1° For critical introductions to the mainstream explanations of the downturn's continu- 
ance, see RZ Lawrence and C.L. Schultz, ‘Overview’, and P. R. Krugman, ‘Slow Growth 
in Europe: Conceptual Issues’, un Lawrence and Schultz, eds, Barriers te Exrepens Growth, 
Washington, DC 1987. For left versions, see S. Bowles, D. Gordon, and T. Weisskopé, 
‘Business Ascendancy and Economic Impesse A Structural Retrospectrve on Conservative 
Economics, 1979-87’, Journal of Ecomsmesc Peripectross, vol. u1, Winter 1989; A. Glyn, The 
Costs of Stability: The Advanced Capitalist Countries ın the 1980s’, NLR 195, September- 
October 1992. 
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guished. There is first an issue concerning origins or onset: can an extended 
process of capital accumulation leading to full employment be expected 
to bring down profitability? But, second and decisively more important, 
there is an issue concerning exderance and non-adjustment. even supposing 
that full employment does lead to wage growth outrunning productivity 
growth, can the resulting fall in profitability be expected to persist 
rather than rebound, and thereby bring about a temporally extended 
economic downturn? 


From Full Employment to Squeeze on Profits? 


Full Employment as Profit-Eubancing: The Kalocktan Objection. While the 
growth of demand leading to full employment will tend to strengthen 
labour’s bargaining position, it will, as it does so, tend to bring about 
counterbalancing effects that enhance profitability. As Michal Kalecki, 
the originator of the contradictions of Keynesianism thesis, pointed out, 
increased employment tends not only to bring about upward pressure on 
wages, but also to lead to higher sales and capacity utilization, thereby 
lowering unit costs and raising profitability. As an economy approaches 
full employment, it may very well experience a heightening of prof- 
itability, even as wage growth accelerates." 


The Substitution of Capital for Labour Leading to Relatively Redwced Labour 
Demand and to Increased Productivity Growth. While the acceleration of real 
wage growth—resulting from increased demand for labour with respect 
to supply—tends to directly squeeze profits by outrunning productivity 
growth, it tends simultaneously to encourage the substitution of capital 
for labour, thus speeding up technical innovation.” Technical innova- 
tion induced by rising wages tends to reduce the pressure of labour 
demand with respect to labour supply in two ways. First, it tends to be 
labour saving. Second, it tends to increase overall productivity (output as 
a proportion of total inputs, including both labour and capital inputs), 
thereby reducing the amount of labour required, and therefore the 
amount of labour demanded, for any given level of output. 


To look at the other side of the same coin, technical change tends not 
only to increase the relative availability of labour, it also tends to increase 
efficiency, reducing total (capital plus labour) costs for any given output. 
The fact, then, that real wages grow, or even accelerate, clearly does not 
automatically mean that profitability falls. Why shouldn’t the growth of 
productivity, driven both by wage growth leading to the substitution of 
capital for labour and by the pressures of inter-firm competition, be 
rapid enough to keep the rate of return from falling? 


The Groush of the Supply of Labour: Immigration and the Export of Capital. 
When the demand for labour rises, the resulting increase in wages tends to 


Michal Kelecki, ‘Political Aspects of Full Employment’, p 138. “The attitude [of busi- 
ness in opposing the maintenance of full employment through government spending 
financed by loans} 1s not exsy to explain. Clearly higher output and employment benefits 
not oaly workers, bur businessmen as well, because their profits rise.’ 

H For this Line of criticism of the consensus view, see R J. Gordon, ‘Productrvity, Wages, 
and Prices Inside and Oucnde of Manufacturing in the US, Japan, and Europe’, Eerepeex 
Eeomemx Reveess, vol. x, 1987 
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provoke an increase in labour supply via the action of the labour and capital 
markers themselves. Workers from abroad find it more attractive to 
immigrate, and—aunless they are restrained by political means-—their 
entry will reduce the tightness of the labour market. Simultaneously, the 
profitability of combining means of production with lower-waged labour 
elsewhere increases; as a result, either more capital is exported or 
capitalists in other places accelerate their investment. The effective size of 
the labour pool thus tends to expand relative to supply, and wage pressure 
1s reduced. J am making the assumption here thar there will in fact be 
available other, cheaper labour that can be combined with means of 
production embodying something like the current level of technology 
without a loss of efficiency (that is, at lower unit cost). But this assumption 
appears warranted in light of what seems to be a double reality. 


First, in the course of any historically extended wave of capital accumu- 
lation, as a consequence of the growth of demand for labour and of 
competition for labour between more efficient and less efficient pro- 
ducers, labour forces inevitably secure increases ın wages far greater than 
can be understood as compensation for their increased skill——the 
increased productiveness of the workers themselves, aside from the 
machinery they operate. More generally, labour forces in regions with 
long histories of economic development tend to receive wages which are 
substantially higher than can be explained simply by reference to their 
relative level of productiveness. Second, over similarly extended time 
periods, technical change tends to reduce the skill required to produce 
any given array of products, with the result that the labour force that can 
make those products without loss of efficiency is continually enlarged, 

and the wage required to pay it correspondingly reduced." The outcome 
is that, as their wages rise over the course of a boom, workers in the most 
advanced, longest developing regions tend to price themselves out of the 
market ın consequence of the relative rise of what might be called their 
wages-skill ratio. 


In sum, it cannot be assumed that a trend to full employment will ın any 
straightforward way put a squeeze on profits. The very processes of exten- 
sive capital accumulation and insnrutionally founded enhancements of 
the power of labour which the supply-side theorists understand to bring 
down the profit rate tend, ın so doing, to call forth counteracting tenden- 
cies that make for the increase of profitability and thereby tend to prevent 
an actual profit squeeze from taking place. Stll, it would be absurd to 
deny that full employment leading to an enhancement of labour’s 
leverage sometimes can precipitate a fall in the profit rate, and I shall have 
occasion to refer to several historical instances of this phenomenon. But, 
even if the Full Employment Profit Squeeze thesis can sometimes explain 
a significant fall in profitability, ıt is hard to see how ıt could account for 
an economic crisis, meaning a long-term reduction in the profit race that 
produces a secular, system-wide economic downtum. 


13 See K, Akamatsu, ‘A Theocy of Unbalanced Growth ın the World Economy’ (1938), 
Arkys, vol boom, 1961, as well as the literature on the product cycle, 

starting from R. Vernon, ‘International Investment and Inrernational Trade in the Product 

Cycle’, The Quarterly Journal! of Ecomomss, vol borx, May 1966. See also M Shinohara, 

Indxstrial Groth, Trade, and Dynamsc Patterns rn the Japanese Ecoussy, Tokyo 1982. 
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Can the Power of Labour Prevent Adjustment? 


From Tight Labour Marksi to Economic Crisis? The point is that where tight 
labour markets do make for declining profitability, Arms will inevitably 
respond to their reduced rates of return by reducing investment. Thus 
they will, sooner rather than later, see the tightness in the labour market 
sufficiently reduced to allow for a reduction of pressure on wages and thus 
for the restoration of profitability and the renewal of capital accumulation. 


Under capitalism, the taking of profits and wages does not occur merely 
as an ourcome of the immediate interaction between capital and labour, 
although that surely is an important aspect of the distributional process. 
Rather, production, employment, and distribution are themselves 
dependent upon prior, autonomous decisions to invest, and these are 
entirely under the control of capital. Employers will find no motivation 
to invest at any given place and time unless they can secure a satisfactory 
rare of return. Employers must, in other words, demand a satisfactory 
rate of profit as the condition for investing, because a satisfactory rate of 
return is the fundamental condition for competitiveness and thus the 
continuing viability of the firm. In shifting distribution back in their 
own favour, employers are not confined to confronting their workers 
directly, but can respond to profit-reducing increases in labour costs by 
decreasing the rate of capital accumulation, thereby bringing about, in 
aggregate, an easing of conditions in the labour market—a reduction in 
the growth of demand with respect to the supply of labour which 
produces a rise in aggregate unemployment ‘sufficient to moderate 
labour’s demands. The implication is that capital accumulation leading 
to the outrunoing of labour supply by labour demand can be expected to 
squeeze profits only in tbe short raw and therefore seems incapable of 
precipitating a secular, system-wide long downturn. The Full Employment 
Profit Squeeze theory can account for some instances of reduction in 
profitability, but it cannot explain an economic crisis.“ 


The ‘Inflexthle’ Labour Market and the Power of Labour. The more elabo- 
rated versions of the contradictions of Keynesianism approach—those 
centred more explicitly on the welfare state and postwar institutions 
regulating capital-labour relations—were formulated precisely to remedy 
the foregoing weaknesses of the straightforward Full Employment Profit 
Squeeze theory in accounting for a long-term, system-wide economic 
downturn. Supply-side theorists have thus taken it as their task to argue 
that the rise of unemployment which normally results from the reduc- 
tion of investment set off by reduced profitability cannot in fact be 
expected to function as a disciplinary device sufficient to restore the 


H Marx certainly did not see his nsing-employment profit squeeze dynamic as directly 
applicable to—oe likely to lead to crisis in—the real world. He presented it, quite explic- 
itly, ın abstraction from what he believed to be the system's inexoreble (counter-) tenden- 
cies both to productrvity increase (through the growth of the organic composition of 
capital leading to technical change) and the expansion of the svuleble labour force 
(through the growth of the surplus army of unemployed). He saw it, moreover, as strictly 
lumiced by cepitalises’ ability to predicare investment on a satisfactory rate of return. See 
Capttal, Vol 1, ch. 25, sections 2-5, as well as 1. Nothing is more absurd, then, than to 
explain che fall tn the race of profit in terms of a rise ın wage rates, even though this too 
may be an exceptional case.’ Capral, Vol. m, ch 14, section 5 
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conditions for capital accumulation. Their central contention is that, 
over the course of the postwar epoch, rising unemployment became 
insufficient to oblige labour to moderate its wage claims because workers 
succeeded in institutionalizing sufficient power at various levels—the 
shop floor, the industry or union and the state—to prevent the proper 
functioning of the labour market. Governments, say the supply-side 
theorists, were so committed to the maintenance of full employment 
and/or the provision of high unemployment benefits that the threat of 
being fired lost its teeth. Unions, they contend, have found ways to 
control their labour markets even in the face of high unemployment, 
protecting their own ‘insiders’ at the expense of ‘outsiders’.‘> As a result, 
they conclude, ‘disequilibrium’ or profit-squeezing wages have been able 
to persist alongside high levels of unemployment for an extended period 
of time. Put another way, the economy does not return to full 
employment because, were it to do so, » wage growth would again outrun 


productivity growth and squeeze profits.’ 


There is nothing logically wrong with the idea that the power of labour, 
exercised either on the basis of its own institutions and norms or through 
the state, can, in principle, skew the operation of the labour market in 
favour of workers—for grven firms, industries, regions, or even national 
economies, for gen periods of time. The fact remains thar this 
conclusion, even where it holds empirically, 1s of limited relevance. The 
operation of the labour market does, of course, have an irreducible 
political aspect; wages are, in significant respects, determined ‘politi- 
cally’ by class conflict, as well as the operation of social norms and values. 
But it 18 one thing to assert that strategic socio-political action always 
plays a part in determining the wage, quite another to argue that such 
action can so squeeze profits as to cause a long-term, system-wide downturn. 
Labour cannot, as a rule, bring about a temporally extended, systemic 
downturn because, as a rule, what might be called the potential sphere of 
investment for capital in any line of production generally extends 
beyond the labour market that is affected by unions and/or political 
parties or is regulated by norms, values, and institutions supported by 
the state. So firms can generally circumvent and thereby undermine the 
institutionalized strength of workers at any given point by investing 
where workers lack the capacity to resist. Indeed, they must do so, or 
they will find themselves outflanked and competitively defeated by 
other capitalists who will. 


This basic dynamic may be slowed but not fundamentally transformed 
by state institutions. If government intervention is making for a signifi- 
cant squeeze by labour on profits either indirectly (as a consequence, for 
example, of maintaining high levels of unemployment insurance or 
implementing Keynesian policies for full employment) or directly (as a 
result, for example, of taxing capital and allocating increased public 


13 A sharp statement of the argument can be found in A. Lindbeck, “What is Wrong with 
the West European Economies”, The World Economy, vol. viu, June 1985. See also A. 
Lindbeck and D.J. Soower, “Wage Setting, Unemployment, and Inside-Outside 
Relations’, American Ecomemze Restew, vol lxxvi, May 1986, J.B. Donges, ‘Chronic 
Unemployment in Western Europe Forever?” The World Economy, vol viu, December 
1985; Bowles, Gordon, Weiskopt,, Business Atcetdascy and Economic Impasse 

1° See also below, pp. 139f. 


services to labour) the outcome will be the same as if labour were acting 
alone. In the first instance, capitalists will find their competitive 
position undercur; in the longer run, they will either redirect their 
investments to points of higher profitability or find themselves unable to 
compete because other capitalists have done so. 


Because all elements of society depend on private investment for 
economuc growth, for employment, and for tax revenue to finance state 
expenditures, governments are obliged to make the profitability of 
‘their’ capitalists a priority, at least given that capitalist property rela- 
tions are unchallenged. One of the more paradoxical consequences of this 
reality is chat, especially since World War n, trade unions and social 
democratic parties have generally accepted the principle of the primacy 
of profits and sought to enforce ıt on their followers. In direct proportion 
to the degree they have been well-organized, powerful, and representa- 
tive of the working class as a whole, trade unions and social-democratic 
parties have thus consciously and systematically sought to keep wage 
growth from threatening profitability in the interest of the capital 
accumulation and growth that they deem to be the precondition for 
working-class material gains. To the extent that an increase in workers’ 
material demands had been responsible for the decline in profitability 
over the past couple of decades, official trade unions and social demo- 
cratic parties would certainly used their power precisely to reverse that 
development.*7 


The general principle may be stated as follows: victories by labour 1n eco- 
nomic conflicts tend to be relatively localized; reductions in profitability 
resulting from the successful exertion of workers’ power tend therefore to 
be correspondingly localized; nevertheless, there is a generalized, system- 
wide pressure on employers to make the average rate of profit on pain of 
extinction. To the extent therefore that workers’ gains reduce their 
employers’ rate of profit below the average, they undercut capital accumu- 
letion, creating the conditions, in the medium run, for their own 
eradication. Workers’ action may certainly reduce profitability in given 
locales, bur ıt cannot, as rule, make for crisis because it cannot, as a rule, 
bring about a spatially generalized (system-wide) and temporally extended 
decline ın profitability. Nevertheless, what needs to be explained in the 
current case is precisely a squeeze on profits and a corresponding downturn 
in the advanced capitalist economies from which no economy has been 
immune, which has enveloped all economies at the roughly the same time 
and same pace, and which has been temporally very extended. 


3. Basic Evidence Against the Supply-Side Argument 


Because the supply-side theorists explain the long downturn in terms of 
the operation of institutions and impact of policies, they are obliged to 
explain it in historically and nationally specific terms. They must 


n Wage restraiot wes an essential feature of the Golden Age model [in the countries ruled 
by social-democnatic parties] and, if anything, ıt became more central to the efforts of 
these countries to deal with che new difficulties of the sevennes and eighties.’ E Huber 
and J. Stephens, ‘Incernstionslization and the Social Democranc Model: Crisis and Future 
Prospects’, Comperatioe Pelstacal Studies vol. xxxi, 1998. 
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therefore interpret the onset and subsequent outcomes of the squeezes on 
profitability chat afflicted each of the advanced capitalist economies 
essentially on a case-by-case basis, in terms of the specific historical 
evolution of institutions and policies in those economies that ostensibly 
led to the enhancement of labour’s economic and political leverage. But 
how can such interpretations be successfully accomplished, in view of the 
obvious facts that the downturn has been wsrtvertel, simultaneoxs and long- 
term? 


The Unsversality of the Long Downtern. It is a reality worth conjuring with 
that none of the advanced capitalist economies was able to escape the 
long downturn. Neither the weakest economies with the strongest 
labour movements, like Great Britain, nor the strongest economies with 
the weakest labour movements, like Japan, remained immune. Is it 
plausible that what explains the downturn is that workers everywhere 
accumulated sufficient power to squeeze profits? 


a 


The Simultancity of the Onset and Various Phases. The advanced capitalist 
economies experienced the onset of the long downturn at the same 
moment—between 1965 and 1973. These economies have, moreover, 
experienced the successive stages of the long downturn more or less in 
lock step, sustaining simultaneous recessions ın 1970-1, 1974-75, 
1979-82 and from 1990-91. It is one thing to argue that economic and 
institutional developments among the advanced capitalist countries 
were rather similar in the postwar epoch—although if one considers the 
Japanese case, or compares the US with most European cases, even that — 
may seem less than obvious. But it is quite another to contend that the 
paths of institutional development and policy formation, the experi- 
ence of capital accumulation and technological change, and the evolu- 
tion of capital-labour relations—and politics more generally—could 
have been so similar in the major capitalist economies as to have 
brought about, at the same moment, virtually identical shifts in the 
labour market situation and the balance of class forces so as to deter- 
mine essentially the same evolution of profitability in those economies. In 
view of the very high degree to which labour’s power has been differen- 
tially determined by conditions within and circumscribed by national 
boundaries, it is difficult to understand how the exertion of power by 
labour could explain the internationally coordinated evolution of the ` 
long downturn. 


The Length of the Downturn. Finally, the fact that the downturn has gone 
on for so very long would seem to be fatal for the supply-side approach. 
It is not hard to believe chat particular unions, workers movements, or 
social-democratic governments could have brought down the profit 
rate in given places for given periods. But, if one takes into account 
both the alternatives available to employers (specifically their ability 
to reallocate investment away from points where profits have been 
squeezed) and labour’s long-term interests (specifically its dependence 
upon and concern for—in the absence of any alternative—the continu- 
ation of capital accumulation), it is elmost impossible to believe that— 
the assertion of workers’ power has been both so effective and so 
unyielding as to have caused the downturn to continue over a period of 
close to a quarter century. 

a2 


4. From Criticism to an Alternative 


My alternative approach to the long downturn starts takes as its point of 
departure the results of the foregoing critique. The attempts of the 
supply-side theorists to understand crises essentially in terms of mal- 
distribution/under-consumption in the inter-war crisis, a profit squeeze 
in the current downturn—hss led them to focus too exclusively upon the 
‘vertical’ (market and socio-political) power relations between capitalists 
and workers. As a result, they have tended to underplay not only the 
productive benefits, but also che economic contradictions, thar arise 
from the ‘horizontal’ competition among firms that constitutes the 
capitalist system’s economic mainspring. My point of departure is thus 
simultaneously that capitalism tends to develop the productive forces to 
an unprecedented degree, and that it tends to do so in a destructive, 
because suplanned and competitive, manner. 


Relatedly, the emphasis of the supply-side theorists on institutions, 
policy and power has led them to frame their analyses too heavily on a 
country-by-country basis, in terms of national states and national 
economies—to view the international economy as a sort of spill-over of 
national ones and to see systemic economic problems as stemming from 
an agglomeration of local ones. In contrast, I shall take the international 
economy-——the capital accumulation and profitability of the system as a 
whole—as a theoretical vantage point from which to analyze its crises, 
and those of its national components. 


Finally, while the supply-side theorists specify processes that cawld lead 
to rising costs and a squeeze on profits in gissa locales over the short run, 
they have failed to take sufficiently into account the compersatory 
economuc, political, and social mechanisms thar are set off, more or less 
automatically, precisely as a consequence of any squeeze by labour or the 
citizenry on profits—mechanisms by which rising costs, through their 
negative effect on profitability and on the inducement to invest, create 
pressures both to induce cost reductions in the ‘affected’ regions and to 
redirect investment beyond them. 


To put this final point more positively, a sufficient theory of crisis must 
explain not only why what individuals and collectivities do in pursuit of 
their interests leads to an aggregate pattern of production and dis- 
tribution in which profimbility is undermined, thereby reducing the 
capacity and incentive to invest. It must also explain why that same pat- 
tern leads producers to take remedial action that fails to bring about an 
adjustment and ends up exacerbating the difficulties of the initial situa- 
tion. If we are to understand not only the historical regularity of secular 
capitalist development, but also the historical regularity of secular capital- 
ist downturn, we therefore need a theory of a malign invisible hand to go 
along with Adam Smith’s benign one—e theory which can encompass a 
self-generating series of steps resulting from individual (and collective) profit 
maximizing which leads not towards adjustment, but rather away from it. 


In line with chis prescription, I shell present an account of the long 
downturn which finds the source of the profitability decline, schemati- 
cally speaking, in the tendency of producers to develop the productive 
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forces and increase economic productiveness by means of the installation 
of increasingly cheap and effective methods of production, without regard 
for existing investments and their requirements for realization, with the 
result that aggregate profitability is squeezed by reduced prices in the face 
of downwardly inflexible costs. I shall explain the perpetuation of the 
crisis by demonstrating that the profit-maximuzing steps capitals find it 
rational to take in response to the reduction in their profitability not only 
fail to resolve the problem that brought down profitability in the first 
place, but have the effect, in aggregate, of making necessary and rational 
additional responses which further undercut aggregate profitability. In 
the face of their reduced profitability, numbers of firms thus find that it 
makes most sense to persist in their line rather than leave it and search for 
a better alternative; meanwhile, numbers of other still lower-cost produc- 
ers find it individually profitable to enter unto those same lines despite the 
lines’ reduced profitability. As a consequence of the resulting consolida- 
tion of over-capacity and over-production and of reduced profitability (or 
the even further fall thereof), investment and ourpur growth will decline 
and wage growth will be cut back, leading, in turn, to both a decline of 
productivity growth and a decline in the growth of effective demand 
(both investment and consumption), which put still further downward 
pressure on profitability. This sequence, as shall be seen, can be reversed 
and profitability restored only when sufficient high-cost, low-profit 
means of production can be forced from lines affected by over- 
capacity/over-production and reduced profitability, and successfully real- 
located to sufficiently high-profit lines. 


u. Outline of an Alternative Explanation" 


I start from the premise that, under capitalist social-property relations, 
the generalization of the individual norm of profitability maximization 
combined with the pressure of competition on a system-wide scale tends 
to bring about the growth of the productive forces and overall 
productivity, with the result thar, on the assumption that the real wage 
remains constant, both the rate and the mass of profit rise, assuming 
there are no problems of realization. But, given capitalism’s unplanned, 
competitive nature, realization problems cannot be assumed away. The 
same cost-cutting by ficms which creates the potential for aggregate 
profitability to rise creates the potential for aggregate profitability to 
fall, leading to macroeconomic difficulties. 


I. Cost-Cutting Technology Leading to Over-Production 


In a world where firms can predict what their competitors will do and 
perfectly adjust, cost-cutting technical change poses no problem. Cost- 
cutting firms will add output so as exactly to fill the space of demand left 
unoccupied by the decreased output resulting from the using up of 
means of production by higher cost producers. The outcome, initially, is 
a higher rate of profit ın the line because the cost-cutter needs fewer 
ınputs to produce, so enjoys a higher rate of profit on, its output than was 


18I wish to thank Mark Glick and Michael Howard for their invaluable help with formu- 
lations in chis section 
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hitherto garnered on the exactly equivalent output by the firm reducing 
its output. The output of the cost-cutting firm has thus been produced at 
a lower cost than the same output had been hitherto produced by the 
other (higher cost) firms ın the line; since aggregate output and by 
assumption aggregate demand remain the same and aggregate cost has 
been reduced, the average rate of profit in the line rises. From this point, 
the higher-cost firms will either emulate the cost-cutter or will cede 
space to it by reducing their means of production in the line precisely to 
the extent that the cost-cutter increases its capacity. The price for the 
line’s output will thus fall to reflect the reduced cost required to produce 
it and purchasers outside the line will share the gain, as capitalists pay 
less than before for inputs and/or workers are able to purchase more 
goods than previously with their money wage. The outcome, so long as 
workers do not secure all of the gains from the reduced price in the form 
of increased real wages, will be an increase in the rate of profit for the 
economy as a whole. 


Nevertheless, in the real world of economic competition, individual 
capitalist producers can neither control nor predict the market for their 
goods; investments yield profits only after the fact, once they have proved 
themselves in a potentially destructive competitive war. Under these 
conditions, the only path to survival and security involves risk-taking by 
investing in new, more technically advanced means of production and 
combining these with the lowest possible wage. In this way, the lowest 
possible cost and price is achieved, thus maximizing either one’s rate of 
profit or one’s share of the market, and the goal is to maintain the 
resulting advantage for the longest period possible. Yet, when one firm 
secures the lowest cost of production and puts its goods on the market at a 
correspondingly reduced price so as to increase its market share, its doing 
so poses a serious problem for the other firms which are producing with 
older, higher cost techniques. 


Rather than merely replacing at the established price the output hitherto 
but no longer produced by a higher cost firm which has used up some of 
its means of production—es in the aforementioned case of perfect 
foresight and perfect adjustment—real-world cost-cutting firms, by 
virtue of their reduced costs, will reduce the price of their output and 
expand their output and market share at the expense of the higher cost 
competitors, while still maintaining for themselves the established rate 
of profit." Given the reduced price, some firms, the least cost-effective, 
will be obliged to scrap means of production because they can no longer 
make a profit on it; the others will have to at least endure reduced 
profitability because of their excessively high costs. Because the cost-cut- 
ters’ rate of profit remains the same as before and because the higher cost 
firms’ rates of profit are reduced, the outcome is an aggregate reduction 
of the rate of profit in the line. Under these conditions, the line can be 
said to be characterized by over-capacity or over-production because—or 
in the sense that—there is insufficient demand to allow the higher cost 
firms to maintain their former rates of profit; they have been obliged to 
cease using some of their means of production and can make use of the 


19I assume here that che cost-cutting firms compete among themselves, as well as with 
the higher cost firms, to drive down the rare of profit co its already-established level 
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rest only by lowering their price and thus their profitability. There is 
over-capacity and over-production, with respect to the hitberto-existing profit 
rate. 


While few would deny that the foregoing process is indeed normal to the 
capitalist economy, most would deny its problematic character. It is true, 
they would say, that the cost-cutters’ expansion of lower priced output 
leads to increased competition and (what is the same thing) over-capac- 
ity/over-production in the line, manifested ın exit for some of the higher 
cost means of production and temporarily reduced profitability for the 
rest. But it is also true, they would argue, that this situation 1s ‘out of 
equilibrium’ and thus only transitional, for some firms are not, at this 
point, doing as well as they could do and can thus be expected, more or 
less immediately, to take action. Those firms which have experienced 
reduced profitability can be expected either to leave the line, or to adopt 
the new technique of the innovating cost-cutter—or ın some other way 
to match its costs. If they do not do so, the innovating firm will take the 
whole market. The outcome should thus be, sooner rather than later, the 
restoration of the previously established rate of profit in the line, though 
now on the basis of the cost-cutter’s lowered price and cost. Ultimately, 
this should lead to an increase in the rate of profit for the economy as a 
whole (including the line initially subject to reduced profitability), just 
as in the case of perfect foresight/perfect adjustment, assuming again 
that workers cannot garner all of the gains that accrue to the economy as 
a whole from the now lowered price of the line’s products. Joseph 
Schumpeter, ‘the Marx of the bourgeoisie’, saw this process as the genius 
of capitalism. What he termed ‘creative destruction’—the beating out of 
less productive by more productive means of production—is, after all, 
what makes capitalism ever more productive. 


2. The Failure to Adjust 


Schumpeter may, however, have underestimated the potentially destruc- 
tive side of his creative destruction. If they possess fixad capital, firms which 
sustain reduced profitability as a result of the introduction of lower-cost 
and lower-priced goods by cost-cutters in their line cexwat be assumed to 
respond by more or less immediately leaving the line; this is because it is 
rational for them to remain in the line so long as the new, lowered price 
allows them at least to make the average rate of return on their circulating 
capital—that is, the additional investment in labour power, raw materials, 
and semi-finished goods that is required to put their fixed capital into 
motion. The reason for this is that their fixed capital is ‘sunk’, that is, 
already paid for—or requiring interest payments that must continue 
whether or not the capital ıs ın use. They can thus regard it as, ın practical 
terms, costless and its further use as free. It therefore makes sense for 
higher-cost firms to seek to hold onto their share of the market by lowering 
their price, unless and until the price of the cost-cutting firm's goods falls 
so low as to prevent them from securing the average rate of return even on 
their circulating capital.7° This calculus has two major consequences. 


æ The mechanism here presented making foc maladjustment is discussed ın the late mne- 
teenth-cencury literature on ‘ruinous compention’, which often sought to justify cartels 
and trusts Thar literature also focused on the barner to exit placed by fixed capital as sunk 
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First, firms can, by virtue of their earlier placement of capital, deter the 
introduction of lower-cost, lower-priced goods by competitors with 
the potential to cut costs. This is because a cost-cutting firm thar is 
incapable of imposing a price which is not only below thar currently 
prevailing in the line but sufficiently low to force some incumbents 
to leave the line—hbecause the rate of profit on their circulating capital 
has been driven below the average—will be incapable of increasing 
its market share without reducing its own rate of profit. Should 
such a firm reduce the price and attempt to maintain its old 
rate of profit, #// of the incumbents would find it rational to match 
the price so as to maintain at least the average rate of profit on their 
circulating capital—even if that was reduced on their total capital. 
The result would be to prevent the cost-cutter from increasing market 
share at that price and to force it to reduce the price further, and 
thus its rate of profit below the established rate, in order to gain 
market share. Even firms capable of producing at lower cost and 
price in a line cannot therefore profitably expand their market share 
unless they are capable of making a sufficient place for their output 
by forcing sufficient productive capacity from the line. Put another 
way, they can take increased market share without experiencing 
a reduction in their own profitability only to the extent that they 
can force others to yield market share by scrapping. 


This said, a further point should be emphasized. While, by virtue 
of their possession of fixed capital, high-cost firms possess a 
powerful deterrent to cost-cutters intent on expanding their 
market share (specifically, of cost-cutters with the ability to reduce 
cost and price below that Hone in the line but insufficiently 
to drive out some incumbents), this does not at all insure that 
such cost- and price-cutting will not take place. The cost- and 
price-cutter may miscalculate, or, alternatively, may have a strategic 
reason to accept the lower rate of profit. In either case, the consequence 
of its action is not only over-capacity/over-production but reduced 
profitability in the line for all, including the cost- and price-cutter 
itself. 


Second, cost-cutting, price-reducing firms that are capable of replacing 
some incumbents—by reducing their price sufficiently to make it 
impossible for the larter to make the average race of profit even on 
their circulating capital and thereby forcing them to scrap fixed 
capital—will be able both to continue to secure the established 
rate of profit and increase their market share on the basis of their 
lower price. Yet, they will, in so doing, bring about a reduction 
in the average rate of profit in the line because their new low price 
will have a (doubly) undermining effect on the profitability of 
the other firms in the line, forcing them to cede market share and 


capital, and specifically on the connnuation of over-capscity and over-production with 
respect to che profit rate on total capital that results from incumbents’ willingness to con- 
tinue producing so long as they secure normal peroficability on their circulating capital. 
See, foc example, A T Hadley, Esmom, New York 1901, pp 292-5 For a useful intro- 
duction to this literature, see H. Hovenkamp, “The Antitrust Movement and the Rise of 
Industrial Organization’, Texas Lew Resse, vol. xviii, November 1989, esp. pp. 122-43 
I wish to chaok Mark Glick foe calling my attention to this body of writing. 
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accept lowered prices for their (higher-cost) goods.?! Firms which can no 
longer make the average rate of profit even on their circulating capital 
will be forced to cede market share. Initially, in the short run, they may 
be able to get away with only reducing capacity utilization, because the 
firm with the lower cost as yet has insufficient productive capacity to 
take as much market share away from them as its lowered price would 
warrant. To the degree that their capacity is reduced, however, these 
higher-cost firms will suffer the reduced profitability thar results from 
the fact that output (sales) is reduced but capital costs are not. 
Eventually, as the cost-cutting firm expands its capacity, they will be 
forced to scrap and leave the line. Those firms that can still make the 
average rate of profit on their circulating capital will find that it makes 
sense to remain in the line, but will nonetheless endure reduced prof- 
itability on their total capital since their costs remain the same, but the 
price at which they must sell is now reduced. 


With respect to the higher cost firms who remain, then, the ‘normal’ 
process of adjustment—whereby higher cost firms leave the line and are 
replaced by lower cost prod imply does not occur, because of those 
firms’ possession of fixed capital. The line’s output now has the lower 
price imposed by the cost-cutting entrant. Its population consists of the 
cost-cutting firm making the old rate of profit on the basis of 1ts reduced 
production costs plus the firms that have failed to cut costs having to take 
a reduced profit rate. Technically speaking, as a result of the lower cost 
firm’s appropnation of market share through the imposition of its lower 
price, over-investment leading to over-capacity and over-production has’ 
arisen in the line, again with respect to the previously and still prevailing rate of 
profit. Some higher cost firms have been obliged to scrap fixed capital 
because they have lost market share; for the same reason, those higher cost 
incumbents who remain have been able to hold onto their place (meet 
some of the demand) only by selling their goods at less than the old rate of 
return. The outcome is that, rather than leading to a higher rate of profit, 
the entry of a lower-cost, lowet-price producer brings about a lower rate of 
profit in the line. The line is nonetheless ‘in equilibrium’ and no further 
transition can be expected to take place for the time being since all of its 
incumbents are presumably making the best profit rate they can. The 
line’s reduced profit rate is typically registered both in a declining 
output-capital ratio and a declining profit share, because, in arithmetical 
terms, it is simply the result of the higher-cost firms’ inability to raise 
their prices sufficiently over their (given) capital and wage costs due to 
the insufficient demand for their goods. 





A final, major issue needs to be clarified before the relevance of the 
foregoing mechanisms for the problem of explaining economic crises can 
begin to be examined. This issue is the impact on profitability fw the economy 


a! The ides that problems could anse due to cost-cuttess’ introduction of price-reducing 
technical changes that prevent incumbents from fully realizing their investments on fixed 
capital goes back at least es far as Manx An interesting and helpful exposition of this notion 
and tts implications can be found in J. Weeks, Caprtal and Exploctatren, Princeton 1981, pp. 
186, 211-17. See also the Texts on economuc crisis by S. Clarke, notably Keymerseasom, 
Mowetarsim, and the Criss of the State, Aldershot 1988. I am indebted to Loren Goldner for 
many stimulating discussions of this issue, as well the opportunity to reed his essay “The 
American Working Class and the Current Woeld Cass’ (unpublished manuscript). 
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as a whole of the reduced price that determined the fall of profitability in the 
line affected by over-capacity and over-production. We know thar, to the 
extent that the reduced price in the line leads, as above, to a reduction of 
profitability in that line, that same reduced price will provide an equivalent 
increase in income to others in the economy who purchase those goods as 
their inputs. The question is, who actually secures these gains—other capi- 
talists through a higher mte of profit resulting from lower production costs 
ot workers through a higher real wage? This question cannot be answered a 
pdos, but it may be possible nonetheless to advance our argument by tak- 
ing into account the limiting case. 


In the event that other capitalists outside the lowered profit line secured 
all and workers secured some of the gains from the lowered price that 
brought abour the reduction of profits in the lowered profit line, 
capitalists’ increase in profitability outside the lowered profit line would 
balance out the decrease in profitability in the lowered profit lune and 
aggregate profitability for the economy as a whole would stay the same. 
But, this scenario seems an unlikely one, because conditions do not 
ordinarily exist that could enable capitalists to prevent workers from 
securing any gains from the reduced price in the form of higher real 
wages. On the assumption thar the line’s output is ‘typical’—thar is, ıt is 
consumed in the same proportion as consumption takes place in the 
economy as a whole, in accord with the established distribution of the 
consumption of consumer goods and of capital goods—the gains from the 
reduction in price will roughly accord with the established distribution of 
income between labour and capital. In any case, if labour is able to get amy 
of the gains from the decrease in prices, then the aforementioned 
processes——by which a decline in profitability ın a given line results from 
the failure of higher cost, lower profit producers in possession of fixed 
capital who suffer reduced profitability to leave the line—will indeed 
result in a fall in profitability for the economy as a whole. This is because 
the fall in profitability (the loss of profits) thar results from the fall in 
price in the line will fail to be fully compensated by the rise in profitabil- 
ity (the gain in profits) outside that line: all of the losses sustained within 
the line stemming from the reduced price are sustained by capital; but 
not all of the gains accrued outside the line from the same reduced price 
are accrued by capital. To what ecest there 1s a fall in profitability for the 
economy as a whole depends, of course, on the details of the given case. 


3. Fixed Capital, Uneven Development and Downturn 


The question that imposes itself is whether the sort of processes just 
envisioned—whereby unplanned-for, unforeseen innovation, and cost- 
cutting more generally, leads to over-capacity and over-production—are 
likely to occur on a large enough scale and over a long enough period to 
seriously damage the economy. Certain aspects of the investment process 
under capitalism as it has evolved historically do, I would argue, make 
such an outcome more than a possibility. 


The Vulnerability of Fixed Capital 
There hes been an historical tendency for production to be improved 


through investment in great masses of fixed capital. Successful technical 
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advance—most notably via economies of scale—has tended to require 
initial investments that can be realized only over many years, as for 
example in steel mills, or car factories, or chemical plants. Today this 
tendency has been much intensified as a consequence of the massive 
expenditures on research and development upon which large-scale fixed 
capital investments are usually predicated. As a result, in many lines, 
great masses of capital tend to be vulnerable to new productions with 
more advanced techniques operating at lower costs. 


The degree to which an economy’s fixed capital is vulnerable to cost- 
cutting competition is increased because investment tends to take 
place in waves and be embodied in large, technically interrelated, 
developmental blocs.?? This occurs because each investment tends to 
depend on others to provide the demand to its output and the inputs 
for its production process. Think of the interrelated rise of railroads 
and shipbuilding, coal mining, iron and steel production, and machine 
tool production in the British economy of the middle third of the 
nineteenth century, or the interrelated expansion of automobile, steel, 
iron, coal, and petroleum production, along with highway construc- 
tion, ın the US economy in the years following World War 1. 


The vulnerability of fixed capital, as it is embodied in waves of invest- 
ment or developmental blocs, tends to be exacerbated by its inertia. 
Fixed capital thus tends to perpetuate itself at the same technological 
level as a consequence of the ‘technical interrelaredness’ that character- 
izes the structure of production both internal to and among the pro- 
ducing units. 


As a result of technical interrelaredness internal to the unit, existing 
plants tend to find it difficult to adopt specific inventions without 
significantly altering or entirely transforming their layout. Yet, it often 
makes no sense to accept the costs of making the required alteration or 
transformation, because the remainder of the productive unit—aside 
from the specific part to be improved by bringing in the invention—is 
perfectly efficient and would be costly to change. Existing units of 
production therefore find it irrational to bring in technical advances 
which newly constructed units would find it rational to install, with the 
result that there is a tendency for such units to replace worn out parts with 
roughly identical new ones and so conserve fixed capital in its old form 
rather than to transform it in accord with the improvement of technology. 
The same sort of problem that arises within individual units may arise 
within sets of interconnected units. It may thus be difficult to innovate 
in one part without changing some or all of the others. For example, the 
laying down of small-gauge railroad tracks in Britain ın the first part of 


™ This notion 3 suggested in E. Dahmen, “Technology, Innovation, and International 
Industnal Transformanon’, 1n L.H. Duprez, ed., Eoesmnte Progress, Louvain 1955, where it 
is explicitly introduced ın connection with what Dahmen calls ‘the struggle betwen the old 
and now’ (emphasis added) and the pocential of the latter to cause aggregare economic dis- 


ruption 

3 For the following two paragraphs, see M. Frankel, ‘Obsolescence and Technological 
Change in a Maturing Economy’, Amerxan Ecoxsnse Rossow, vol. xiv, Nelrod 1955, the analy- 
sis of which 1s extended ın C P Kindleberger, ‘Obsolescence and Technical Change’, 
Balletin of the Oxford Unrversity Institute of Economic and Statutes, vol. xu, 1961 
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the nineteenth century made it difficult to adopt the newer more 
powerful locomotives which later became available because a trans- 
formed and enlarged system of tracks would have been difficult to adopt 
without undertaking the large capital investment required to transform 
the existing mineheads, ports, and iron and steel facilities which had 
been designed to fit the old railroad system. The task was made all the 
more difficult by the coordination problems which arose because the 
railroads and the associated facilities had different owners. The problem 
of interrelaredness among units within a productive system may thus be 
added to the problem of interrrelatedness of equipment within units and 
thus tend to further increase the inertial character of a developmental 
bloc and thereby increase its vulnerability to new, lower cost production 
based on new techniques. 


The New Prey on the Old 


If one thus views investment as taking place in the course of capitalist 
development in waves, in which large masses of fixed capital are em- 
bodied ın interrelated and partly self-conserving blocs, one can envi- 
sion the dangers which are posed by the advent of new blocs of 
interrelated productions at higher levels of productivity, or simply 
lower costs. Large masses of capital can quickly become vulnerable, as 
firms of the older bloc are obliged to face reduced prices for their 
higher cost output and to confront the necessity of premature 

ping and lowered rates of profit on their fixed capital. Nevertheless, 
such large-scale processes of technical change and cost-cutting more 
generally leading to reduced profitability need not—and do not gener- 
ally——take place in a continuous, unilineal way. Certain forces tend to 
delay and counter this tendency, even if they do not permanently fore- 
stall it. 


First, all else being equal, existing firms tend to repel new entrants from 
the markets they occupy. They do so because they tend, at least for a 
time, to be more cost-effective than potential competitors. They do so as 
well because, by virtue of the aforementioned deterrent power they 
derive from their existing placements of fixed capital, they have the 
capacity to delay the entry of even lower cost competitors for far longer 
than their pure cost effectiveness would seem to warrant.%4 


Second, a corollary of the above point, investors often can make the best 
profits if they can develop new geographical regions. As @ result of the 
implicit shield to competition offered by their location, producers in 
new regions can typically avoid having immediately to confront the 
established dominant firms on the market, thereby gaining space and 
time to perfect their production and improve their competitiveness. In 
addition, production tends to be cheaper in larer-developing economies 
because producers can often make use of relatively advanced techniques 
while availing themselves of cheaper lebour and paying lower rents than 


H As Schumpeter was at pains to emphasize, moreover, in the modem epoch, corpomnons 
routinely ensure che returns on their investments 1n capital stock embodying technological 
advances by securing, by all soru of politico-insnnunonal means, the (temporary) protection 
of chete market from competitocs. Capetalesee, Soctaliem, and Demecracy, New York 1950, ch. 8. 
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10 developed areas where living standards have increased in accord with 
the growth of labour productivity—end faster than increases in the 
productiveness of the labour force per se. The evolution of technique, 
marked by de-skilling and standardization, tends to magnify this 
advantage by facilitating the combinetion of ever more advanced 
techniques and ever less skilled labour. Producers in later developing 
economies sometimes have the further advantage of trade protection and, 
beyond that, advanced institutional forms making for greater competi- 
tiveness—through merging bank and industrial capital, facilitating 
coordination among producers, regulating capital-labour relations, and 
driving state intervention. 


Schematically speaking, the operation of these mechanisms may be seen to 
bring about a specific ideal typical pattern of economic evolution. Initially, 
the older bloc will tend to operate to a significant degree in seperation 
from the competition of newer blocs. In part, this ıs because, by virtue of 
its existing fixed capital, its firms are able to deter entry as a function either 
of their straightforward superiority in terms of costs of production or of 
their ability co price their products, if necessary, in terms of their circulat- 
ing capital costs alone. In part, it is because the newly placed capitals of the 
new bloc are able to secure their best profits by exploiting, with lower 
productive costs, new labour forces and new markets in new regions in 
relative freedom from the competition of the established producers. The 
trend to declining profitability that derives from the difficulties of prod- 
ucets of the older bloc ın realizing fixed capital investments in the face of 
competition from lower cost producers of the newer bloc tends therefore to 
be delayed for a tıme, staved off temporarily by the resistance to entry of 
the established producers, and also compensated by the higher than 
average profitability of investments in newer areas. 


Nevertheless, in the longer run, capitalists serving new regions on the 
basis of lower cost production will tend to improve and expand their 
productive capacity to a point where they not only open new markets with 
new labour forces, but can profitably enter into already occupied markets. 
Over tume, these producers find it ever easier to penetrate markets hitherto 
dominated by the firms of the older bloc, especially because they can do so 
by increasing the output of plants already serving their new markets rather 
than by uncurring the risk of setting up new plants for the specific purpose 
of invading the old markets. Markets thus tend to be unified and new blocs 
of capital come into direct competition with the old. 


From Over-Capacity to Long Downturn 


Initially, elements of the older bloc will thus face lower prices, be stuck 
with higher costs, and suffer reduced profit rates. Some capitals will be 
forced to scrap, but others, rather than switching lines in pursuit of the 
highest rate of return on their total capital, will find that they can secure 
the best return by maintaining their market share by means of lowering 
their price, since they can still achieve at least the average rate of profit 
on their new investments in circulating capital on the basis of the new 
lowered price. Since, ideal-typically, the representatives of the new bloc 
have expanded their share by setting the new, lower price at a level at 
which they themselves still make only the average rate of profit, the 
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result is to consolidate the situation of generally reduced aggregate rate 
of profit in the affected lines at a kind of new equilibrium (all of the 
producers are presumably maximizing their profit rates to the extent 
possible). The economy enters the downturn, then, because the measures 
that individual economic actors are obliged to take to counteract their 
own reduced profitability serve to reproduce the problem of reduced 
profitability at the aggregate level. Nevertheless, the processes tending 
to prolong the downturn ere not by any means exhausted with the 
higher-cost producers’ recourse to their sunk capital. 


From Intangible Assets to Connter-Offeasive. In terms of their additional 
investments in circulating capital, the higher cost firms of the older bloc 
are still making at least the same rate of profit as before, presumably at 
least the ‘average rate’. They have, moreover, though long years of 
operation in their lines, accumulated otherwise unattainable information 
about markets, favourable relationships with suppliers and purchasers, 
and above all technical know-how which together constitute perhaps 
their greatest assets. Because this ‘intangible’ fixed capital, no less than 
their tangible fixed capital, can be realized only in their established lines 
of production and would be lost were they to switch lines, they might 
very well possess a better opportunity for investing profitably and pro- 
ducing competitively where they are already ensconced than anywhere 
else. Having just been victimized by unforeseen cost-cutting, they will 
have every reason to defend their markets and counterattack by speeding 
up the process of innovation through investment in additional fixed 
capital. The adoption of such a strategy on the part of the firms originally 
caught with high costs will tend to provoke the onginal cost-reducing 
innovators to accelerate technical change themselves, further worsening 
the already existing over-capacity and over-production. 


From Declintng Demand Grouth to Difftcalty Reallocating. While the 
possession of tangible and intangible fixed assets biases firms to stay where 
they are even in the face of reduced profitability, the slowed growth of 
demand that is the unavoidable expression of the reduced growth of invest- 
ment and of wages that inevitably result from falling profit rates makes it 
increasingly difficult to reallocate to new lines. In periods of high prof- 
itability and rapid growth of Gpp, the economy brings about the realloca- 
tion of capital into new lines of production almost automatically. The 

ized rise of incomes, both wages and profits, which is an expression 
of the cheapening of goods thar follows from the growth of productivity 
that can be expected to result from the rapid growth of investment, frees up 
- purchasing power so as to raise demand for goods which were hitherto ‘too 
costly’. Opportunities to profit by producing such goods thus increases, 
and firms have little difficulty recognizing them. But in periods in which 
over-capacity and over-production bave brought down profitability, the 
demand for bitherto too-costly goods obviously must slow down because 
discretionary incomes must grow more slowly in response to the slower 
productivity growth that follows from decreased investment. It becomes 
harder to find alternative lines in which old levels of profitability can be 
maintained for the simple reason that such lines are expanding less rapidly. 


To complicate matters, the growth of demand from the particular lines 
plagued by over-capacity and over-production falls disproportionately, 
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bringing about a shift in che overall pattern of demand. Firms find it 
more difficult to discern where sufficient profits can actually be made. 
To reallocate successfully, firms will thus face, to a greater extent than 
previously, the difficult prospect of creating demand by creating new 
supply, that is, by making new products that meet previously unrecog- 
nized needs. Yet, because invesrable surpluses have also been growing 
more slowly as a consequence of reduced profitability, they are likely to 
find the required stepped-up expenditures on research and development 
particularly difficult to accomplish and the risks thereby entailed 


especially daunting. 


Entry of Still-Lower Cost Producers. Just as the mere over-supply of a line 
of production cannot be counted on to force enough exit to restore its 
profitability, chat same over-supply is insufficient to deter further 
entry that could bring down its profit rate further. On the contrary. 
The initial fall in profitability that results from processes of uneven 
development bringing about over-capacity and over-production can be 
expected to intensify the world-wide drive for even lower production 
costs through the combination of even cheaper labour with even higher 
levels of techniques in still later-developing regions. To the extent this 
drive succeeds, it only intensifies the initial problem. 


From Increased Credit to Increased Inertia. The fact that credit is usually 
available even to firms with relatively high costs and relatively low profit 
rates tends to very much complicate the adjustment process. No mere 
reduction of profitability on total capital, or even inability to profit on 
circulating capital, can be expected to lead firms to view as necessary and 
inevitable the eventual reallocation of their capital elsewhere or the clos- 
ing down of their business. Firms will tend to respond to such reverses, 
as far as possible, by taking out loans so as to be able to increase invest- 
ment in the hope of improving competitiveness, or just to hold on in the 
hope that the market will improve. Such assumption of debt obviously 
allows individual firms that have been set back by aggregate over-capac- 
ity and over-production greater longevity in their lines. But, precisely by 
facilitating the survival of low-profit firms, firms thet might in its 
- absence have gone out of business, it tends to exacerbate over-capacity 
and over-production, and to slow the restoration of profitability, increas- 
ing instability and vulnerability to economic disruption. 


‘The Productivity-Wage Profit Squeexe’. The very fall in profitability that 
results from over-capacity and over-production will tend, finally, to 
further slow the process of adjustment by itself generating further 
downward pressure on the profit rate, because, as a consequence of the 
reduced growth of investment that it induces, it will tend to bring 
about not only, as already noted, reduced growth of effective demand, 
but also the reduced growth of productivity. Reduced growth of 
investment tends to reduce the growth of productivity of labour (out- 
put per labour input) because it generally means reducing the growth 
of plant and equipment per person. But, it also tends to reduce the 
growth of productivity taking into account both capital and labour 
inputs (‘total factor productivity’), because a placement of capital can 
be expected, in itself, to bring improvement—‘endogenously’ in the 
jargon—~by bringing about economies of scale, learning by doing, and 
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the like... as well as because the reduced growth of output and 
demand that generally accompany slowed investment can be expected 
to increase risk, lower expectations, and put a dampener on product 
and process innovation. Longer term ‘crises of productivity’ are thus 
more likely to be understandable as a consequence than as a cause of 
secular problems of profitability. In turn, because a slow-down in pro- 
ductivity growth means that a smaller surplus will be generated at any 
given rate of wage growth than previously, it obviously complicates the 
process of adjustment to over-capacity and over-production by making 
the restoration of profitability that much more difficult to accomplish. 


4. The Postwar Economy from Boom to Stagnation 


In the remainder of this text, I will try to demonstrate that the 
mechanisms presented above lay behind the processes by which the 
postwar economy moved from boom to crisis. These mechanisms, I shall 
argue, worked themselves during the postwar period by way of a specific, 
historical pattern of uneven development and international competition. 
In this process of uneven international evolution, what had been the earlier 
developing, and dominant blocs of the international economy, notably the 
US (and also the UK), suffered from the disadvantages of having held tech- 
nological leadership, having evolved further in socio-economic terms, and 
having held hegemonic status in the world economy. Meanwhile, certain of 
the later developing blocs of the internanonal economy, focused on Japan 
and Germany—and, later, parts of East Asia—benefited by exploiting the 
potential advantages of being followers technologically, less developed 
socio-economically, and internationally hegemonized. It was the combina- 
tion of and interaction between the older and later developing blocs that 
largely determined both the character of the long boom and the nature of 
the long downturn to which it gave rise. 


Through the initial era of postwar development—the period of the 
boom proper, lasting until the mid 1960s—the older us and the newly 
emerging European and Japanese blocs experienced paths of growth 
that were not only highly uneven, but also, to a surprising degree, sepa- 
rate, especially in one crucial respect. Trade grew rapidly, but it began 
everywhere from very low levels. In particular, even as late as the early 
1960s, the US economy remained to an extraordinary degree self-con- 
tained, as US domestic producers confined themselves largely to the 
home market and were able, for the most part, by virtue of their high 
levels of productivity, as well as the protection provided by distance, to 
defend that market against their overseas rivals—while providing 
rapidly increasing foreign investment to the rest of the world. 
Meanwhile, the Japanese and the German economies were themselves 
securing high levels of growth through achieving high rates of invest- 
ment growth and productivity growth, particularly in manufacturing, 
especially by achieving extremely elevated rates of export growth. The 
German and Japanese economies were, it must be stressed, able to turn 
their impressive growth trajectories into spectacular ones only by virtue 


D For ‘endogenous growth’, see, for instance, P. Romer, “The Origins of Badogenous 
Growth’, Journal of Ecszemsc Perpectress, vol. viu, Winter 1994. See also Glyn, Does 
Aggregate Profitability Scill Marter?” 
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of their ability to capture, mostly from us (and UK) producers, imcreasing 
shares of an international market that was growing at least half again as 
fast as rapidly advancing world production. In this sense, the followers 
could develop es successfully as they did only by virtue of their interna- 
tional economic relationship with the leader, specifically its markets. 
Still, although us-based producers lost significant export share—and 
suffered some import penetration—during this period, such losses 
initially had a limited effect on overall Us economic performance as a 
consequence of US producers’ restricted dependence upon world trade 
and their continued domination of their own home market.** In any 
case, the huge gains from trade for the system as a whole far overshed- 
owed the restrictions on growth endured by the economic leaders due to 
their declining competitiveness. 


But uneven development did not long remain only favourable ın its 
effects. From the early 1960s, especially as a consequence of the dramatic 
reduction of trade barriers at the end of the 1950s, the growth of trade 
accelerated spectacularly and unexpectedly. Us manufacturing producers 
suddenly found their markets, both abroad and at home, under radically 
increased pressure from the lower cost, lower price exports of the larer 
developing blocs, especially Japan. As a consequence of the resulting 
downward pressure on prices, they were unable to realize their existing 
investments at their previously established rates of profit, suffering 
falling output-capital ratios, as well as reduced profit shares. The upshot 
of what was effectively a process of over-investment leading to over- 
capacity and over-production in manufacturing on an international 
scale—especially given the enormous fraction of the total for the 
advanced capitalist economies represented by US production—-was a 
major fall in the aggregate profitability of the advanced capitalist 
economies, located primarily in manufacturing, in the years between 
1965 and 1973. 


Falling aggregate profitability brought extended crisis, the long down- 
turn, because it failed to lead to adjustment—and it was soon experienced 
throughout the advanced capitalist world. Many US manufacturing firms 
which sustained reduced profitability on their total capital investments 
nonetheless continued to hold onto much of their market share, while pre- 
sumably securing at least the established rare of profit on their circulating 
capital. Meanwhile, between 1969 and 1973, as part and parcel of the same 
processes of intensifying competition that brought down profitability ın 
the us, the explosion of Japanese and German current account surpluses 
and US current account deficits—catalyzed by the rise of record us federal 
deficits—precipitated the collapse of the Bretton Woods system and with 
it a major devaluation of the dollar, leading to a dramatic restructuring of 
relative costs internationally in favour of US producers. The mark and the 
yen underwent major increases in value against the dollar, and, as a result, 
some of the burden of profitability decline was shifted away from the us 
economy and the international crisis was extended to both Germany and 


Japan. 


% The same processes of appropriation of market share by German and Japanese competi- 
tors from the Us could thus have a major positrve effect on the former economies, while 
only having a minor negative effect on the US economy, the Latter being so much larger 
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Nevertheless, this was only the beginning of what turned out to be a very 
extended downturn. There was no easy exit from the crisis, because the 
processes of adjustment that were required to bring it to an end failed to 
go into effect to a sufficient degree. Rather than leave their lines, US 
manufacturing corporations, aided by the even further devaluation of the 
dollar, sought to improve their profitability and competitiveness by 
launching a powerful wave of investment during the 1970s and radically 
reducing the growth of wage costs, direct and indirect. Faced with 
cheaper US goods on the world market, and given the generally slower 
growth of international demand, manufacturers in Japan and Germany 
faced an intensification of the same sort of stepped-up price pressure that 
their US counterparts had experienced in the immediately preceding 
period and the same downward pressure on their profits. But, rather than 
reallocate resources, they, too, accepted reduced rates of return and 
sought, as far as possible, to continue producing as before, helped out in 
this by the steady supply of funds from highly accommodating financial 
institutions. There was, in other words, no smooth movement out of 
lines of reduced profitability stemming from over-capacity and over- 
production as firms politely ceded position. On the contrary, producers 
sought to maintain themselves by doing what they had always done, 
only in less costly ways. They thereby intensified their competitive 
warfare, exacerbating over-capacity and over-production, with highly 
destructive consequences. 


The process of uneven development out of which the crisis had initially 
emerged did not, moreover, come to an end, but contunued apace, 
highlighted by the dramatic entry into international manufacturing by 
newly established producers based in East Asia. These later-developing 
manufacturers used Japanese-style institutions to combine increasingly 
advanced techniques with low wages to make possible a stunning, 
Japanese-style invasion into world export markets. The result was to 
exacerbate the problem of over-capacity and over-production ın manu- 
facturing, helping to prevent the recovery of profitability and to perpetu- 
ate the downturn through the 1980s and into the 1990s. Secularly reduced 
aggregate profitability brought much increased instability, but failed to 
lead to depression because the massive growth of both public and private 
debt, made possible largely by the enormous growth of government bor- 
rowing, prevented the series of mayor recessions that shook the interna- 
tional economy in 1974-75, 1979-82 and 1990-91 from spiralling out of 
control. But the very same processes that allowed the international econ- 

omy to avoid depression prolonged the downtum because they prevented 
thet shakeout of high-cost, low-profit firms, especially in manufacturing, 

that was requisite to the recovery of aggregate profitability. 


From the end of the 1970s, the epoch-making turn from Keynesian debt- 
creation to monetarist credit restriction and intensified austerity did 
accelerate the destruction of redundant capital, especially ın manufactur- 
ing, but it simultaneously made more difficult the necessary allocation of 
investment funds into new lines. Meanwhile, from the mid 1980s, on the 
basis of another round of massive dollar devaluation against the yen and 
the mark, there began a major new shift in the locus of the most competi- 
tive manufacturing production—in favour of the Us and against Germany 
and Japan. In the us, while growth remained slow, profitability did begin 
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to rise, dramatically so towards the mid 1990s. This was in part because 
wage growth was so effectively repressed and the dollar so heavily deval- 
ued against the currencies of Germany and Japan. But it was also in part 
because the US manufacturing sector achieved a certain rationalization 
and revitalization, largely through shedding redundant, ineffective capi- 
tal and intensifying labour. 


Even so, especially because the advanced capitalist economies sustained 
the ever greater curtailment of the growth of domestic demand—as wage 
growth was further reduced and restrictive macroeconomic policies 
became ever tighter and more universally applied, but investment growth 
failed to recover—there was no transcendence of the underlying problem 
of reduced system-wide manufacturing profitability. Instead, over-capac- 
ity and over-production were perpetuated and exacerbated throughout 
the advanced capitalist world, as almost all of the leading economies 
oriented themselves to an ever greater extent toward growth through 
manufacturing exports in the face of ever more slowly growing domestic 
markets. The question thar therefore imposed itself as the world economy 
approached the end of the century was whether a new, US-based invest- 
ment boom could finally precipitate an international recovery through a 
profound deepening of the world division of labour, or whether the world- 
wide explosion of exports would bring even deeper stagnation. 
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CHAPTER TWO 
THE LONG UPTURN 


During the first quarter-century of the postwar epoch, the advanced 
capitalist world experienced record rates of growth. Nevertheless, its 
extraordinary dynamism was very unevenly distributed. While the earlier 
developing US economic bloc tended to repel new investment, the new 
economic blocs with which the Japanese and German economies were 
associated tended to attract it. The postwar growth of the us economy was 
not therefore particularly impressive, either in comparison to that of its 
major competitors, or with respect to its own record in earlier periods. 
Between 1950 and 1973, the average annual growth of GDP, capital stock, 
and the capital-labour ratio as well as the percentage of investment in 
output, were thus markedly lower than they had been between 1890 and 
1913—although labour productivity growth was a bit higher In sharp 
contrast, the postwar rates af growth enjoyed by many European 
economies, particularly Germany, were far greater than they had ever been, 
while Japan’s productive performance over the same years was without 
equal by any other economy over a comparable period of time in world 
history. It was the Us economic bloc’s relatively slow path af development, 
at first largely in separation from, then in increasingly intense interaction 
with, the dynamic developmental trajectories of these later developing 
blocs that was largely responsible for the overall pattern of postwar 
economic development, first during the boom, then dunng the downtum. 
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I. The Pattern of the Postwar Boom 


At the point at which the European and Japanese economies completed 
their post-war recoveries, roughly around 1950, the US economy had 
already been experiencing rapid growth for more than a decade, 
thereby increasing its already substantial lead over all other national 
economies, Nevertheless, as a consequence of the very developments by 
which it consolidated its dominant position, the US economy found it 
difficult to maintain its momentum. Its initially advanced technology as 
embodied in already existing fixed capital, its more evolved socio- 
economic structure as expressed in its high degree of industrialization 
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and correspondingly reduced agricultural sector, and its internationally 
hegemonic position as manifested in the dominant global position of its 
financiers, multinational corporations and of course its state, all consti- 
tuted significant barriers to its continued dynamism. In contrast, its 
leading rivals, in Germany and Japan, were able to realize the potential 
advantages of technologically following the leader, of socio-economic 
backwardness and of a ‘hegemonized’ position.” 


Catch-Up and the Weight of Fixed Capital 


Tn the course of a decade-long spurt of capital accumulation from the end 
of the 1930s, US producers profited from interwar and wartime waves of 
innovation to install the most advanced plant and equipment in the 
world. But the existence of this great mass of fixed capital turned out to 
be a mixed blessing. At the start of the period, the us capital stock was 
the material instantiation of American firms’ overwhelming interna- 
tional technological leadership. But, as time went on, its possessors, by 
virtue of their sunk capital, were able to discourage further entry into the 
US market, even by producers with lower costs, and thereby to slow the 
process of technological change and the growth of productivity within 
the us. 


US producers’ leading emerging rivals in Germany and Japan faced 
almost precisely the opposite conditions. As a result of Us technical 
achievements, German and Japanese producers had the possibility of 
catch-up—drawing upon a huge backlog of hitherto unused, advanced 
techniques, which they could embody in new fixed capital investments 
at relatively low cost. At least for a time, moreover, they could exploit 
this advantage to an increasing degree, because technological change 
tended to make possible, through simplification (de-skilling), the 
combination of an ever broader range of advanced equipment with 
labour of relatively low skill, to which the German and Japanese 
economies had access at a lower price than the us. German and Japanese 
producers were not, moreover, deterred from putting into place new, 
more productive plant and equipment, as were their US counterparts, by 
the existence of great masses of recently placed fixed capital. 


The fact remains, however, that catch-up alone can explain little, for it 
must itself be explained, being anything but an automatic process. 
Leaders, especially through their unmatched capacity for technological 
innovation, often increase their lead over laggards, rather than watch it 
disappear. This was the situation with the Us economy itself for three- 
quarters of a century before 1950. Followers, moreover, often lack the 


1 The classic account of the ‘penalty of taking the lead’ is found in T. Veblen, Impersal 
Germany, New York 1915, but much more fully developed idess concerning the advan- 
tages of coming lare—aes well as about the innovarrve institutional forms that make possi- 
ble the realization of these advanteges—in relationship to the broader processes of uneven 
development, both within and between economies, are to be found in the discussions 
among Russian Marxists, berween the 1890s and 19308, notably Lenin, Trouky, Tugan- 
Baranowsky, and Pervus. In Ecsmemse Backwerdness sa Histerscal Porspatres, Cambridge, 
Mass , 1962, chs. 1 and 2, A Gerschenkron famously develops some of the notions ongi- 
nally umned out by his Russsan forbears, especially Trotsky, but without bothenng to 
refer to these sources. 
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social structure and/or the requisite institutional framework and/or the 
labour force skills to exploit the potential for rapid productivity gains at 
low cost provided by the technological achievements of the leader.* The 
catch-up process was unquestionably central for the German and 
Japanese economies in the quarter-century after 1950, but this was only 
because these economies’ capacities for rapid capital accumulation and 
large-scale technological change had recently been so enhanced by the 
socio-economic and politico-institutional transformations of the imme- 
diate post-World War u period, because the hitherto existing barriers 
to the international free flow of goods and of capital were so dramati- 
cally lowered over the course of the 1950s and 1960s, and because 
the economic, social, and political conditions for capital accumulation 
and innovation in the us had, by this point, become relatively so 
unfavourable. 


As it was, catch-up was, for these economies, only a part of the story. In 
the process of carrying through vast expansions of their capital stock, the 
manufacturing economies of both Germany and Japan secured unparal- 
leled opportunities not only for emulation, but also for innovation 
through learning by doing. By investing a great deal, they not only 
quickly grasped the new technologies, but also transformed them. As 
they became wealthier, moreover, these economies could, at both the 
private and the public levels, afford greater expenditures on both research 
and development, and training and education. In catching up, they could 
therefore often forge ahead of the us leader, as they in fact did over the 
course of the 1950s and 1960s in one key industry after another— 
textiles, steel, automobiles, machine tools, consumer electronics. 


The Orientation of the Labour Movement 


The us labour movement had remade and revitalized itself ın the his- 
toric struggles for industrial unionism of the 1930s. It had, however, 
been profoundly weakened by wartime bureaucratization and postwar 
political repression. Still, the very manner in which the Us economy 
had arrived at world economic dominance endowed labour with unex- 
pected leverage. Long-term processes of industrialization had largely 
eliminated the reserves of labour that were once found in agriculture 
and small business; any major wave of capitel accumulation would 
therefore quickly induce tight labour markets. Moreover, at least 
through the mid 1950s, US industry was essentially immune from the 
sort of intense overseas competition that could oblige unions to think 
twice before advancing demands. us labour thus remained more than 
strong and militant enough to push up wages rapidly, especially when 
cyclical upturns pushed down unemployment, as at the time of the 
Korean War. 


In contrast to their counterparts in the US, manufacturers in Germany 
and Japan were able to found their postwar expansion on the basis of 
labour forces that received extremely low wages relative to their skill. In 
both societies, a large part of the working population remained in 
agriculture or in small industrial and retail shops, much of it being 


2 For further discussion of the role of catch-up in postwar development, see below, 238-44. 
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disguisedly unemployed. Their industrial reserve armies, supplemented in 
the German case by large-scale immigration from the East, could thus 
exert strong downward pressure on wages over a long period, at least 
through the later 1950s. The large agricultural and small business sectors 
of both economies also opened up an easy path to major productivity gains 
for the economy as a whole, as labour could be transferred at low cost from 
low-productivity operations into high-productivity manufacturing. 


The gains to capital from this transfer process were protected, moreover, 
through the decisive defeat of postwar labour revolts and the emergence in 
their wake of newly burgeoning conservative trade union organizations 
which gave top priority to the needs of capital accumulation. During the 
1930s, in both Germany and Japan, fascist and authoritarian regimes had 
destroyed domestic labour organizations. But militant worker rebellions 
broke out in both countries on the morrow of military defeat, initially 
encouraged by the pro-union policies of the occupying forces. With the 
advent of the Cold War, however, us Occupation authorities did an about- 
face: they joined conservative governments and hard-line employers to sys- 
tematically repress (as in Japan) or contain (as in Germany) these uprisings. 
It is true that after World War 0, with the consolidation of formally demo- 
cratic regimes in both countries, the German and Japanese labour move- 
ments achieved for the first tume a relatively secure and recognized place in 
the political economy. This would unquestionably endow them with con- 
siderable leverage in maintaining their living standards when the interna- 
tional economy ultimately turned down after 1973. The fact remains that 
postwar boom in both countries was predicated more on the defeat of 
labour than on its recognition, more on the explicit subordination of 
labour than the consolidation of any putative ‘capital-labour accord’. In 

particular, the extended waves of capital accumulation that founded the 
long upturn during the decade of the 1950s were conditioned on the 
achievement of extraordinarily high rates of profit, which were themselves 
premised upon the suppression of labour and its consequent acceptance of 
low and (relative to productivity growth) slowly increasing wages. It was 
thus the long postwar expansion itself which made possible labour’s sub- 
stantial material gains and its ulterior (partial) socio-political integration 
through the emergent trade union bureaucracies—not vice versa. 


The defeat and subordination of labour cannot, of course, be understood 
merely as a reflection of these economies’ later development, but was the 
result, in both Germany and Japan, of large-scale class struggle, 
relentlessly pursued by the employers into the early and middle 1950s. 
Nevertheless, once sufficiently controlled so as to find radical institu- 
tional change off the agenda, German and Japanese workers tended to see 
little choice but to hitch their fate to thar of ‘their own’ firms. In view of 
the latecomer status of firms in both places and their consequent need to 
establish themselves against their well-entrenched counterparts in the us, 
this meant identifying themselves with those firms’ struggle for interna- 
tional competitiveness. They were able to accomplish the latter with 
more effectiveness (from the standpoint of capital) than could their 


counterparts in the US (and UK) especially by means of the establishment . 


and operation of firm- and plant-level institutions, which allowed for the 
more precise adjustment of workers’ demands to the requirements of 
profitability—enterprise unions in Japan, works’ councils in Germany. 
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Free Trade and State Intervention 


Rapid economic growth in the us during the decade from the late 19303 
to the late 1940s raised barriers to further improvement by bringing 
about the creation of great masses of fixed capital capable of deterring 
further entry and investment, by using up factor supplies, especially 
surplus labour, and by facilitating labour resistance. But it did so, in 
addition, by giving rise to a constellation of leading social forces which 
were either incapable of intervening politically to reverse what had 
become the relatively unfavourable conditions for capital accumulation 
at home, or positively committed to improving conditions for economic 
expansion abroad, even at the expense of domestic manufacturing. US 
producers had risen to their position of dominance by exploiting their 
uniquely large domestic market. But, especially in the wake of the 
investment boom of the 1940s, their leading representatives, the great 
manufacturing corporations and international bankers, understood thar 
many of the best opportunities for profit would henceforth lie abroad, as 
the other advanced capitalist economies rebuilt and expanded. What 
these forces needed from the U8 government was support for their expan- 
sionist designs through a policy of free flow of goods and investment 
funds which would allow the multinationals and international bankers 
to make direct investments and loans abroad and allow imports to flow 
back into the country. Their ability to secure this support was enbanced 
by the fact thar, at least through the first postwar decade, US exporters 
tended to need free trade to enable their prospective customers abroad to 
sell sufficiently in the Us to earn the currency that they needed to buy us 
goods. 


The us government was strongly committed to the industrial reconstruc- 
tion of its leading potential rivals as a central aspect of its struggle against 
communism. It was thus even more willing than it might otherwise have 
been to serve the needs of its grearest capitalists by subscribing to an 
internationalist economic perspective, despite the fact that this approach 
would, in the medium run, put those of its manufacturers who were purely 
domestically based at a distinct disadvantage with respect to their leading 
overseas competitors. In fact, the international economic arrangements 
constituted at Bretton Woods turned out to instantiate an informal 
bargain: on the one hand, the us, with its dollar key currency, was enabled 
to run large balance of payments deficits to finance its overseas military 
bases and its foreign aid, as well as the foreign direct investments of its 
corporations; on the other hand, those countries which were at once its 
allies and economic rivals were allowed to control in various ways access to 
their domestic markets for commodities and capital. On the condition that 
its allies/rivals would not seek to cash in too many of their dollars for gold, 
the US government opened up the US market to their exports, while 
ing without complaint their protectionism and their restrictions on 

the outward and inward mobility of capital, even forbearing to push too 
hard or too fast for-the re-establishment of currency convertibility. It 
thereby helped to create the conditions for the secular decline of competi- 
tiveness of US domestic manufacturing. Free trade and the over-valued 
dollar not only encouraged the export offensives of US manufacturers’ 
leading overseas rivals; they also facilitared the overseas investment drives 
of its big multinational corporations, allowing them to purchase the 
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factors of production on the cheap and to send part of the output that they 
produced in their overseas affiliates back to the US as imports, often in the 
form of intermediate goods to be worked up into final goods by their home 
plants. i 


The constellations of leading social forces that emerged to shape the 
postwar German and Japanese economies were the converse of those found 
ın the us. The advantages possessed by German and Japanese manu- 
facturers by virtue of their later development thus went beyond those that 
were bound to be exhausted over time—cheap labour recruited from the 
countryside, access to the latest techniques by borrowing from the Us, and 
the benefits of a particular position in the product cycle. Their advantages 
came to include more permanent politico-institutional factors which had a 
longer term impact, making for the maintenance of favourable conditions 
for capital accumulation. Because German, and especially Japanese, 
manufacturing firms were able to embed themselves within advanced 
institutional forms for organizing intra-manufacturing, finance-manu- 
facturing, and capital-labour relations which bad no counterpart in the us, 
as well as to secure state support of a kind unavaileble in the us, these firms 
were able to achieve a level and quality of investment and a capacity to 
control costs inexplicable in purely market terms. These political and 
economico-institutional arrangements allowed manufacturers access to 
cheaper capital, increased socialization of risk, greater protection (even if 
partial and temporary) from international competition, longer time 
horizons for returns on investment, more favourable opportunities to 
invest in human capital, and greater investments in socially necessary, but 
individually unprofitable, endeavours, particularly infrastructure, educa- 
tion, and research and development. 


Precisely how and why these arrangements originated when they did in 
Germany and Japan is a historical question, made more complex by the 
fact that they emerged and underwent major transformation over a long 
term, going back to the second half of the nineteenth century. Still, fol- 
lower economies such as Japan and Germany have, as a rule, provided 
more favourable ground for the constitution of such arrangements than 
economic leaders. Because of their initial relative weakness with respect 
to their counterparts in the leading economies, their manufacturers, 
financiers, and governments have required such arrangements as a condi- 
ton for successfully competing through trade.’ Industry and banking 
have thus tended to ally or ‘merge’, and to receive the support of the stare 
in creating, through economic and political means, the capacity to con- 
test the producers of the dominant economy for shares of the world mar- 
ket. In contrast, the leading manufacturers and financiers and the 
governments of the leading economy—typified by nineteenth-century 
Britain, as well as the postwar Us—have found it ın their interest to 
eschew such institutional forms and types of intervention. This is in part 


3 The argument, it must be emphastzed, is set the functionalist one that the insticunional 


soch institutions were usually to be found and played a central role 
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because they have needed them less. But it also because, as a consequence 
‘of their superior competitiveness, they have been able to orient 
themselves, much more than have their counterparts in the follower 
economies, to searching for the best opportunities for profit-making on a 
world scale, either through direct overseas investment or international 
lending, and because the institutional and policy requisites for such 
activities are so very different from, and obviously quite often opposed 
to, those needed for the development of domestic manufacturing. 


Like such producers ın other later developing economies, German and 
Japanese manufacturers tended, then, to subject themselves to the disci- 
pline of the banks and the state, because they were more dependent upon 
them for access to desperately needed investment funds and protection 
against overseas competition. By the same token, banks in Germany and 
Japan, like those of other later developing economies, tended, in view of 
their own competitive weakness as international lenders, as well as the 
competitive weakness of their counterparts in manufacturing, to find 
their profits to be more dependent than those of their counterparts in 
earlier-developing economies on securing the competitive-productive 
success of domestic industry in international markets. They therefore 
tended to involve themselves more deeply with, and could therefore give 
much greater material assistance to, domestic manufacturers, not only 
through providing cheaper finance, but also through offering vital eco- 
nomic information and by helping to secure various forms of economic 
coordination—cartels, vertical and/or horizontal integration, and the 
like. 


Finally, relative to their US counterpart, the German and Japanese 
governments found themselves subject to the coordinated, insistent 
pressure of combined manufacturing and financial interests to provide 
policies oriented to the growth of domestic production rather than invest- 
ment and lending overseas. At the same time, their own general interest 
in supporting successful capital accumulation as the basic condition for 
realizing their own interest in state fiscal solidity, high employment, and 
social stability, led them, more unambiguously, to provide improved and 
protected conditions for capital investment at home, especially to buttress 
export-oriented manufacturing. These governments not only attempted 
to provide manufacturing exporters with under-valued currencies, as well 
as subsidies and various degrees of protection from foreign imports. They 
sought to secure, in addition, ‘low pressure’ macroeconomic environ- 
ments, imposing balanced budgets and relatively tight credit to achieve 
low inflation in the interest of overseas sales. 


By contrast, as overseas competition intensified, the separation in the 
us (and the UK) of purely domestically based producers from the highly 
influential banks and the multinationals put them at a profound 
disadvantage in their attempts to secure from the state favourable 
exchange rate, tariff, and industrial policies. Postwar US governments 
therefore found themselves far freer to pursue the generally quite com- 
patible requirements of ensuring the stability and security of the inter- 
national capitalist system, and providing for the interests of their own 
multinationals and banks. The main form of aid provided by the us 
government to domestic manufacturing was by way of the subsidy of 
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demand through the construction of a large new state sector, heavily 
oriented to the military, often at the expense of other, more productive 
forms of public spending. This subsidy to demand increasingly 
involved Keynesian budget deficits and no doubt increased economic 
stability by raising business confidence. But it proved relatively infla- 
tionary and, especially in light of its enormous military component, 
may well have done as much harm as good to Us manufacturing 
competitiveness. Whereas a focus on the Us market had historically 
expressed che unparalleled strength of us domestically based manu- 
facturing, its growing, and increasingly embattled; confinement to 
that market in the quarter-century after World War 0 manifested its 
growing weakness. >, 


eerie Jnternationalization and 1 Bxpor-Oriented Mercantilism 


The ‘isteraeocident evolution of the ertaning leading econ- 
omy of the us and-of the export-oriented follower economies of 
Germany and Japan turned out to instantiate a highly dynamic, but 
ultimately highly unstable, symbiosis. While the Japanese and the 
German economies may have founded their economic dynamism on 
their ability to develop the home market, they were able to achieve 
such impressive growth trajectories only by maximizing the growth of 
exports, and here their ability to appropriate markets formerly held by 
US (and UK) producers turned out to be decisive. In both economies, a 
mutual feedback between investment-driven and export-driven 
growth processes was at the heart of development. Success in contain- 
ing costs, via relatively low wage growth (despite high rates of capital 
accumulation) and relatively high productivity growth (made possible 
by high rates of capital accumulation), thus provided the indispensable 
condition for the pursuit of export-oriented trajectories of growth. In 
turn, these trajectories made for otherwise unattainable levels of 
productivity advance. They did so, in the first place, by facilitating 
economies of scale made possible through the exploitation of the world 
market—the largest there is—in individual product lines. They did so, 
secondly, by making possible the maintenance of manufacturing 
sectors of a size which would have been insupportable by the pe 
market alone: inflated manufacturing sectors thus brought stepped-up 
rates of overall productivity increase, since manufacturing lines offered 
better opportunities for productivity gain than most others.4 


The fact‘ remains that the very opportunity to undertake dynamic 
export-oriented growth depended not only on the emergence, during 
the postwar epoch, of a fast-growing world economy that was demand- 
ing, as its income grew, ever greater quantities of the very goods which 
German and Japanese producers were (or were becoming) especially 
well-fitted to providé—machinery, metals, chemicals, vehicles, and 
the like—but even more on the huge, dependable, and easily penetra- 
ble markets of the US and (to some extent) the UK. Both the German 
and Japanese economies prospered to no small degree by virtue of their 
‘ability to dynamize rapidly progressing regional economic blocs in 


4See N Kaldor, ‘Conflicts in Nanonal Economic Objectives’, coments Joernal, vol. boon, 
March 1971. 
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Europe and East Asia by supplying them with increasingly high-pow- 
ered capital goods.’ Still, it was the ability of German and Japanese 
manufacturers to wrest ever greater shares of the world market from Us 
(and UK) producers that ultimately made possible their postwar ‘mira- 
cles’. Again, however, this capacity to seize market share could only 
come into play because of the willingness of the us government to 
tolerate not only the broad opening of the Us economy to overseas 
penetration, but even a certain decline in US manufacturing competi- 
tiveness in the interests of US military and political hegemony, interna- 
tional economic stability, and the rapid expansion overseas of US 
multinational corporations and banks. 


It was the extraordinary advantages, not least institutional and policy 
advantages, enjoyed by Germany and especially Japan on the swpply 
side—not new arrangements for keeping domestic demand up with 
production, as in the contradictions of Keynesianism story—which 
were thus responsible for their unusually rapid growth. In sharp 
contrast, the new institutional arrangements and policies that helped 
to raise and maintain demand in the US economy proved powerless to 
overcome its supply-side disabilities and reverse what turned out to be 
its not very impressive pattern of growth. In fact, in combination with 
its free trade, free investment approach to the international economy, 
the us government’s Keynesian subsidies to demand played a not 
insignificant part in further spurring the exports and thus capital 
accumulation of US manufacturers’ leading competitors, at first largely 
alongside, but ultimately ın confrontation with that of the us. Indeed, 
the failure of Us and UK producers to prevent German end especially 
Japanese manufacturers from appropriating—and being able to cownt 
om appropriating—ever greater shares of the world market from the US 
and the Ux should be understood as the indispensable condition on the 
demand side for the German and Japanese manufacturing economies to 
pursue such extraordinarily rapid paths of capital accumulation. 


It should be clear at the outset that rapid growth in this mode was hardly 
unproblematic, even for the Germans and Japanese. The growth of their 
domestic demand was held back so as to keep costs down and thereby 
buttress the growth of exports. But the resulting tendency of the 
German and Japanese economies to sustain large external surpluses via 
the outrunning of imports by exports brought pressures for either prices 
or the currency to rise. The hot-housed growth of exports tended, then, 
to be self-undermining, and, over the long run, economic development 
in both Germany and Japan instantiated a struggle to improve produc- 
tivity faster than the currency (and thus relative costs) appreciated, a 
struggle negotiated only with great difficulty by each. 


In the longer run, the contradictions were even more profound. The 
obverse side of German and Japanese manufacturing export success was 
the tendential decline of US manufacturing competitiveness, the tend- 
ential rise of US external deficits, and the tendential decline of the us 
currency. Implied was the declining capacity of the Us market to absorb 


3 Boe “Germany as the pivot of advance’ in Western Europe, see A. Milward, The Exrepsan 
Rescue of the Natron-State, Berkeley 1992, pp. 134-73. 
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its allies’ and rivals’ goods and thus to serve as the ‘motor of last resort’ of 
their economies. The very processes by which the German and Japanese 
economies achieved rapid growth during the postwar boom tended to 
destroy the foundations of their success. During the 1950s and much of 
the 1960s, for Germany and Japan, and even the us, such problems were 
largely in the future. But they would not be put off indefinitely. 


‘IL. The US Economy: The Costs of Leadership 


At the end of the 1930s, the Us economy took off, following a decade of 
depression thar had prepared the boom by destroying masses of 
redundant, obsolescent capital, while creating mass unemployment. 
Under the stimulus of European rearmament and Us war preparations and 
then the war effort itself, Us producers were suddenly able to combine low 
wages (resulting from years of high unemployment and maintained by 
wartime government controls) with a large backlog of unused advanced 
technology (some of it carried over from the technologically dynamic 
1920s, some of it developed but unused during the depression years, and 
some of it spun off by the feverishly developing war industries) to achieve 
some of the highest rates of profit registered in the us during the 
twentieth century. Between 1940 and 1945, the rate of profit for the 
private economy was, on average, some 50 per cent above its level in 1929 
and 60-70 per cent higher than the average for the years 1900-29.° 


The wartime rise of profitability was literally epoch-making, because it 
provided the fundamental basis for a powerful and extended boom, 
which lasted throughout the war and which was hardly interrupted by 
what turned out to be the surprisingly smooth and rapid transition to a 
peacetime economy. Driving the boom was the extremely rapid growth 
of investment ın response to the high rate of profit: over the years 1938- 
50, gross investment in both the private economy and the manufactur- 
ing sector grew at an average annual rate of around 11 per cent. Even 
before the war, the US economy was the most technically advanced ın the 
world. As the only major economy to avoid serious wartime destruction, 
ıt was able to widen its lead substantially, as the decade-long investment 
boom brought about generally solid productivity growth, and truly 
ımpressive productivity growth in the immediate postwar era. Between 


1938 and 1950, output per hour increased at the average annual rate of ~ 


2.7 per cent in the private business economy and in manufacturing—3.8 
per cent and 5.5 per cent for these sectors, respectively, in the four years 
between 1946 and 1950—making it possible for the US economy to 
rapidly extend its domination of world trade.” During the years 1945-49 
inclusive, merchandise exports averaged $12,449 billion, two-and-a-half 
tumes the level of 1929 and triple the level of 1940, and the excess of 
- merchandise exports over imports totalled $25 billion. By 1950, the us 


í G. Duménil, M Glick and D. Lévy, The Rise of the Rate of Profit Durning Word Warr’, 
Revrew of Econemecs and Statuses, vol. bry, ari 1993, G. Duméad and D. Lévy, ‘The us 
Economy Since the Crvil War Sources and Construction of Series’, CEPREMAP, 31 
December 1991, p. 28. Compare G. Duménil, M Glick and J Rangel, “Che Rare of Profit 
ın the United States’, Cembr:adge Jornal of Ecomomtcs, vol. 1, 1987, pp 351-4 

7 us Department of Commerce, Histerscal Statrstecs of the Unsted States. Coleusal Troms to 
1970, Washington, DC 1970, p. 162 
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share of advanced country manufacturing exports had climbed to 27.1 
per cent, from 21.3 per cent in 1929 and 20.5 per cent in 1937.8 Newly 
dynamic export growth thus helped to compensate for the fall-off in mil- 
itary spending so as to sustain demand and help drive the economy. 
Overall, between 1938 and 1950, the growth of real GNP averaged 6.5 
per cent per annum, at least 50 per cent above the us historic average for 
periods of boom.’ 


1. Towards Stagnation in the 1950s 


From the end of the Korean War, if not earlier, there was a palpable loss 
of dynamism. In the wake of the extended process of advanced industri- 
alization that the Us had experienced by the end of the 1920s and of its 
impressive wartime and immediate postwar boom, the US economy 
began to grow much more slowly. Indeed, at the end of the 1950s, the 
economy appeared to many to be in trouble, especially in view of the 
marked weakening of its performance during the second half of the 
decade, after the Korean War had ceased to impart its powerful artificial 
stimulus. Between 1955 and 1961, GNP grew at an average annual rate 
of only 2.3 per cent, far below the average annual rates of 6.1 per cent 
between 1938 and 1955 and 5.2 per cent between 1950 and 1955. The 
fall-off was even greater in the manufacturing sector, where output 
grew at an average annual rete of only 1.4 per cent between 1955 and 
1961, compared to 5.1 per cent between 1950 and 1955. Over the 
course of the 1950s, unemployment remained ominously higher after 
the completion of each successive cyclical downturn than it had during 
the previous one. During the second half of the decade, the average rate 
of unemployment increased by more than one-third, compared to the 
first half (5.5 per cent for 1956-61, 4.0 per cent for 1950-55) and as late 
as 1963 remained at 5.7 per cent.*° As a student of the economy of the 
1950s put it at the tıme, ‘Looking at the decade as a whole, most per- 
sons would judge the growth rate of output as rather sluggish. If the lat- 
ter part of the decade is made the reference point, the rate would be 
judged unsatisfactory, particularly when compared with the 1920s or 
the long-run performance of the economy prior to the great depression 
of the 1930s.’"" 


The economy’s decelerating growth from the end of the 1940s to the 
start of the 1960s led some observers initially to interpret the pactern of 
postwar economic development in terms of ‘capitalist stagnation’, 
arising from the predominance of ‘monopoly capital’. From this 
perspective, the relatively slow rate of growth and relatively high levels 
of unemployment could be attributed to the control of the economy by 
giant monopolistic corporations, and this for two reasons. First, monop- 


$us Department of Commence, Historical Statrstus, p. 884, H. G Varter, The US Ecomomsy 
ia the 19503, New York 1961, p. 43; A. Maizels, Industriel Growth and World Trade, 
Cambridge 1963, p. 220. Henceforth, the term ‘expocts’ refers to real exports of goods and 
services, unless otherwise specified. 
9H. Van Der Wee, Praspersty and Upbeenal. The World Economy 1945-80, Berkeley 1986 
(first edinon 1983), p. 30. 
10 Vatter, US Ecomeney ra the 19505, p. 120. 
™ Ibid, p. 8. Compare B G. Hickman, Growth and Stability of the Postwar Ecomenry, 
Washington, DC 1960. 
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olistic firms tend to limit their output, the best way to maximize profits 
in the face of given demand curves for their products. Second, monopo- 
listic firms tend to restrict the growth of their capital investments, 
because a reduced rate of investment is the best way to allow for the full 
realization of their already existing fixed capital.” 


The notions of ‘monopoly capital’ and ‘capitalist stagnation’ soon 
revealed themselves, however, to be reifications of quite temporary and 
specific aspects of the economy of the Us in the 1950s. They could carry 
conviction on the morrow of World War n because of the overwhelming 
preponderance of us industry within the world market, the oligopolistic 
control exerted by handfuls of US companies over major industries 
within the Us market, and the corresponding debilitation of the US's 
main potential competitors. But they could not continue to command 
adherence ın the face of the dramatic and (to many) unexpected develop- 
ments of the succeeding period. The long and dynamic postwar expan- 
sion of the world economy into the late 1960s and early 1970s and the 
profound intensification of international competition, brought about 
most notably by German and Japanese ‘monopolies’ at the expense of US 
‘monopolies’, put paid to the idea that capitalism per se had entered a 
stage of structural stagnation as a result of the monopoly control over the 
market exerted by its giant firms. Still, these same developments did 
confirm and brought to the fore the very real relative stagnation of the US 
economy in comparison with Europe and Japan, as well as when com- 
pared to its own historical record of growth. 


The Us private economy was slow-growing, in relative terms, especially 
during the 1950s, but also over the whole period after 1950. The preva- 
lent pattern of investment and growth did, moreover, look much like 
that foreseen by the theory attributing stagnation to monopoly capital. 
But the roots of the problem were, for the most part, to be found else- 
where." Simply stated, the economy of the territorial us developed 
unimpressively because its manufacturing sector offered relatively 
limited opportunities for profitable investment,-compared to those 
available in manufacturing outside the US. There was thus an increasing 
divergence between the requirements for individual firms to make a 
profit, especially in manufacturing, and the requirements for aggregate 
economic growth within the US. 


1 The basic statement of this view 1s P. Baran and P, Sweexy, Mesepely Capital, New York 
1964 The publicarion date should be noted. Beran and Sweezy’s view char the emergence 
of monopoly 1s the key to the specificity of the operanon of the contemporary ecooomy 
was founded upon the work of Kalecki and Steindl, as well as the monopolistic-oligopalis- 
tic price theory of Robinson and Chamberlain. See especially Steind]’s Maturity and 
Stagnation, New York 1950. Beran and Sweexy's position was associated with a broader 
intellectual current associated with the idea thar the postwar economy was tending to 
scructunal stagnation. Leeding repcesentatives of this current included a number of main- 
stream Keynesians identfied with ‘stagnanonist’ theses since the 19308 who continued to 
apply them co the economy of the 19503, most notably Alvin Hansen. See AH Hansen, 
Fali Recowery or Staguatren?, New York 1938, as well as Eoowemsx Lowe of the 1960s, 
Cambridge, Mass. 1960, pp. 50-1. 

15 This is not to deny that, within the us economy for a bnef period following the war, 
especially during the years when oversees competitors had yet to make therr presence felt, 
smali numbers of great corporations within mayor industries—auco, steel, and so forth— 
could effectrvely collude to fix prices. 
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First of all, the large, relatively recent fixed capital investments of the 
corporations that dominated the Us market discouraged these corpora- 
tions’ further investment, because such investments required time to be 
fully realized. These investments constituted, as we have seen, powerful 
deterrents to investment by others, even cost-cutters. This was because 
corporations could, as has been stressed, if necessary reduce their rate of 
return in response to cost-cutting competitors up to the point at which 
they could still make the average rate of return on their circulating capital 
alone.™ Many potential entrants, even cost-curters, could therefore expect 
a lower rate of profit than could incumbents—assuming the potential 
entrants did not in fact enter.’> Put another way, the rate of profit that 
could be derived by new investors from new capital placements, especially 
ın manufacturing, appeared higher than it actually was. In this restricted 
sense one can legitimately refer to the existence of ‘oligopolistic competi- 
tion’ as a fetter on investment in this period. 


For the US economy, the main consequence of its possession of so much 
recently placed fixed capital was to discourage the growth of investment. 
In turn, the reduced growth of investment may well have contributed to 
the declining growth of manufacturing productivity which, in combina- 
tion with the rapid growth of wages, issued in a problem of rising costs in 
manufacturing, both absolute and relative. During the mid to late 1950s, 
US ‘manufacturers faced a squeeze on profits from wages, but this was not 
all. For the first time in the twentieth century, firms producing in the us 
found themselves saddled with relatrvely high costs of production and relæ- 
tively low profitability in an increasing number of manufacturing lines, as 
later emerging producers based in Europe and Japan combined relatively 
high levels of technology with relatively low wages. This trend not only 
reduced the incentive to invest at home, but also gave multinational corpo- 
rations and international lenders a stronger incentive to invest abroad. The 
pursuit by individual us capitals of their own self interest in securing the 
highest rate of profit thus led, in aggregate, to a tendency to stagnation in 
the us domestic economy, especially in manufacturing. 


Following a large jump in investment in both manufacturing and the 
private business economy as a whole in 1950-51, the level of investment 
10 new plant and equipment grew exceedingly slowly. In manufacturing, 
investment was essentially flat for the four years 1951 through 1955, 
and its average level for the years 1956 through 1960 was only 8.2 per 
cent higher than that of the previous five years. Manufacturing invest- 
ment was below the level it attained in 1956 and 1957 (when investment 
totals were almost identical) every subsequent year until 1964. In the pri- 
vate business economy, investment in plant and equipment grew at an 
average annual rate of 2.3 per cent for the four years 1951-55 and peaked 
in 1957 at a level about 23 per cent above that of 1951. But, at the 
height of the last (very weak) cyclical upturn of the decade (early 1958 to 


“Indeed, incumbent corporations may have over-invested—intentionally or uninten- 
tionally meuntained excess cepacity—thereby further discouraging the entry of new com- 
petitors into their markets. See also R-E. Hall, ‘Chronic Excess Capacity in us Industry’, 
NBER Working Paper, no. 1973, Cambridge, Mass , July 1986. 

3 Of course, entrants who could make the average rete of profit at prices 30 low as to pre- 
vent some incumbents from making the average race of profit even on their circulating 
capital could not be deterred from coming into the line. 
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mid 1960), investment was more than ro per cent below what it had 
been at the height of the previous upturn (late 1954 to mid 1957), and 
investment in the later stages of the latter upturn had already stagnated. 
Not uncil 1962 did private business investment surpass its level of 
1957." 


Producers’ reluctance to expand their productive base during the later 
1950s was manifested in their allocation of an ever-decreasing proportion 
of investment to new plant and an ever-increasing proportion to 
equipment. Between 1950 and 1958, the average annual growth of 
manufacturing investment in equipment, at a low 2.2 per cent, was still 
some 50 per cent higher than in plant, at a mere 1.1 per cent; for the 
private business economy as a whole equipment investment grew at an 
average annual rate of 4.2 per cent, compared to only 1.75 per cent for 
plant. These figures show that, while us producers were willing to try to y 
defend their place in the market by adding new machines presumably 
embodying at least some advance in technology, they lacked the incentive 
required to build the new plants that were needed to underpin really 
major increases in output aod qualitative transformations in productive 
technique.*? 


The slow growth of investment may well have been partly responsible for 
the reduction in the growth of labour productivity in man 

During the years 1950-58, labour productivity ın manufacturing grew 

at an average anhual rate of only 1.85 per cent—compared to 5.5 per 
cent between 1946 and 1950. Capital productivity in manufacturing - 
(the real manufacturing outputkapital ratio) fell at an average annual 
rate of 1.8 per cent at the same time. 


While the powerful surge of manufacturing productivity growth of the 
immediate postwar period petered out in the 19508, wage growth failed to 
follow suit. The 1950s was the true golden age for the American worker 
From 1950 through 1958, the growth of real wages in manufacturing 
averaged 3.6 per cent per annum. In the same period, the manufacturing 
product wage grew somewhat more slowly, increasing at an average annual 
rate of 2.7 per cent, bur it still increased faster than did manufacturing net 
labour productivity, which rose at an average annual rate of just 1.8 per 
cent per annum, with the result that the manufacturing profit share fell ar ~ 
an average annual rate of 2.4 per cent. If there was a major squeeze on profits 
by the action of labour at any point dering the postwar epoch, it took place in 
manufacturing in the course of the 19505. 


US Labour in the 19503 


The us labour movement of the 1950s was still a force to be reckoned 
with. During the 1930s, while authoritarian and fascist regimes were 
destroying labour organizations in Germany and Japan, us labour won 
historic victories with the triumphs of the cio, and secured an unprece- 
dented position ın American life for unskilled, industrial workers. It is true 
that, by the end of the 1940s, the movement had dissipated much of the ~ 


16 See Vatter, US Ecomemy ra the 19505, pp 84-6, 110, 147. 
"7 Ibid., pp. 282-94, especially 284. 
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power and the momentum it had derived from the historic battles and 
conquests of the 1930s. Decay had set in as a consequence of the rapid 
bureaucratization of the trade-unions (accelerated by the wartime period of 
state-regulated labour-management relations), of the containment of the 
huge (but at best moderately successful) strike wave of 1946, of the 
government-backed assault on the trade-union Left and the union 
movement in general during the Red Scare of the late 1940s (highlighted 
by the passage of the Taft-Hartley Act in 1948), and of the generally 
reactionary turn of US politics with the onset of the Cold War and 
McCarthyism. Yet even in the early 1950s, labour still retained a surpris- 
ıng degree of power and militancy and remained well positioned to exploit 
the favourable conditions for struggle of those years. 


Probably most crucial in opening the way for the trade unions, the Korean 
War boom tightened up the labour market, the rate of unemployment 
falling from an average of 5.6 per cent for 1949 and 1950 to an average of 
just over 3 per cent for 1951-53. Since US corporations had, during the 

postwar period, further improved their already dominant 
position internationally, organized labour as yet saw little reason to take 
account of international competition in making its demands. US unions 
were therefore able to flex their muscles and revive some of the militancy 
that they had displayed at the end of World War 1. They continued to win 
a high percentage of NLRB (National Labor Relations Board) union 
recognition elections, further increasing the proportion of the labour force 
unionized, and union density reached its historic peak in 1953-54.'° They 
also displayed a higher propensity to strike than they would do at any other 
time in the postwar epoch. Taking either the decade 1946-56 or the half 
decade 1949-54, a greater proportion of workdays was lost to work 
stoppages than in any other comparable periods after 1946.19 At the level 
of the shop floor, in traditional strongholds like car manufacturing, 
workers contifued to resort routinely to direct action, especially wildcat 
strikes, to defend their conditions. On the basis of this continuing 
militancy, the labour movement was, until the later 1950s, able to pre- 
vent manufacturing wage growth from adjusting to the slowdown in 
manufacturing productivity growth. The economic consequences were 
significant, not only domestically, in terms of the squeeze on profits, but 
also internationally, in terms of declining Us competitiveness. 


With wages rising, with slow investment growth helping to push down ' 
both labour and capital productivity growth, and with capacity utilization 
declining, the 1950s understandably witnessed a very major decline in 


manufacturing profitability. Between 1950 and 1958, the manufacturing 
profit rate fell by 41 per cent, with some of this reflecting a significant fall 


18 For data on union certification elections and levels of untonizarion, see the fundamental 
work by M Goldfield, The Dectrue of Organized Labor tu the United States, Chicago 1987, pp. 
10, 90-1. I wish to thank Mike Goldfield for many very helpful discussions of the us 
labour movement in the postwar period, and for providing me with much useful dara. 
1 Work Scoppages in the United States, 1927-1980’, table supplied by us Department of 
Labor, BLS, Office of Compensation and Workang Conditions, Drvision of Development ın 
Labor-Management Relations See Figure 9, p. ILI 
* See the illuminating study by N. Lichtenstein, ‘Auto Worker Militancy and the 
aaa aa 1937-55', The Jornal of Amerscan History, voL bxvii, September 
1980. 
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in capacity utilization after mid-decade, particularly in the severe recession 
of 1957-58.7" 


Growing Competition from Abroad 


The trend toward rising costs in absolute terms, with the resultant 
squeeze on profits, was made more serious by the emergence of a problem 
unprecedented in the Us economy during the twentieth century: the 
growth of competition from abroad, which further undermined the 
incentive to invest. The US economy enjoyed far higher absolute levels of 
productivity than did the German and the Japanese. But this advantage 
was more than cancelled out by the relatively even higher wages enjoyed 
by us workers, an expression of both the historic strength of the us 
economy and the successes of the us labour movement. In 1950, US 
manufacturing unit labour costs in dollar terms were, on average, 41 per < 
cent higher than Japan’s and 37 per cent higher than Germany’s, and the 
gap widened over the course of the decade and beyond, as productivity 
growth relative to wage growth in both places increased faster than in 
the us.” Especially in the latter part of the decade, the US economy 
experienced an initial bout of inflation, as employers sought to pass on 
wage increases in the form of price increases, and us producers had to 
confront major problems of competitiveness in a number of core manu- 
facturing lines—especially, steel (where Us prices rose well above those 
of Germany), cars, and electrical machinery.?3 


The relatively high rate of growth of costs was reflected ın declining 
export competitiveness. The unit value of manufacturing exports over 
the course of the 1950s rose by 15 per cent in the us, rose by only 5 per 
cent in Germany, and fell by 11 per cent in Japan.™ Toward the end of 
the decade, therefore, US merchandise exports actually decreased, us 
merchandise imports continued a decade-long acceleration, and the us 
trade balance, at least for a couple of years, appeared to be dwindling 
toward zero. From 1953 through 1959, the value of manufactured 
imports increased at an average annual rate of no less then 10.4 per 
cent, while real manufactured exports essentially stagnared.?> Between 
1957 aod 1959, annual merchandise exports fell from $19.3 billion to 


"1 The pervate business economy outside of manufactunng experienced a much smaller 
decline ın profitability chan did the manufacturing sector—of just 21 3 per cent between 
1950 and 1958—becanuse ıt was able to avoid both the extent of increase in the rate of 
wage growth and the degree of reduction in productivity growth, as well as the extent of 
reduction in capacity utilization, that effected manufecturing. 

aDJ. Dely, Japaneses Maxxfactertag Competrtrveecss: Implscatrons for Internatremal Trade, 
Unrverty of Toronto-York University Joint Center for Asia Pacific Studies, Working 
Paper Series, no. 53, August 1988, p. 35 

* Sohmen, The Dollar and the Mark’, ın S.E. Hams, ed., The Deller m Criss, New York 
1961, pp. 190-3, where dara on relative prices at this ume for these industries 1s pæsented 
™ Sohmen, “The Dollar and the Mark’, p 194. Unit labour costs in the US grew by 21 per 
cent and by abour the same amount in Germany, while declining by around 4 per cent in 
J 

SLB. Krune, "The us Economy and International Trede’, in K Kojima, ed., Structera! 
Adjustment u Astan-Pacific Trade, Papers and Proceedings of the Fifth Pacific Trade and 
Development Conference, Vol. n, The Japan Economic Research Center, Tokyo, July 
1973, P. 391; W. H. Branson, “Trends in United States International Trade and 
Investment Since Woeld War 0’, in M Feldstein, ed., The American Economy x Transttton, 
Chicago 1980, p 198, Table 3.14. 
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$16.2 billion. The merchandise trade balance thus fell, in just the 
latter two years, from $6.1 billion to only $988 million. The problem 
was particularly acute in trade between the Us and its rising competi- 
tors. As late as the mid 1950s, the us had enjoyed a substantial trade 
surplus with both Germany and Japan. But by 1959, the trade balance 
had fallen to $50 million with Japan and had actually gone into the red 
by $40 million with Germany. Reflecting the decline in Us manu- 
facturing competitiveness, between 1950 and 1959 the us share of 
advanced country manufacturing exports fell sharply from 27.1 per 
cent to 21.0 per cent.? The increased pressure in the world market 
experienced by us manufacturers could not but have constituted a 
further disincentive to invest within the us. 


As a powerful expression—and, to a growing degree, a cause—of the 
stagnation of capital accumulation in the us, from the second half of 
the 1950s US private direct investment overseas grew at the spectacular 
- average annual rate of 10.2 per cent, more than twice as fast as domestic 
i investment was growing.?? Foreign direct investment never repre- 
sented more than a small fraction of total investment ın the US private 
business economy as a whole. But for the US manufacturing sector, led 
by the great US multinationals, overseas investment was very signifi- 
cant, and increasingly so. Between 1957 and 1965, manufacturing 
investment by majority-owned foreign affiliates of us companies in 
new plant and equipment overseas grew at an astonishing annual 
average rate of 15.7 per cent. In just these eight years the ratio of 
foreign to domestic investment in new plant and equipment made 


Vetter, US Ecomeney in the 19505, p 26a; T. Liesner, Ome Humalred Years of Economic 
~ Statustess, New York 1989, Table 0815; Mairels, Indasria! Groth end World Trade, p. 220. 
17 Branson, “Trends ın United Seces Internationel Trade’, p. 238 Foreign direct invest- 
ment in che US compared to US direct investment abrosd in this period was, meanwhile, 
small and dwindling. 
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annually by us-based manufecturing corporations thus doubled, grow- 
ing from 11.8 per cent to a spectacular 22.8 per cent.?° Just as US man- 
ufacturing corporations were deterred from investing in the us 
domestic economy, they were increasingly attracted to the superior 
Opportunities for profit-making overseas, especially in Europe, where 
they could combine relatively cheap labour with relatively advanced 
technology and produce against relatively weak competitors in rapidly 
growing markets.?9 


During the second half of the decade, as the US economy lost steam as a 
result of che mutually reinforcing trends toward declining profitability 
and declining investment, the hugely increased government spending 
of the postwar epoch——military spending ın particular—was obviously 
critical for maintaining economic stability, not only within the us but 
in the world economy as a whole. During the 1950s, government 
expenditure constituted no less than 25 per cent of GNP, compared to 
8-9 per cent in the 1920s.>° Since this demand did not depend directly 
on opportunities for profitable investment, it naturally acted as a 
powerful stimulus, not only on the level of output of us-based produc- 
ers, but on the magnitude of imports into the North American market 
by Us manufacturers’ increasingly competitive overseas rivals. 


During the 1950s, approximately 10 per cent of GNP went to military 
spending and, according to one major study of us industrial growth con- 
ducted in the larter part of the decade, ‘military demand hald] been the 
major and almost exclusive dynamic growth factor in recent years.» 
Military production had a major advantage for existing capitals: its out- 
put did not compete for their markets. But, military investment could 
contribute relatively little to umproving the economy’s productiveness 
over the longer run, because its output was used neither to augment 
firms’ means of production nor workers’ means of consumption, but sim- 
ply wasted.” Military spending offered us firms, which suffered from 
declining domestic investment opportunities, an alternative way to 
make a profit at home; but in exploiting this alternative, us firms did lit- 
tle to counter the tendency toward retarded growth. 


From the vantage point of the last years of the 1950s, more than one 
economist saw the American economy as plagued by ‘continuing stag- 


M Fahim-Nader, ‘Capital Expenditures by Mayonty-Owned Foreign Affiliates of us 
Companies’, Sarsey of Carrent Bustners, vol. lrxiv, no. 9, September 1994, p $9. 

*9 By che early 19608, Europeans were of course complaining of the spectacular growth of 
foreign direct investment by us multinanonals, the so-called ‘American Challenge’ See 
J J. Servan-Schreiber, Le Doi emértcera, Pars 1967 

RJ Gordon, ‘Postwar Macroeconomics: The Evolution o£ Events and Ideas’, in The 
Americas Ecousary rn Traasitron, Chicago 1980, pp. 104-5 

3R DeGrasse, Miltary Expansten, Economi Decitwe, New York 1983, pp 20-1; SH 
Robock, Chenagreg Regrome! Ecomomees, Midwest Research Institute, MRI-252, 1957, P- 4, 
quoted in M. Wiedenbaum, ‘Some Economic Aspects of Military Procurement’, Carrest 
Ecomems: Comment, November 1960, p. 10. 

3 Technological spin-offs from military production did of course make a mayor contribu- 
tion to enhancing productivity in some manufacturing lines, notably aircraft. But spend- 
ing money on military research and development was a highly inefficient way to bring 
abour technical change and productivity increase in the noo-military economy. I wish to 
thank Sam Farber for reminding me of this point 
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nation’.33 In these years, the US economy entered into something of a crisis 
as the trends toward the slowdown of the growth of output and investment 
issued in two recessions, in 1957-58 and 1960, and were complicated by 
the sudden deterioration ın the US international position in a way which 
would later become chronic. From the end of 1940s, when thirty or so 
countries had devalued versus the dollar, the us had steadily run balance of 
payments deficits, as an expression of the growth of its international 
military commitments, its increasing foreign aid, and the rise of private 
investment overseas. But balance of payments deficits had initially given 
no cause for worry, since the large us trade surplus had, through the mid- 
1950s, testified to the competitiveness of US producers and the strength of 
the dollar. When, however, the trade surplus suddenly collapsed between 
1957 and 1959—and was responsible for sending the current account 
balance into the negative in 1959—declining competitiveness seemed 
suddenly a reality, especially in view of the fact that much of the deteriora- 
tion in the trade balance had taken place in periods of recession (1953-54 
and 1957-59) when import demand was relatively depressed and export 
prices relatively reduced.34 During the years 1958-60 the overall balance of 
payments deficit was annually on average about four times what it had been 
for the years 1951-57. When, in 1960, to pull the economy out of its reces- 
sion, the Federal Reserve increased the money supply and reduced interest 
rates, there was a sudden and huge outflow of funds which wiped out the 
gain in the balance of payments which had resulted that year from the 
improvement in the trade balance. Domestic demand stimulus seemed all 
at once incompatible with external stability. In October 1960, with worry 
about US deficits and competitiveness becoming overt and confidence in 
the dollar declining, a flurry of speculative activity drove up the gold price 
spectacularly and practically over-night from $35 to $40. Shortly there- 
after—as part of the same chain of events, in response to the same sort of 
speculative pressures—the German government was obliged to revalue the 
mark.3> The sequence would, a few years later, become all too typical. 


The condition of chronic recession at the end of the decade did soon help 
to redress the situation by making possible a major reduction in the 
growth of imports and facilitating a significant decrease in the growth of 
labour costs. But the ensuing recovery could only be temporary because 
the underlying problems remained unresolved. Investment growth 
would, over the longer run, continue to be unsatisfactory, due to the US 
economy’s relatively high costs of production in international terms, and 
its declining competitiveness in manufacturing. Attempts to stimulate 
the economy through the subsidy of demand would therefore generally 
fail to much raise capital accumulation and exacerbate the deteriorating 
international position by provoking inflation, stimulating imports and 
foreign direct investment, reducing the trade and current account 
balances, and putting further pressure on the dollar. Following a brief 
spell of relief during the first half of the 1960s—when, with costs falling 


33 Sohmen, "The Dollar and the Mark’, p 195 
H Ibid., p 191 The export decline would, moceover, have come sooner 2nd been more 
acute, had US exporters not enjoyed an artificial surge in sales at the expense of the US's 
allies during the years 1956-57 because of the Suez crisis. 
33 V. Angy, The Pestwer Internatronal Psary Crisis, London 1981, pp 31-7, Varer, The US 
Ecomensy ta the 19505, pp. 115, 263. 
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and profitability rising, conditions did become briefly favourable to 
Keynesian stimulus of demand—the us economy would thus take up in 
the mid 1960s where it had left off at the end of the 1950s. 


2. Short-Term Recovery in the Early 1960s 


During the first half of the 1960s, the US economy experienced a 
significant, though only short-term, recovery. Between 1958 and 
1965, GNP grew at an average annual rate of 4.6 per cent, faster than in 
any other period of comperable length after 1950. Manufacturing 
output grew at an average annual pace of 6.55 per cent, almost triple 
the 2.3 per cent achieved during the years 1950-58. Behind this spurt 
lay a spectacular mse ın the rate of profit. Between 1958 and 1965, 
profitability in manufacturing rose by no less than 80 per cent, in the 
private business economy by 45 per cent. Increased profitability 
brought about increased growth by spurring a powerful boom in 
investment. After having barely increased between 1951 and 1961, 
expenditure on new plant and equipment in manufacturing grew at an 
average annual rate of 15.6 per cent between 1961 and 1965. 


Critical to the revival of profitability was a striking slowdown in the 
growth of production costs, both absolutely, and relatively to the us’s 
major international rivals. Manufacturers suddenly succeeded 1n gaining 
control over labour costs ın a way they hitherto had found impossible. 
They unleashed a powerful across-the-board assault on workers and their 
institutions, and achieved what turned out to be a fundamental shift in 
the balance of class power and in the character of management-labour 
relations. In the process, they demonstrated why workers cannot, as a 
rule, impose a squeeze on capitalist profitability for very long and 
thereby cause a real crisis.>° Indeed, the shift that capital brought about 
in its relations of power with labour during these years pretty much 
established the pattern which persists right up to the present.3” 


The fall in manufacturing profitability and competitiveness that had 
occurred over the course of the 1950s set off the ensuing process of adjust- 
ment. In response, firms reduced their placements of new capital, so 
investment stagnated from mid-decade, especially during the serious 
recession of 1957-58. The resulting rise in joblessness softened up the 
labour market, opening the way for the ensuing realignment in the balance 
of class forces and the resulting transformation of industrial relations. 


During the mostly boom years that marked the period from the later 
1940s through the end of the Korean conflict, employers had main- 
tained an approach to labour that could, tm relative terms, be described as 
somewhat accommodating.?® But in the course of sustaining a major 
wages-productivity profit squeeze throughout much of the 19508 and 


% See above, pp. 19-21. 

37 Labour management relations from that point until today have certainly not followed a 
single, continuous pattern But the dominant tendency was established in these years, and 
breaks from this tendency represent counter-crends which, ın retrospect, have been no 
more than thar 

38 For this generalizacion, see, for example, TA. Kochan and M.J Piore, ‘us Industrial 
Relations in Transition’ and J.A. Klein and B.D Wanger, The Legal Setting foe the 
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confronting simultaneously an unprecedentedly serious threat from 
international competition, employers reversed direction and took up 
what was immediately recognized at the time as a new ‘hard line’.39 
Most dramatically, big corporations in manufacturing, not coinciden- 
tally in those lines where international competition had increased 
most, showed themselves willing to confront and defeat labour in a 
series of decisive battles between 1958 and 1961: the 1958 stalemate 
ın auto bargaining which brought the union unprecedentedly small 
gains (for the postwar period), the 163-day steel strike of 1959 which 
won the union virtually nothing, the failed strike of the United 
Autoworkers and the International Association of Machinists against 
the United Aircraft Corporation in which the company continued to 
operate throughout the dispute, and, finally, the epoch-making 
General Electric strike of 1960 in which the International Union of 
Electrical Workers struck some fifty plants but after three weeks was 
forced to accept the widely-publicized terms the company had offered 
at the start of the strike. In the course of these and other conflicts, 
managers in car manufacturing began to increase their inter-firm coop- 
eration during negotiations, and, in the newspaper publishing, airline, 
and railroad industries, companies forged ‘mutual assistance pacts’ and 
established strike insurance plans to provide aid to employers hit by 
strikes. 


Management's new look was also evident in its increasing, and increas- 
ingly successful, resistance to the extension of unionization, particularly 
in newly constructed plants, many of them ‘runaways’ relocated in the 
south and south-west. Especially by exploiting new, pro-business 
interpretations of the already fiercely anti-labour Taft-Hartley Act of 
1948—which were handed down by the National Labor Relations Board 
that was appointed by the Eisenhower administration—firms began to 
interfere with union organizing efforts much more openly and power- 
fully than hitherto. Beginning in the mid to late 1950s, the number of 
illegal actions committed by management in the course of union recog- 
nition campaigns, after declining for years, began to rise rapidly, and 
unions found it significantly harder to win recognition.4° The propor- 
tion of union victories in NLRB elections fell from 73.5 per cent in the 
years 1950-55 to 63 per cent in the years 1955-60 to 56 per cent ın the 


Emergence of the Union Avoidance Scrategy’, both ın T.A. Kochan, ed., Challenges and 
Chetces Pacing American Labor, Cambridge, Mass. 1985 

» Around 1960 there was a sudden spate of literature on the employers’ new bard line. In 
this and the following two paragraphs, I depend especially on two lengthy symposia, “The 
Employer Challenge and the Union Response’, Industrie! Relatsens, vol i, no 1, October 
1961; The Crisis in the American Trade-Union Movement’, The Asnals of the Amerrcan 
Academy of Pelttrcal and Social Screws, vol cccl, November 1963—partuculardy H R 
Northrup, ‘Management's “New Look” in Labor Relations’, in the first of these, and G. 
Strauss, ‘Union Bargaining Strength: Goliath or Paper Tiger?’ in the second. I also draw 
upon N. Lichtenstein, ‘UAW Bargaining Strategy end Shop-Floor Conflict: 1946-70’, 
Industrial Relates, vol. xxv, no 2, Spang 1985; DJ.B Mitchell, ‘Recent Union 
Contract Concessioas’, Brewkrags Papers on Ecoaemx Actresty, DO. 1, 1982, p 174; D. J. B. 
Mitchell, Ussexs, Wages, and Inflation, Washington, DC 1980, pp. 45-7. Compare G. 
Strauss, “The Shifting Power Balance in the Plant’, Imeusrie] Relateoms, vol. i, no. 3, May 
1962. 

£ Klein and Wanger, The Legal Setting for the Emergence of the Union Avoidance 
Scraregy’, passum, R B. Freeman, “Why Are Unions Faring Poorly in NLRB Representation 
Elections?’, in Kochan, ed., Challenges and Chesces Factag American Later, pp. 46, 53. 
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Figure 6 
US Untoctvetion and Ierployer Opposition t Unions as Reflected ta Umihir Labour Practico Cases, 1945-1995 
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years 1960-65. Unions had been able to able to organize 2 per cent of all 
private wage and salary workers in the year 1950 and 1 per cent in the 
year 1955, but by the year 1960 only 0.7 per cent. Between 1955 and 
1961 the percentage of the private sector labour force that was unionized 
fell from its peak of 34.5 per cent in 1954 to 29.8 per cent in 1962— 
from 38 per cent to 33 per cent ın manufacturing.“ All of these trends 
have continued to the present, and one cannot but conclude that the 
decade from the mid 1950s to the mid 1960s marked a turning point for 
the us union movement, the beginning of a long and precipitous process 
of decline.” 


Employers became as intransigent at the level of the plant as at the level 
of the union. Urged on by a phalanx of newly-hired, college-trained 
labour relations professionals, employers sought to reverse a relatively 
loose regime of supervision on the shop floor, under which foremen had 
been allowed considerable leeway ın keeping the peace with rank and 
filers. At the same time, employers suddenly began to stand firm against 
unofficial strikes. From this time onward, most notably in the auro 
industry where shop-floor organization had been relatively strong, the 
number of wildcats dropped precipitously.*2 


The results were dramatic. Contrary to received wisdom, there was 
never anything approaching an ‘accord’ between capital and labour in 
the Us at any time during the postwar period; but, to the extent that 
even a temporary modus vivendi had emerged during the late 19408 


* Goldfield, Dedm of Orpenrred Leber, pp. 10, 90; R.B. Freeman, ‘Contraction sod 

Expansion’ The Divergence of Private Sector and Public Sector Unionssm in the United 

Seates’, Journal of Economic Perspactress, vol i1, Spong 1988, p. 64. . 

The stage for this turnaround had already been set, of course, by labour’s organizational 

ead political failures during the Cold War decade between 1945 and 1955 See the sophis- 

ticated account by N. Lichtenstein, From Corporatism to Collective Bargaining: 
Labor and the Eclipse of Soas! Democracy in the Postwar Ers’, in S. Fraser and 

G Gerstle, ed., The Riss and Fall of the New Deal Order 1930-80, Princeton 1989. 

43 Lichtenstein, ‘UAW Bargaining Strategy and Shop-Floor Conflict’, pp. 376-7. 
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Figure 7 
The Growth of Real Hourty Compensation in US Manufacturing, 1950-96 





and early 1950s, US employers, especially in manufacturing, were now 
able to achieve major gains by breaking rather than by perpetuating it. 


First, employers significantly lowered the rate of wage growth, espe- 
ctally in manufacturing. During the period 1958-65, the average 
annual growth of manufacturing real wages fell by 40 per cent, to only 
2.2 per cent compared to 3.6 per cent for 1950-58, and this, despite 
the fact that accelerating economic growth was bringing about a 
reduction of unemployment by 45 per cent in these years, from 6.6 per 
cent to 3.7 per cent.“ Employers were, in addition, able to secure 

striking gains in productiveness, as both labour productivity and 
capital productivity (the real output-capital ratio) in manufacturing 
grew at what for the US were spectacular average annual rates of 4.1 per 
cent and 3.5 per cent, respectively, higher chan in any other comparable 
period after 1950. Faster investment growth leading to more rapid 
technological advance was surely in part responsible for this increase. 
But, in view of the fact thar the amount of plant and equipment per 
worker bayr grew so slowly between 1958 and 1965—the net capital- 
labour ratio increasing significantly less rapidly than in any other 
comparable period in the postwar epoch—much of the gain in 
productiveness registered in this new era of employers’ offensive may 
well have been achieved by a combination of shedding less productive 
plant and equipment and impelling workers to labour more 
intensely.43 


# Tt should be noted thar the reduction ın wage growth that took place in these years in 
the private business economy as a whole was much smaller than in manufecturing—only 
II per cent—because wage growth ourde of manufacturing actually rose very slightly. 
43 The average annual rate of growth of the net capital-labour ratio was 0.6 per cent for 
1958-65, 3.5 per cent for 1950-58, and 2.7 per cent for 1950-73. 
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The reduction in the growth of manufacturing unit labour costs made 
possible a significant recovery of export competitiveness. After deterio- 
rating rapidly in the latter half of the 1950s, US relative costs did a major 
turnaround. Between 1960 and 1965, unit labour costs (expressed in 
dollars) in manufacturing in the us actually fell by 5.2 per cent, while 
those in Germany and Japan rose by 24.7 per cent and 22.9 per cent, 
respectively. US export prices thus grew at an average annual rate of only 
1.3 pet cent between 1960 and 1965 (only 0.6 between 1960 and 1964), 
more slowly than Germany’s 1.4 per cent over the same period, although 
still not as slowly as Japan’s 0.3 per cent (0.5 per cent between 1960 and 
1964). 


On the basis of capital’s renewed capacity to control costs, the economy 
achieved a new export boom. Between 1958 and 1965, the average 
annual growth of exports increased to 7.1 per cent, from 4.4 per cent 
between 1950 and 1958. The us merchandise trade balance had drifted 
downward during the 1950s to an average of slightly under $3 billion 
for the years 1958-60. But it increased to $7 billion by 1964 and was 
still at $5.3 billion in 1965, and ıt recovered particularly well with 
relation to Germany and Japan. 


The fact remains that the boom of the first half of the 1960s marked no 
definitive break from the long-term postwar trend. Between 1958 and 
1965, falling wage growth opened the way for rising profitability, which 
set off the increased growth of investment; the latter, by helping to raise 
productivity growth, reduced the growth of costs further and thereby 
spurred increased exports, making, in turn, for higher profitability. But 
this virtuous circle could not sustain itself beyond the mid 1960s, and 
the reason, especially in light of subsequent events, is clear: che US manu- 
facturing economy was unable to sustain the favourable trend in relative 
international costs which made it so successful in this era. The economy 
had been able to achieve impressive cost improvements between 1958 
and 1965, in part because capacity utilization rose so sharply, but this 
trend obviously could not continue indefinitely. Employers had 
succeeded in raising profits particularly rapidly because they had been 
able to sharply reduce wage growth and intensify work at the point of 
production, but these processes, too, could be carried only so far. Finally, 
US exporters had been able to fare especially well because, during the first 
half of the 1960s, their leading competitors in Germany and Japan were 
experiencing short-term difficulties in reducing costs, but those troubles 
could not be expected to persist. 


Even during this period of dynamism, when US competitiveness was 
improving far more rapidly than at any other time between 1950 and 
1971, intensifying international competition was imposing evident Lm- 
its on US economic achievement. Although Us manufacturers raised their 
prices more slowly between 1958 and 1965 than in any other period 
after 1950, the US saw its share of world manufacturing exports fall from 
18.7 per cent to 15.8 per cent. US and foreign corporations left little 
doubt, moreover, where they believed capital investment would yield its 
best return. US corporations increased their direct investment in manu- 
facturing overseas in these years 50 per cent faster than in the US; in par- 
allel manner, the value of the stock of foreign direct investment in the US 
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asd percentage ofthe value of che stock: of Us duert syescmnent abroad 
fell from 28.8 per cent in 1950 to 17.5 per cent in 1966.4 


During the 1950s, the slow growth of domestic investment had helped 
make for the slow growth of productivity, and the latter, in combination 
with rapidly rising wages, had brought about rising relative costs, chronic 
difficulties with the balance of trade, and the rapid growth of direct 
investment ın manufacturing overseas. Despite the slowdown in wage 
growth that took place after 1958, and the further slowdown of wage 
growth that would take place after 1965, that partern turned out co char- 
acterize the economy’s postwar evolution through the length of the boom. 
Just how unimpressive this evolution was is evident from the Table 2 
(p. 39) above, which shows thar the long Us expansion of the postwar years 
failed to match the vitality of the long boom of the pre- World War 1 
epoch, as measured by almost every macroeconomic indicator and, espe- 
cially, the growth of investment. Just how vulnerable it left the economy 
to intensifying international competition will be seen shortly. 


III. Germany: The Export-Driven Boom 


The path taken by the German economy over the course of the postwar 
boom was both the reverse, mirror image of the path assumed by the 
US economy, and significantly dependent upon the us economy. The key 
to Germany’s impressive growth during this epoch was thus its export 
dependence and its extraordinary export dynamism. The rapid growth of 
exports was initially made possible by its very low wage costs in inter- 
national terms relative to skill, and by its competitiveness in the prod- 
uction of goods disproportionately in demand by a fast-growing 
international economy, especially a recovering and newly booming 
Europe, as well as the us. It was maintained by virtue of the economy’s 
ability to prevent the too rapid rise of production costs, attriburable, on 
the one hand, to its ability to moderate the growth of wages in the face of 
hyper-full employment, and, on the other hand, its exploitation of the 
opportunities for the growth of productivity provided by an unusually 
large and fast-growing manufacturing sector, heavily dependent upon 
exports. Crudely put, the German economy succeeded so unusually well 
over the first part of the postwar epoch because it could use its very cheap 
lebour and historical endowment of very highly skilled labour to emu- 
late, and in some cases surpass, US production methods and, on thar 
basis, seize markets formerly held by Us producers. 


1. The 1950s ‘Miracle’ 


By 1951, German manufacturing labour productivity had reached 95 
per cent of its 1938 level, but the manufacturing product wage only 80 
per cent. The manufacturing rate of profit therefore surpassed even the 


“Branson, “Trends in United States International Trade’, p. 196, oe 13; Pahum-Nader, 
‘Capital Expenditures by Majority-Owned Foreign Affiliates us Companies’, 
p.59;B E. Lipeey, fee ae Ga ee 10 
Formgn Direct Investment, Chicago 1993, p 117, Table 5.3. Compare Marrels, Indattrse! 
Growth and World Trede, p. 220; AD. Mocgan, Export Competinon and Import 
Substitution’, in Industralsxatren and the Basis for Trade, Cambesdge 1980, p 48, Table 5.3. 
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very high rates achieved under Nazi rule. While labour productivity in 
manufacturing was thus about one-third, wages were one-fifth the us 
level. Thus average unit labour costs in manufacturing stood at only 64 
per cent the us level. The conditions for a decade long i investment boom 
had been set in place.*7 


The basic prerequisite for the restoration of Nazi-era profitability levels 
had been the subordination of labour. The Nazis had of course destroyed 
the inter-war labour movement, but in the immediate aftermath of World 
War n, the Occupetion authorities favoured the restoration of strong 
unions and, in the British zone, the establishment of a high degree of state 
control over the economy. In this environment, even the Christian 
Democrats advocated a new socialist ordering of society and several Lader 
passed laws favouring the right of co-determination at all levels of 
economic decision-making for unions and works councils with CDU/CSU 
assent. Indeed, ‘some form of socialization seemed inevitable in every one 
of the zone Lander. German workers were thus able to move quickly to 
establish factory councils, which often maintained production in the 
absence of the former owners. But, when Hamburg workers organized 
a politically radical Socialist Free Union, the Occupation quickly 
suppressed it—by early 1946. In 1947-48, under conditions of 
extreme deprivation due to economic disruption and food shortages, 
German workers began mass strikes in which the demand for socializa- 
tion of part or all of the economy was salient. But this movement was 
quickly either defeated or side-tracked, under the combined pressure of 
the Occupational authorities, the German government and private 
employers. The last of these, having weathered the Occupation’s 
ephemeral commitment to de-Nazification and to the dismantling of the 
great corporations, were soon allowed to revive the same business asso- 
ciations that had served them in the Weimar years and under the Nazis.49 


In 1947, the US imposed its recently adopted Cold War perspectives 
upon the occupied lands, Germany as well as Japan. It made clear, in par- 
ticular, chat Marshall Plan aid was conditional upon the restoration of a 
free market economy, confirming a definitive shift in the balance of 
power in favour of capital. The German authorities immediately fell into 
line, establishing, in the course of less than two years, the characteristic 
patterns and structures of the new German political economy, ın which 
industry was at once provided with low costs and high potential profits 
and made dependent upon successful exports. In June 1948, on the 
advice of the Americans, the new bi-zonal administration (of the now 
merged us and British zones) introduced a hard-line currency reform, 
which aimed to provide the foundations for a free enterprise system, 


1 Daly, Japenese Mazxfactureng Competitions, aen PE: 35, 37, 39, W.C Carlin, The 
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Institutions, 1945-90", in N. Crafts and G Toniolo, eds, Eoomemac Growth sa Eaxrepe Since 
1945, Cambridge 1996. 

4$ Carlin, ‘Profitability in West Germany’, p 168-170 (quotanon from J. Gimbel, Orzgras 
sf the Marshall Plan, Stanford 1976, p. 205). 
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transcending the combination of black market and Occupation-adminis- 
tered economic controls through which production, allocation, and dis- 
tnbution had hitherto been carried out. While ending price and wage 
controls, the currency reform sought to create favourable conditions for 
businesses by preserving the real value of firms’ assets, essentially wiping 
out their debts, and shifting the burden of the tax system from property 
and profits to lower income groups. Although the currency reform 
allowed production to grow much more rapidly than before, inflation 
immediately threatened to get out of hand due to the easy credit condi- 
tions provided by the central bank and firms’ ability to band together to 
keep prices up. In response, the German and allied authorities imposed a 
draconian monetary squeeze in November 1948, which had the effect 
not only of under-cutting inter-capitalist collusion and reducing prices, 
but, in compensation, of driving the rate of unemployment up from 
about 4.5 per cent in the second half of 1948 to a peak of about 12 per 
cent in 1950.3° 


The upward spiral of unemployment at the end of the 1940s dramati- 
cally lessened working-class resistance, which was further depressed by 
the wiping out of the unions’ treasuries by the currency reform. A highly 
conservative trade union leadership bad from the end of the war played a 
major role ın restraining mass militancy, and it now moved to consoli- 
date its power. Dismissive of the radical alternatives espoused by some 
elements at the base, it was anxious to seize the carrot of economic 
growth and saw little choice for labour but to fall into line." Soon, a cen- 
tralized, highly integrated union movement had emerged—consisting 
of just sixteen unions nationwide—which saw as one of its central tasks 
to ensure that workers’ demands were made coherent with the require- 
ments for profitability and competitiveness. The economic consequences 
of the containment of working-class resistance was immediately regis- 
tered: the share of wages in national income fell sharply, as labour pro- 
ductivity increased by a spectacular 50 per cent between 1948 and 1951, 
while product wages grew by just one-quarter.>? 


The high, and rapidly growing, levels of productivity achieved by 
German manufacturing from the early postwar years were made possible, 
in the last analysis, by Germany’s highly skilled labour force, the product 
of long-established industrial traditions. Germany's postwar economic 
‘miracle’ must therefore be interpreted, to an important degree, as the 
economy’s recovery of its historical pre-eminence in manufacturing. In 
the 1920s and 1930s, Germany held a share of world manufacturing 


3 W. Cardin, ‘Economic Reconstruction in Western Germany, 1945-55: The Displace- 
ment of “Vegetative Control”’, in LD Turner, ed , Receastrectren m Post-War Germany, 
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exports equal to chose of the UK and the us, and was the world’s leader in 
the overseas sale of chemicals and other manufactures. In the postwar 
epoch, the German economy was able to base its resurgence directly on 
its earlier achievements. In 1952-53, 80 per cent of exported branded 
articles were sold using international trademarks valid before the war.53 


Productivity could grow rapidly and smoothly from 1948 because the 
losses of capital stock during the war had been limited and could be 
made up relatively easily. Wartime destruction in Germany was signi- 
ficant, but wartime investment compensated for it. Between 1938 and 
1945, Germany’s capital stock thus grew by 14 per cent. It embodied, 
moreover, more advanced techniques—including new, mass production 
methods—and in many cases elicited an increase in workers’ skill. 
Major gains in productivity could therefore be quickly achieved after 
the war through the relatively cheap and simple process of rebuilding 
the infrastructure, especially the totally demolished transportation 
system.” 


While the intent of the deflationary policy had been to weaken labour, 
intensify competition, and reduce domestic demand so as to force 
German industry into dependence upon exports, its initial effect was to 
throw the economy into deep recession and apparent crisis. But, like 
Japan at the same juncture, Germany was fortuitously bailed out by the 
outbreak of the Korean War. With the mark having been sharply 
devalued in 1949—+o allow sufficient exports to avoid chronic trade 
deficits and further overcome the so-called dollar shortage and enable 
the large-scale import of US goods—German industry could not have 
been better situated to respond to the surge of orders that now came 
from the us. The first of a long series of export-led cycles, catalyzed by 
us demand, which would drive German postwar industrial growth, had 
begun.’ 


The Process of Growth 

Between 1951 and 1961, with high levels of profitability and 
competitiveness providing both the means and motivation, the growth 
of manufacturing investment averaged 11.1 per cent per annum, of the 
manufacturing capital stock 8 per cent per annum. The rapid increase 
of investment brought the rapid growth of both output and productiv- 
ity, as well as high capacity utilization. During the 1950s, the growth 
of manufacturing output averaged 10 per cent per annum, and GDP 8 
per cent per annum, the fastest in Europe. Over the same period, 
labour productivity leapt forward at an average annual rate of 7 per 
cent in manufacturing and 5 per cent in the private business economy 
as a whole, benefiting not only from the application of the most 
advanced technology available, but also from the transfer of workers 
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into industry from Germany’s still-large agricultural sector. Capacity 
utilization averaged 90 per cent for the decade.%* 


The German economy was able to sustain its dynamism because, through- 
out the 1950s, it wes able to ward off the trends towards rising costs thar 
tend to accompany bursts of capital accumulation of such proportions. The 
key here was its capacity to keep down the price of labour, which prepared 
the way for the repid growth of manufacturing exports and a resulting 
amplification of the rate of capital accumulation and productivity growth. 


The expansion of industry brought with it a major increase in the size of 
the labour force and a steep decline in unemployment. Between 1950 
and 1955, the unemployment rate fell from 10.4 per cent to 5.2 per cent, 
and by 1960 to 1 percent. But the rise of full employment failed to bring 
about the squeeze on profits that might have been predicted by the 
supply-side theorists. Between 1950 and 1955, while unemployment 
was cut in half, profitability rose, in Kaleckian fashion—by 13 per cent 
in manufacturing and by a whopping 48.5 per cent ın non-manufactur- 
ing—largely as a consequence of increased capacity utilization. In 1960, 
profitability outside manufacturing still maintained its high level of the 
mid 1950s, and the profit share was actually higher than in 1955. 
Manufacturing profitability did fall during the second half of the 1950s, 
but was in 1960 still only about ro per cent lower than it had been in 
1950 when the unemployment rate had been eight times higher.” 


The relatively slow growth of wages was made possible, in the first 
instance, by large reserves of labour in the countryside and abroad, 
which kept the labour supply up with demand. In 1950, the agricul- 
tural sector comprised 29 per cent of the labour force and even in 
1960 the figure was still as high as 14 per cent. Mass immigration of 
highly skilled labour from East to West Germany also played a key 
role in keeping the labour market loose. 


It bas sometimes been argued that slow wage growth (in relation to 
productivity growth), and thus susteined capital accumulation through 
the 1950s, was consolidated through the forging of an implicit deal 
between capital and labour, in which unions held down wage demands in 
exchange for employers’ commitment to invest.0® But, as Carlin has 
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argued, it is more realistic to explain wage restraint in terms of the unions’ 
gtowing weakness and owners’ increasing power and cohesion, as mani- 
fested especially in the strengthening of their employers’ associations. 
Employers, aided by the us Occupation authorities, had already begun to 
tip the balance of class forces strongly in their favour in the later 19408 by 
exploiting high unemployment and the temporary weakness of the unions’ 
treasuries. In 1951-52, they further consolidated their advantage, espe- 
cially by largely getting their way in the framing of the Works 
Constitution Act. This Act, despite the unions’ expectations, failed to 
extend parity co-determination beyond the iron, coal, and steel industries. 
It had, moreover, the effect of reducing the importance of the unions, for it 
confined them to negotiating what were in effect minimum national wage 
increases, while assigning to the works councils, from which the unions 
were officially excluded, the task of working out the all-important incre- 
ments above the minimum increase, in accord with firms’ profitability and 
thus ability to pay, as well as local labour market conditions. Between 
1951 and 1955, moreover, union density fell from a peak of 36 per cent to 
32 per cent. It was capital’s increased power to hold back labour, not 
labour’s self-restraint with respect to capital, which made possible high 
rates of profit throughout the 1950s, and capitalists’ high rates of profit 
and inability to escape intense competinon, not any commitment to 
labour, which induced high rates of capital accumulation over this period. 


The economy's ability to keep down the growth of costs made possible 
the powerful 1950s wave of capital accumulation largely by making 
possible the exceptionally fast growth of exports. Between 1950 and 
1960, Germany increased its exports at the impressive average annual 
rate of 13.5 per cent. It was able to do so, because, despite rapid 
growth, it succeeded in improving its international competitive posi- 
tion. Over the course of the decade, German relative unit labour costs 
in manufacturing—with respect to those of France, Italy, the UK, and 
the us—fell by about 6 per cent.© 


Export success was not merely an expression of the immediate 
strengths of the economy, it was also a function of policy. Far from 
adopting a Keynesian approach, the government curtailed the growth 
of domestic demand by running state budget surpluses and by enforc- 
ing tight credit leading to high interest rates. It thereby forced a search 
for overseas sales, while facilitating this by limiting upward pressure 
on prices. The government also implemented a vigorous policy of trade 
liberalization, opening the way to the untrammelled growth of 
imports and thus cheaper inputs for German industry, while imposing 
increased pressures upon it to improve competitiveness. 


Stull, German economic policy is incomprehensible in strictly laissez- 
faire terms. Especially in the early years of postwar development, the 
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government sought to assist German producers in coping with trade 
liberalization by directly subsidizing exports through granting 
exporters favoured access to imports, as well as cheap export-promo- 
tion loans. It also allowed firms extremely generous tax write-offs for 
depreciation. Moreover, starting from the time that the mark was 
devalued in 1949 and extending through the later 1960s, German 
aporten were able to profit from an effectively under-valued exchange 
rate.°! 


If the initial capacity to increase productivity and to control the 
growth of costs made possible rapid exports, rapid export growth 
itself made for more rapid productivity growth. Exports enlarged the 
manufacturing sector and thus expanded the opportunities for 
economies of scale and learning by doing. The spectacular growth of 
exports during the 1950s made possible a doubling of the share of 
exports in German manufacturing output™ (the increase of export 
dependence being especially pronounced in the critically important 
chemical, automobile, and machinery industries)? and, in turn, the 
maintenance of an unusually high share of manufacturing in the total 
economy. Manufacturing export growth was thus, in important 
respects, self-reinforcing. Both manufacturing output and the manufac- 
turing labour force as a percentage of the total, after rising slightly in 
the 1950s, averaged close to 40 per cent for the whole period up to 
1970, the industrial sector as a whole almost 50 per cent. Because man- 
ufacturing was the site of the best opportunities for technical change, 
the German economy’s enlarged manufacturing sector made for greater 
productivity growth and competitiveness and thus higher export 
growth, as is indicated by the fact that while manufacturing labour pro- 
ductivity grew by 96.5 per cent over the decade of the 1950s, labour 
productivity outside manufacturing grew by only 45.5 per cent. 


The sharp increase in the export share of manufacturing output during 
the 1950s was ultimately made possible by a rapidly growing world 


Table 3 
Germany: Share of Exports in Output (per cent) 

1950 1958 1967 1970 1974 
cars 11.5 36.3 40.7 40.6 46.1 
machines 20.3 30.2 38.0 355 43.5 
ironprdcing machinery 16.4 17.8 303 24.0 35.2 
chemical 12.3 22.5 29.0 31.1 36.0 
non-metal industry 11.4 149 24-4 183 22.9 
all manufacturing 83 I5.I 18.7 193 24.2 


Source. W, Semler, Economic Aspects of “Modell Germeny”’, p 31. 
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economy in which output for export among the advanced capitalist 
economies was growing 50 per cent faster than output for the domestic 
market. But another side of the story was even more significant. German 
producers were able to achieve such high rates of export growth only by 
taking a growing shers of that growing market, not only at the expense 
of, but also with the help of the governments of its leading competitors, 
especially that of the us. During the 1950s, Germany nearly tripled its 
share of the manufacturing exports of the advanced industrial countries, 
1ts quotient increasing from 7.3 per cent to 19.0 per cent.® No less chan 
59 per cent of the increase in German manufacturing exports during the 
decade was thus made possible by Germany’s taking an increasing share 
of the market, compared to only 41 per cent made possible by the growth 
of che market per se. And almost all of that increase in share came at the 
expense of the economies of the us and ux.© 


German export-led growth was not only facilitated by the declining 
competitiveness of US producers in the world market, but was directly 
stabilized, indeed driven forward, by the call for German imports from 
the enormous us market itself.67 Over the course of the 1950s, exports to 
Oe E SN increased by almost 60 per 
cent, from 5.7 per cent to 9.0 per cent. Between 1950 and 1965, more- 
over, every upturn of the German business cycle was set off by a surge in 
exports which was given its impetus by an increase of Us demand associ- 
ated with a US cyclical upturn. At the start of the 1950s, ıt was only the 
Korean war and the wave of speculative buying that it incited that 
allowed the German economy to overcome its deflationary crisis of the 
late 1940s and initiate the first of these cyclical booms. Cyclical 
upswings in the American economy also set off the second, third, and 
fourth of these cycles, in 1955, 1960, and 1963, respectively.® In effect, 
the growth of demand in the US economy, and particularly the stabiliza- 
tion of demand there by means of large-scale military spending, helped 
drive an export-oriented economy in Germany which was itself founded 
on anti-Keynesianism.”° 


2. Contradictions of Internationalization, Late 19508 to Mid 19608 


During the late 1950s and early 1960s, while the Us economy temporar- 
ily broke its long-term pattern of slow growth, the German economy, 
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sustained an interruption of its momentum. The drop-off in growth 
began from a high level and, from the mid 1960s, the economy regained 
some of its former dynamism. Nevertheless, the problems behind the 
economy’s short-term hesitations were hardly superficial; they manifested 
profound structural problems which would turn out to plague, not only 
the German economy, but also the advanced capitalist economies taken 
together, and would ultimately bring about the shift from long boom to 
long downturn. 


The slowdown began around 1960. Between 1960 and 1965, the average 
annual growth of manufacturing output fell to 5.8 per cent, having 
averaged just under 10 per cent during the years 1955-60 and just about 
12 per cent for the whole decade of the 19503. The average annual growth 
of GDP, at 5.1 per cent, was down by about one-third from that of the pre- 
vious five (and ten) years. Part and parcel of the deceleration in the growth 
of output was a major reduction in investment growth, the average annual 
growth of investment in manufactunng falling to 4.1 per cent between 
1960 and 1965 from the spectacular average annual rate of 15 per cent 
between 1950 and 1955 and the still quite impressive average annual rate 
of 8.4 per cent between 1955 and 1960. Over the same period, the average 
annual growth of the manufacturing capital stock also fell, but only 
slightly. 


Finally, there was a decisive fall in profitability in manufacturing, origi- 
nating in the mid 1950s. Manufacturing profitability in 1960 was only 
about 10 per cent below its 1950 level. Still, the not insubstantial fall of 
20 per cent between 1955 and 1960 turned out to initiate a longer term 
trend. Between 1960 and 1965, manufacturing profitability fell by 
further 30 per cent.7* What had occurred to force down the rate of profit 
and, in turn, the rate of growth of investment and output? Just as the us 
temporary recovery between 1958 and 1965 had stemmed to an impor- 
tant degree from a major improvement in relative international produc- 
tive costs that had issued in an export boom (making possible a major 
increase in manufacturing profitability and investment), the German 
slowdown from the later 1950s through to the mid 1960s resulted 
largely, though not entirely, from a decline ın competitiveness, which 
undermined the capacity to export and resulted in a downward price 
squeeze on the profit rate. Declining competitiveness derived from two 
trends which were to become ever more pronounced over the period 
before 1973, one external, the other internal: first, the rise of manufac- 
turing producers across the advanced capitalist world prepared to chal- 
lenge German producers for markets and, second, the self-limiting 
character of a German form of economic development that was struc- 
tured to stumulate the growth of manufacturing exports at the expense of 
the domestic market. 


Between 1955 and 1960, although the German economy’s relative costs 
continued to decline ın relation to the Us, the UK, and the whole world, 
they ceased to do so with respect to its increasingly competitive 
continental European rivals France and Italy, or to Japan.7? From 1960 


7 Carlin, ‘Profitability in West Germany’, p 146. 
7 Ibid., pp 320-1; Sohmen, “The Dollar and the Mark’, p. 194. 
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onwards, moreover, the problem of relative costs intensified. In 1961, 
the revaluation of the mark brought an immediate increase of 4.8 per 
cent in Germany’s relative unit labour costs. And between 1961 and 
1965, Germany’s relative unit labour costs compared to its five leading 
competitors grew by another 2.4 per cent, a total of about 7 per cent for 
the five years.73 During the second half of the 1950s, German 
manufacturing productivity growth had been significantly higher than 
that of France and Italy, but thenceforth there was a remarkable reversal, 
with both French and Italian manufacturing productivity growth out- 
distancing that of Germany by more than 50 per cent between 1960 and 
1973.74 


Rising relative costs, representing both the intensification of competi- 
tion from abroad and upward pressure on costs from within, brought a 
steady and increasingly sharp reduction in Germany’s capacity to export, 

and to garner share of advanced country manufacturing exports, while 
opening the way to growing import penetration. Between 1950 and 
1955, Germany’s exports grew at an average annual rate of 15.2 per cent 
and its share of advanced country manufacturing exports increased 
spectacularly from 7.3 per cent to 15.3 per cent. Between 1955 and 
1960, Germany’s exports were still increasing at an average annual rate 
of 11.8 per cent, and its share of advanced country manufacturing 
exports grew to 20.3 per cent. Nevertheless, in these latter years, only 
one-third of the gain in share was due to the increased competitiveness of 
German goods, the remainder deriving from disproportionately growing 
demand for the products which Germany exported. Between 1960 and 
1965, Germany’s export growth fell to an average annual rate of only 6.1 
per cent per annum, and by 1965, its share of advanced country manufac- 
turing exports had declined slightly, to 19.2 per cent. Over the years 1955- 
65, import penetration increased from 19 per cent to 32 per cent.75 


The close correlation between declining competitiveness and declining 
profitability in manufacturing suggests that the former had an impor- 
tant role ın determining the latter. To what extent can this relationship 
be demonstrated more directly? 


During the second half of the 1950s, rising international competition, 
manifested in downward pressure on manufacturing prices, was respon- 
sible for at least half of the fall in manufacturing profitability.” Between 
1955 and 1960, the average annual growth of unit labour costs in 
manufacturing, at 3. 2 per cent, was about 12.5 per cent lower than that 
in non-manufacturing, at 3.6 per cent. Nevertheless, the manufacturing 
profit share declined by almost 8 per cent (and the profit rate by 20 per 
cent), while the non-manufacturing profit share increased by 8 per cent 


73 Carlin, ‘Profitability ın West Germany’, p. 327. 

M Carlin, “West Genman Growth and Institutions’, p. 457; AGH; OECD, Haterrcal Statistecs 
1960-95, Paris 1997, p. 52, Table 3.6 

7 Marels, Industrial Growth and World Trade, p. 220; Morgan, ‘Export Compeution and 
Import Substitution’, p 48, Carlin, ‘Profitability in West Germany’, pp. 320-1, 327-8 
When manufacturing profitability finally rose again between 1965 and 1969, the rate of 
growth of exports increased by two-thirds compared to 1960-65, and German menufac- 
turing regained the share it hed lost during that penod. 

76 This analysis follows Carlin, ‘Profitability in West Germany’, p 320 
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(and the profit rate remained the same) for the simple reason thet while 
manufacturers could raise their output prices at an annual average rate of 
just 1.6 per cent, non-manufacturers could raise theirs at an average 
annual rate of 3.6 per cent. Manufacturers’ inability to sufficiently mark 
up prices over costs was evidently their problem. Since manufacturing 
output consists largely of tradables, while non-manufacturing ourput 
consists mainly of non-tradables, ic seems reasonable to conclude thar 
manufacturers’ relative inability to mark-up over costs can be attributed 
to their vulnerability to intensifying international competition. By the 
same token, it was the effective immunity of non-manufacturing 
producers from international competitive pressure that allowed them to 
raise their prices sufficiently over their costs to avoid a wages-productiv- 
ity squeeze on profits. 


Table 4 
Costs, Prices and Profitability in Germany, 1955-60 
(average annual per cent change) 

NPR NPsh Pw LPy NW ULC PPri 
mfgr -4.5 -1.6 6.3 5.7 8.0 3.2 1.6 
omfgr 0.0 1.7 2.3 3.2 5.9 3.6 3.6 


Sources see Note on Marn Sources of Data Key to legend on page 265. 


Between 1960 and 1965, German manufacturing profitability contin- 
ued to fall largely, though certainly not exclusively, as a consequence of 
declining competitiveness. In 1961, the mark was revalued by 5 per 
cent against the dollar, bringing about an increase in its effective 
exchange rate of 4.5 per cent, with an immediate effect on manu- 
facturing profitability, which fell by 12 per cent in just that one year.”7 
Between 1961 and 1965, manufacturing profitability fell further, at an 
average annual rate of 5.3 per cent (or 21 per cent over the period). This 
time, unlike between 1955 and 1960, profitability outside manu- 
facturing did fall; even so, the decline was 60 per cent less steep than in 
manufacturing, at an annual average of just 2.05 per cent. In part, 
manufacturers’ problem remained what it had been in the second half 
of the 1950s: their inability to mark-up over costs to the extent non- 
manufacturers did, due to their exposure to the relentless downward 
pressure on prices of their overseas competitors. 


Unit labour costs in manufacturing, at 2.8 per cent, grew even more 
slowly than in the previous period relatively to those in non-manu- 
facturing, at 4.5 per cent. Similarly, while the manufacturing output- 
capital ratio expressed ın nominal terms fell at an average annual rate of 
3.3 per cent, it fell in real terms by just 1.8 per cent. The root of the 
divergence appears to have been the same in both cases: that manu- 


7 Ibid, pp 320-1. Though only very amall, the 1961 revaluation appears to heave 
checked the country’s export performance.’ Llewellyn and Potter, ‘Competitiveness and 
the Current Account’, in A. Boltho, ed., The Exrepecn Ecomeasy Growth and Crists, Oxford 
1982, p. 142. 
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facturers selling mostly tradables could raise their prices at an average 
annual rate of just 2.4 per cent, whereas their counterparts in non- 
manufacturing and in construction (producing capital stock, specifically 
structures) selling mainly non-tradebles could muse their prices at 
average annual rates of 4.05 per cent and 4.0 per cent, respectively. Asa 
result, between 1961 and 1965, the non-manufacturing profit share fell 
at an average annual rate of just 0.5 per cent, the output-capital ratio 
only 1.5 per cent. More than three-quarters of the 2.1 per cent average 
annual fall in the profit share and almost one-half of the 3.3 per cent 
average annual fall in the hy Aiba he ratio are thus attributable to 
declining German competitiveness.” 


The first half of the 1960s was the period when the postwar German 
labour market was at its tightest, since immigration from East Germany 
had just been closed and the systematic recruitment of gasterbeiter would 
not begin for another year or two. Unemployment was under 1 per cent. 
Yet the German labour movement failed to take much advantage of these 
favourable conditions to increase its political or institutional power and 
economic leverage. Instead, by all accounts, it was placed ever more on the 
defensive by increasingly well-organized employers, the pressure from 
whom, in Carlin’s words, ‘contributed to a realignment of the centre of 
gravity in the union movement toward moderation’.?9 While employers’ 
pressure was one factor, there is not much evidence that the trade union 
movement even tried to exploit the scarcity of labour. With the economy 
booming, it seems to have implicitly accepted the principle that the wage 
share should be kept roughly constant to facilitate ongoing capital accu- 
mulation. The trade unions thus sought wage gains roughly in accord 
with productivity. Up to 1958, there had usually been at least one major 
strike each year; after that date, official strike action pretty much disap- 
peared—amntil 1969-70. The really decisive steps in determining wages 
seem to have occurred largely at the local level, where negotiations in the 
works councils made for increments over the nationally negotiated agree- 
ments in accord with profitability. It was then, only, in the decade from 
the end of the 1950s to the end of the 1960s, after capital had succeeded in 
largely umposing a basic framework for labour relations in accordance 
with its needs, that the ‘politics of productivity’ came into its own—an 
expression of the progressive bureaucratization of the trade unions in the 
context of labour movement weaknesss and economic prosperity.& 


Over the years 1960-65, the average annual growth of nominal 


compensation in manufacturing, at 8.6 per cent, was not all that much 
higher than the 8.0 per cent recorded for 1955-60. And, compared to 


7 Somewhat more than balf of the fall ın the output-cepital ratio 13 accounted for, by the 


falling productivity of capital. 
79 Carlin, T rien: Ae PP. 332-3; AS. Markoviex and CS Allen, 
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Unions aod Dual Bergaining System Challenged’, in S. Barkin, ed., Worker Milrtemcy 
E E aes 1965-75, New York 1975, pp. 248-53, 257; W Muller-Jentsch and 
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that for 1955-60, the average annual growth of real compensation 
actually fell somewhat, to 5.2 per cent from 6.1 per cent for 1955-G0— 
and 6.0 per cent for the entire decade of the 1950s. The tight labour 
market was no doubt responsible for German producers having to absorb 
the not insignificant cost of the revaluation of the mark in 1961. But to 
attribute part of the squeeze on profits to capitalists’ inability to force 
labour to adjust to a fall in profitability (caused by declining competi- 
tiveness due to large current account balances and revaluation) is not the 
same thing as to attribute that fall directly to an increase in pressure 
from labour—for which, again, the evidence is lacking.® It was the 
decline ın competitiveness, not the pressure from labour, thet was ‘the 
moving part’. As even conservative German economists have been 
obliged to admit, with some amazement, until the end of the 1960s, the 
German labour movement was, by design or necessity, a model of sensi- 
tivity to the requirements of capitalist profitability. Despite the early 
visible indications of labour shortage and despite recurrent waves of 
immigration, [unions] did not immediately press for a long-term real 
wage increases above productivity growth.’ “To explain union restraint in 
the 1960s is very difficult...[But] for the time being, unions apparently 
took their assigned active role as corporatist guardians of stabilicy 
seriously enough to keep wage increases in check.’°? 


As has already been emphasized, part of the weakening of the export-led 
gtowth that was behind declining manufacturing profitability over the 
decade 1955-65 resulted from the increasing potency of Germany's 
international rivals, but it also had domestic roots. Export-led growth 
was thus, in tendency, self-limiting. Because it was systematically 
buttressed by macroeconomuc policy aimed at restricting the growth of 
demand so as to keep down prices, major current account surpluses were 
unavoidable, and these were bound to create strong pressures to revalue 
the mark. Mark revaluations, of course, undermined competitiveness, for 
they translated into higher relative unit labour costs—unless employers 
could somehow counteract their effect by correspondingly reducing 
nominal wage costs, an exceedingly unlikely eventuality. During the 
second half of the 1950s, German current account balances grew to 
about 2.5 per cent of GDP. Yet external surpluses of this magnitude could 
not be sustained unproblematically, and, by the end of 1950s, they had 
brought about a major increase in liquidity which was threatening to 
push up prices and thereby undermine competitiveness. The German 
monetary authorities initially sought to counteract inflationary pressure 
through monetary stringency, but this only encouraged an inflow of 
speculative capital aiming to profit from the increase in the rate of 
interest that was expected to result from tight credit. 


Germany's competitiveness thus threatened to self-destruct by bringing 
about an increase in German relative prices, either through the inflation 


® Carlin, ‘Profitability in West Germany’, pp. 326-7 
™ Giersch et al , The Fading Miracle, pp 154-6. Wage growth may well have played some 
indirect role in bringing down the profit rare in these years, especially in manufacturing. 
Tc appears to have induced the ‘premature’ substitution of capitel for labour, and thereby 
at least some of the marked decline in the productivity of capitel, (though the fall in the 
real ourput-capital ratio was paradoxically greater ourside manufacturing than within, 
despite manufactaring’s much faster race of product wage growth). 
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Table 5 
Costs, Prices, and Profitability in Germany, 1961-65 


(average annual per cent change) 
Na Neh ë rw Pw LPY Nw ULC PPr NYÍNK NY/NK NKřri 
real 
migr -53 -22 52 57 535 83 28 24 -33 -L] 40 
amfgt 205 05 53 38 38 84 45 44 -I5 -29 30 


Sources: see Note on Main Sources of Data Key to legend on p. 265. 


caused by the increase in the supply of money that was the counterpart of 
current account surpluses, or directly through the revaluation of the cur- 
rency. In the end, an appreciation of the currency could not be avoided, 
and the revaluation of 1961 led directly to a major fall in manufactunng 
(and non-manufacturing) profitability. That revaluation did, though, 
also help to reduce the current account surplus and thus to alleviate 
further upward pressure on the mark for the next half decade.® 


Developments in Germany during the late 1950s and early 1960s repre- 
sented a phase in a longer term evolution that would reach its culmination 
between 1969 and 1973, when Germany, and the other advanced 
capitalist economies, would experience the end of the boom and the 
onset of the long downturn. At that point, a further sudden decline in 
international competitiveness—which manifested both the specifically 
German tendency to exploding current account deficits leading to 
currency revaluations, and the broader international trend of intensified 
competition leading to system-wide over-capacity and over-production 
in manufacturing—would put unbearable pressures on manufacturing 
profitability and investment from which neither the German economy, 
nor the other advanced capitalist economies, would soon recover. In this 
sense, the slowdown of the first half of the 1960s prefigured the crisis 


thar was to come. 
Iv. Japan’s ‘High-Speed Growth’ 


Ac the beginning of the postwar period, Japan’s economy lagged far 
behind Germany’s; its industrial development had begun later and had 
come less far. Japan’s producers, like Germany’s, were initially able to 
compensate for their relatively very low productivity by paying wages 
that were relatively even lower. The fact remains that the Japanese econ- 
omy’s extraordinary postwar growth process is incomprehensible with- 
out reference to its specific economic, organizational and political forms, 
forms that, as a late developer, it was able to put in place in a way thar 
would have been impossible for the US or UK. Only by virtue of its 
economic institutions and the intervention of the state was the Japanese 
economy able to exploit the extraordinary opportunities offered by the 
world market, and particularly us demand, throughout the length of the 


postwar boom. 


8 Llewellyn and Potter, ‘Competitiveness and the Current Account’, p. 14.2 
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Initial Conditions 


In 1950, at the end of its postwar reconstruction process, Japan’s 
manufacturing productivity was, on average, 11 per cent that of the US 
and about 35 per cent that of Germany. Bur hourly wages in 
manufacturing were, at this point, just 6-7 per cent that in the us and 33 
per cent that in Germany. This left Japanese manufacturing unit labour 
costs 40 per cent below those of the us, although only slightly lower than 
those of Germany.™ It was Japan's favourable relative cost position in 
international terms that constituted the point of departure for its post- 
war economic development. 


Technical know-how and skilled labour, Although well behind the leading 
industrial economies at the start of its postwar development, Japan was 
hardly starting from scratch. More than a half-century of factory indus- 
trialization, initially in textiles, then in the heavy and chemical indus- 
tries, had enabled the Japanese economy, beginning from a very low base, 
to steadily narrow the technology and skill gap between itself and the 
capitalist powers of the West. Japan’s prewar and wartime military 
build-up had accelerated this process: its rate of technological advance 
had increased, and, by virtue of the technical training provided by the 
military industries, the workforce had further raised its level of skill. The 
educational standards of the working class, already fairly high as a conse- 
quence of the provision of universal primary education in the prewar 
period, were further elevated when middle school and high school educa- 
tion were made compulsory after the war.*5 


Low-waged labour. Japanese employers were able to get away with paying 
very low wages for their relatively skilled labour. As in Germany, during 
the 19308 a highly authoritarian regime had destroyed what had been a 
rather weak union movement. But, following Japan's defeat in World 
War n, the initially pro-labour policies of the us Occupation (scar) had 
opened the way for the vertiginous rise of a militant, politically radical, 
mass working-class movement. By the end of 1946, Japanese labour had 
engaged in strikes costing six million person days, many of them 
‘production control’ struggles, in which employees occupied workplaces 
and continued production under their own management to defend wages 
and working conditions and to prevent layoffs. Less than two years after 
the war had ended, unionization had risen to an extraordinary 46 per 
cent of the labour force. The labour movement had, moreover, quickly 
assumed a directly political character and, in addition to protesting the 
lack of food, ras seeking by direct action to create a more left-wing 


government. 


“ Daly, Japanse Manxfacterrag Competitreenas, Pp. 35, 37, 39 
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With the onset of the Cold War in 1946-47, however, US occupational 
authorities, as in Germany, reversed gears and moved to quell the rising 
tide of labour resistance. Having already dispersed a mayor direct action 
movement against the food distribution system in May 1946, on 1 
February 1947 General Douglas MacArthur invoked the full power of 
the Occupation to put a stop to a strike of government employees in 
which 2.6 million people had been expected to participate. In the 
succeeding period, in collaboration with the Japanese government, SCAP 
imposed a ban on government workers’ right to strike, announced it 
would refuse to approve wage increases that led to price increases, and 
levied devastating defeats on militant unions ın the newly established 
public corporations for the railways and for tobacco and salt production. 


At the end of 1948, again as in Germany, the Occupation authorities and 
the Japanese government implemented a harshly deflationary financial 
programme, the Dodge Plan. The purpose of this was not least to soften 
up the labour movement. Japanese employers exploited the ensuing reces- 
sion, in which unemployment rose above four million, to sack 750,000 
workers, a move which would have been previously blocked by the labour 
movement. With labour seriously weakened, the us Occupation authori- 
ties, the Japanese government, and Japanese corporations worked hand- 
in-hand to roll back labour’s conquests of the previous years. Under the 
protective umbrella of the 1949 amendments to the Trade Union Act, 
employers imposed new collective agreements that prescribed employers’ 
untrammelled right to manage and deprived unions of hard-won influ- 
ence over personnel matters. They also carried out a massive purge of 
Communist labour leaders from the factories and the unions and, urged on 
by scar, sought to have the Communist-led All-Japan Congress of 
Industrial Unions (Sanbetsu Kaigi) replaced by a newly formed General 
Council of Trade Unions of Japan (Sohyo). Even so, corporations still had 
to defeat a long series of bitter strikes to demolish the very substantial 
power Japanese workers had managed to establish at the level of the shop 
floor. Thus they prepared the ground for their newly-adopted rationaliza- 
_ tion and modernization programmes—at Toshiba (1949), Hitachi Elec- 

trical Machine Company (1950), Toyota (1951), Nissan (1953), Nibon 
Steel Muroran Works (1954), Oiji Paper (1958), and, finally, Miike Coal 
Mines (1960).% Only from the middle to late 1950s were they able to con- 
solidate Japan’s distinctive postwar system of cooperative labour relations, 
powerfully harnessing the Japanese labour force to the requirements of 
capital accumulation and competitiveness. Although this system has 


eS crac inl rae tn workers had established a shop-floor system whereby each 
group of ten workers elected delegates to a shop committee, and these committees 
assumed the authority to grant or refuse overtime requests ‘In the summer of 1953 the 
union carried out strikes and go-slows in support of a wage claim, bat were locked our. 
The management bad the financial support of the Industrial Bank of Japan, the Employers 
Federation ensured that Nissan's contractors would receive altermatrve ocders, and its 
rivals guaranteed that they would not steal its markets while the firm was out of produc- 
tion ' Eventually, after the union leadership was fired, the workers were cajoled into a ‘sec- 
ood union’, started by the white collar saff who wanted to cooperate with the company 
et aL, Caprtalicm Since 1945, p- 132. See also M. A. Cusumano, The Japenese 
Aste Industry, Cambridge, Mass 1985, p 148 
* Shimada, ‘Japan's Industrial Culture’, pp 272-4; S Tokunaga, ‘A Merxist Interpret- 
ation of Japanese Industrial Relations, with Speciel Reference to Large Private 
Enterprises’, ın T. Shica, ed , Comtemporary Industrial Relateons tn Japan, Tokyo 1983, pp. 
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been heralded as consecrating a ‘capital-labour class compromise’, it is 
better understood as manifesting the subordination of labour to capital, 
resulting from che destruction and consequent transformation of the mili- 
tant postwar Japanese labour movement. 


How Growth Occurred . 


Between 1950 and 1960, Japanese manufacturing output grew at an 
average annual rate of 16.7 per cent, and GNP at about 10 per cent—the 
highest rates among the advanced capitalist economies. The key to this 
extraordinary expansion was an investment boom of historic proportions. 
Private investment ın new plant and equipment in the economy as a 
whole rose at the spectacular average annual pace of 15.6 per cent for the 
decade, 22.6 per cent for the years between 1955 and 1960. After a 
hesitant start in the early 1950s, investment in manufacturing increased 
at the unheard of average annual rate of 33 per cent between 1954 and 
1961, the capital stock 9.5 per cent. The ratio of plant and equipment 
investment to GNP almost doubled over the period, increasing from 7.7 
per cent to around 14 per cent.% Such extraordinary investment growth 
naturally brought about an extremely rapid increase in the economy’s 
productiveness, Between 1950 and 1960, labour productivity in manu- 
facturing grew at an average annual rate of 10.8 per cent, in the private 
business economy at 7.5 per cent.9? 


What made possible the sustenance of such rapid growth, as ın Germany, 
was the Japanese economy’s ability to prevent the investment boom from 
bringing about the too rapid growth of costs. Over the years 1950-60, 
the industrial labour force nearly doubled.” Even so, while manufacturing 
labour productivity actually accelerated over the period, wage pressure was 
minimal. Between 1952 and 1961, the real consumer wage increased at an 
average annual rate of 4.7 per cent, the real product wage increased by 
just 6.1 per cent—orly two thirds as fast as labour productivity. The menu- 
facturing profit share thus rose at an average annual rate of 6.6 per cent 
during these years. With the output capital ratio increasing at an average 
annual rate of close to 5 per cent, the profit rate in manufacturing tripled 
between 1952 and 1961.% 


The Institutional Foundations of the Japanese ‘Miracle’ 


The rise in the profit rate through 1961 and—after a brief hiatus between 
1961 and 1965—the further rise through 1970, goes a long way to explain 
the magnitude of the boom. Bur the spectacular trajectory of the profit rate 
itself needs to be accounted for, and is quite inexplicable in purely market 
terms. In view of the extraordinary rates of capital accumulation and of the 
growth of the labour force over such an extended period, upward pressure 
on wages might have been expected, if not to squeeze profitability, at least 


5 See, for example, M Kenney and R. Florida, Beyond Mass Producten. The Japanese System 
and its Transfer te the US, New York 1993, pp 27-32. 
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to prevent profitability from sharply increasing. But the profit share and 
output-capital ratio were able to grow continually (with only very brief 
breaks) for close to two decades. 


According to neoclassical economic expectations, moreover, the plentiful 
supply of cheap labour should have led the economy towards a labour- 
intensive path. But, while nurturing major labour-intensive industries 
such as textiles and clothing, the Japanese economy also focused from the 
outset upon capital-intensive industries such as iron, steel, and petro- 
chemicals, despite initially low efficiency and high relative costs, and, from 
very early on, upon machinery. It became, moreover, almost immediately, 
not merely a successful borrower of technology, but a technological innova- 
tor, embarking upon a strongly capital- and (soon) rechnology-intensive 
trajectory. How can this evolution be explained? The ‘Japanese miracle’ is 
explicable only in terms of the specific political and institutional forms 
through which it developed, forms whose main raison d’être was precisely 
to transform the pattern of relative prices which would otherwise have pre- 
vailed. These forms alone can account for the cheap capital, the reduced 
level of investment nsk, the high levels of information (at reduced cost), 
the enhanced degree of protection from international rivals, the relative 
upward inflexibility of wages, and the enhanced opportunities to invest in 
human capital, which were made available to Japanese firms. And these 
forms alone can account for Japanese firms’ exceedingly productive, 
because so highly disciplined, exploitation of their extraordinary cost 
advantages. 


In the years immediately following World War 1—marked as they were 
by the implementation of de-concentration policies, inflation, a mass 
labour uprising, and the recession brought on by the severely deflationary 
Dodge Plan——even large manufacturing firms found themselves desper- 
ately short of capital and often on the verge of collapse. To make matters 
worse, with the opening of the economy to the world market ar the end of 
the 1940s, the strategically pivotal heavy and chemical industries, 
possessed of plant and equipment for the most part of ancient vintage, 
revealed themselves to have high relative and absolute costs, and thus 
incapable either of competing intemationally or of achieving a sufficient 
level of profitability to generate the funds needed for technological 
modemization.™ All else equal, capital should have been highly costly, and 
large-scale and long-term fixed capital investment should have been 
extremely risky. However, because the Japanese growth process was 
structured from the start by close interrelationships among networks of 
interlinked manufacturers, great banks that were deeply involved in 
industry, and a highly interventionist state, these problems were never 
allowed to materialize. 


Horizontal networks in manujaciuring and the merger of finance and industry. 
At the end of World War n, the us Occupation authorities formally 
dissolved the great zeibatsw that had dominated the prewar economy, 
destroying the holding companies that hed formed their core, and sell- 
ing the stocks of what had been their constituent manufacturing firms 
to the general public. But in so doing, they helped prepare the ground 


+ Kosa, Ere of High-Speed Growth, pp. 80-1. 
80 


for the emergence of a new form of equally big-business-dominated 
economic structure that brought together in a new pattern the basic 
elements of the old system. 


The leading manufacturing firms that had formerly been subsidiaries of 
the zaibatsu holding companies emerged as autonomous entities, under 
the direction of a new layer of professional managers, recruited from 
within their ranks and possessing close, and critically important, ties to 
the firms’ pivotal layers of technical and skilled workers. Almost imme- 
diately, however, these firms began to collaborate with the other 
subsidiaries of their old zathatsw to create horizontally linked industrial 
networks, initially on the informal basis of meetings between their 
company presidents. These so-called groups (or borizontal keiretsu), 
composed as they were by firms that had been in the possession of the 
now-dissolved zaihatse holding companies, typically contained a large 
number of major enterprises, representing an enormous range of different 
sorts of productive activity. Their members served to an important 
degree as one another’s customers, kept one another abreast of their 
technical changes and investment plans, and committed themselves to 

offering mutual aid to keep one another afloat. They thereby vastly 
increased their ability to plan, to reduce risk, and to react to changes in 
the market by altering their product mix, bringing in new products, and 
adopting new technologies.» 


These developments were complemented by the continuing pre- 
eminence of the old zashats# ‘lead banks’ which had not only emerged 
unscathed from the Occupation but were actually highly favoured by the 
postwar reforms. These banks quickly acquired positions at the core of 
the horizontal Aetretsw, providing their generally money-starved members 
a great part of their investment funds in the form of loans, and acquiring 
a significant block of each of their stocks. Dependent for their own 
success upon the success of the firms of their group, the banks typically 
found that it made sense both to support and supervise them, and 
adopted the practice of sending representatives to the members’ boards 
of directors to monitor the firms’ activities and to provide information 
and advice, as well as funds. 


Because the banks were so deeply involved with their manufacturer- 
debtors, the latter were enable to finance themselves to an unusual extent 
on the basis of debt rather than equity. Because stocks standardly require 
higher rates of return than loans (because of the greater risk with which 
they are usually associated) Japanese manufacturers were thereby enabled 


% For the previous two paragraphs, see I. Neketani, “The Economic Role of Financial 
Corporate Grouping’, ın M. Aoki, ed, The Ecomemx Analysts of the Japawess Ferm, 
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to operate at lower rates of profit on total assets (loans plus stocks) than 
could most of their international competitors, yet still accumulate capital 
at the same rate. They could also charge lower prices than could their com- 
petitors and make the same rate of profit on equity. Equally, because the 
banks’ own fate was so closely tied to that of their manufacturing debtors 
and because they so closely monitored their debtors’ economic activities, 
they found it both possible and in their own interest to actively commit 
themselves, on an informal basis, to their debtors’ economic success. They 
were therefore well-disposed to provide large injections of funds when 
potentially profitable projects suddenly emerged. They were, moreover, 
able and willing to come up with money to keep their debtors strong and 
solvent through hard times that were not of their own making, allowing 
Japanese producers to maintain investment levels, even through reces- 
sions, that were an impossibility for most of therr rivals in the West.” 


Since debt played such a big part in corporate finance, equity could play 
a different role for Japanese manufacturers than in much of the rest of 
the capitalist world. By the early 1960s, many leading manufacturers, 
especially but not only from the groups, had begun implementing a policy 
whereby they would buy one another's stocks, with the understanding that 
they would both hold these over the long run and refrain from ioterfering 
in one another's operations. The idea was to prevent ‘outsiders’, possibly 
American investors, from purchasing shares and thereby to secure the 
managers’ own long-term freedom of action. Firms were thereby freed 
from the need to pay large dividends—payments to.stockbolders out of 
profits were in fact tiny, especially ın comparison with those of the average 
us firm. They were thus able to invest a greater proportion of their profits 
than their rivals elsewhere. They were allowed, moreover, to orient their 
operations to long-run returns, subject only to their ability to satisfy their 
banker-financiers. The arrangement whereby banks’ monitoring end 
commitment functioned effectrvely in place of the stock market gave 
Japanese producers further scope to charge lower prices and accept lower 
short-term profit rates in the interest of increased market share and higher 
profit rates in the long run. This provided a tremendous advantage for 
Japanese manufacturing in the drive for increasing shares of world exports 
upon which its prosperity uluumately rested.9” 


The Crucial Role of the State 


Even given these powerful arrangements for mutual support within 
manufacturing and between manufacturing and finance, the banks could 
never have contemplated what would have been the exceedingly demand- 
ing and perilous task of financing the across the board transformation of 
heavy industry on their own. The state was therefore, from the start, 
obliged (and able) to assume a strategic position in shaping the industrial 
economy. Largely at the expense of workers and consumers, it provided 
desperately needed investment funds, either directly or through the 
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banks, and effectively guaranteed the investments of Japan’s leading 
corporations. By making financial advances contingent on how they 
would be used, the state was able to go far in determining the direction of 
the explosive process of growth that its patronage made possible. 


During the initial epoch of Japanese manufacturing development, banks 
were not only incapable of sustaining on their own the enormous risks of 
such development, but found themselves chronically short of funds. The 
government stepped in, formally and informally, to fill the breach, advanc- 
ing the banks desperately needed monies, generally with the proviso thar 
these be used in ways of which the government explicitly approved. 
Knowing that the government would back them up in case of emergency, 
banks were able to stretch their lending capability through entering into a 
permanent condition of ‘overloan’, effectively lending more money than 
they possessed to their manufacturing customers on the assumption thar 
the Bank of Japan would provide the funds to cover. To make up for the 
shortfall in the supply of funds that remained even so, the state established 
a series of new lending institutions of its own, notably the Export-Import 
Bank of Japan and the Japan Development Bank. Under the Fiscal 
Investment and Loan Program (FILP), the Ministry of Finance, in close 
collaboration with the Ministry of International Trade and Industry (marr), 
essentially funnelled money from the postal savings accounts maintained 
by households all over the country, through the Export-Import Bank and 
the Japan Development Bank, into favoured industrial and infrastructural 
projects. Even as late as the 1970s, the FIP supplied nearly one-third of all 
bank loans made in Japan, and, over the postwar epoch as a whole, loans 
under FILP amounted to 15-20 per cent of the nation’s gross fixed capital 
formation.” 


The state maintained tight control of the credit market, with the goal of 
keeping interest rates low for the great manufacturing corporations. To 
thar end, during much of the postwar epoch, it protected capital markets 
from foreign penetration and directly rationed credit, preventing 
interest rates from reaching the levels they would have done had the 
market been allowed to operate—and all agents allowed to bid for funds. 
The authorities thereby ensured that the privileged few were adequately 
supplied with cheap loans, accomplishing this through their famous 
‘window guidance’, whereby they saw to it thar the great ‘city’ banks at 
the core of the major horizontal Aeiretiw got most of the money and in 
turn lent it to their constituent great manufacturing corporations. By 
the same token, consumers were largely deprived of credit, and thereby 
obliged to put aside money in their bank and postal savings accounts 
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over many years at low interest rates before buying big ticket items, 
especially housing. The price of housing was intentionally pushed up by 
the government (for instance, through zoning regulations restricting the 
number of floors in residences) in order to force savings, further repress 
consumption and thereby free up additional funds for investment. 

Similarly, utilities rates discriminated against consumers and in favour of 
industrial corporations. The Japanese economy thus secured the highest 
household savings rate among the advanced capitalist economies, and, as 
noted, the government saw to it that much of the money amassed in 
savings accounts was recycled into industry. Industriel credit was 
therefore cheap, and became less costly over the whole period to 1970.7? 


The government did not, of course, confine itself to the indirect and 
passive role of ensuring adequate financial resources for industrialization. 
It used its power to provide loans, tax breaks, and other favours to banks 
and industrial corporations as a lever to influence the specific direction, as 
well as the level, of investment. As in Germany, the increase in demand 
generated by the Korean War fortuitously pulled the Japanese economy 
from the deep recession precipitated by the implementation of the Dodge 
Plan’s deflationary policies. When the Korean War boom petered out, the 
government stepped in to catalyze a massive, planned modernization 
process directed towards the development of heavy industry. It made 
enormous investments in infrastructure—toads, railways, port facili- 
ues—which were carefully planned to allow Japanese producers to get 
their ourput from their plants to the ships for export as cheaply as possi- 
ble. It allowed, moreover, massive tax breaks on capital invesement— 
accelerated depreciation and the like—and d+rectly provided close to 40 
per cent of the loans assumed by the steel, coal, electric power, petrochem- 
ical, cement, and shipping industries ın the course of the 1950s. The 
huge advances it made to fund starved banks were forwarded on the con- 
dition that they would be funnelled to these priority industries. Huge— 
and otherwise inconcervable—investments in the import of machinery 
were thus made possible, and further facilitated by government mtioning 
of foreign exchange but only to those firms that showed themselves capa- 
ble of exporting. Over the course of the decade, this programme brought 
major reductions in the prices for the output of basic industry, paving the 
way for the emergence, especially from the later 19508 and early 1960s, of 
a new phase of industrial development, marked by the rise of dynamic 
new ‘processing’ sectors which used the outpurs of heavy industry, 
especially the burgeoning transportation (car) and machinery industries. 
The state gave powerful support to the latter through the Machinery 
Industry Promotion Temporary Measures Law of 1956 and the Elec- 
tronics Industry Promotion Provisional Measures of 1957, under which ıt 
offered extensive loans and other forms of subsidy to the large sector of 
small, under-capitalized engineering firms that supplied parts and 
services to the great exporting corporations at the core of the manufactur- 
ing economy. To make sure all these sectors had time to marure, the 
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government provided an umbrella of trade protection across manufactur- 
ing, treating virtually the whole sector, in defiance of neoclassical ortho- 
dory, as ‘infant industry’ for an extended period, and prohibited most 
direct investment in Japan by overseas multinational corporations.'*? 


The government sought not only to stimulate the most mpid possible 
growth of investment, especially in those sectors ıt deemed most strategic, 
but to control its effects by regulating its level through the organization 
and sanction of investment cartels. In so doing, it aimed to avoid the 
‘ruinous’ price competition that tended to result from cost-cutting and 
that threatened to undermine profits on the huge fixed capital investments 
required for development. The problem with cartels, of course, is that, in 
the process of reducing risk and guaranteeing profits, they also reduce the 
competitive pressure to improve. The government went some distance to 
overcome this drawback by forcing firms to compete for the right to 
invest. Under its ‘administrative guidance’, firms were allowed to invest 
only in proportion to their share of che market. To increase their invest- 
ment quotas, firms were thus obliged to struggle to raise their market 
share, and—given the at least formal absence of price competition—they 
were obliged to accomplish this through making the fullest urilization of 
their capacity, introducing new cost-cutting techniques, and improving 
the quality of their goods, while carrying out mergers and acquisitions. 
The result of their efforts was massive investment and improvement, with 
ever greater economies of scale further facilitated by a powerful trend to 
industrial concentration across manufacturing.’ 


As a by-product of the operation of these mechanisms, even in the 
presence of investment cartels, the market tended to become flooded and 
to put downward pressure on prices. But the government made sure that 
over-production caused minimal damage by establishing recession 
cartels, which, by more firmly setting prices and quantities, allowed 
firms to maintain profits despite over-stocked markets, again at the 
expense of consumers. Japanese big businesses could thus have it both 
ways, as their leading rivals overseas could not: they were able to lay 
down great masses of fixed capital embodying the best technology at a 
dizzying pace and thereby rapidly increase productivity; but they could 
largely avoid the accompanying worry about the premature obsolescence 
and reduced profitability of this fired capital that might result from their 
competitors’ subsequent cost- and price-cutting and/or over-production in 
the line. They thereby increased their already enhanced ability to maintain 
their levels of investment through recessions. With domestic prices arti- 
ficially inflated, moreover, they were enabled to more easily increase 
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international market share by reducing their prices on exports below 
what they charged on sales at home.?™ 


In sum, with the help of the banks and their associated networks of man- 
ufacturing firms, the state put massive investment funds into the hands 
of Japan's large corporations, which it believed were the economic agents 
best equipped to carry out the growth process; made sure that money 
flowed most freely to enterprises in those sectors it saw as strategic-—ini- 
tially heavy industry, then the processing industies. At the same time— 
and indispensably—it discip/:med the corporations by obliging them to 
enter into intense competition for market share, both at home through 
imposing investment quotas and abroad through requiring export 
performance as a condition for ongoing financial support. Finally, with 
its implicit guarantee against the business failure of the leading corpora- 
tions, the state offered Japanese capital the most secure possible environ- 
ment for profit-making, thereby facilitating, for close to two decades, 
what would otherwise have been the hazardous process of investing ‘in 
advance of the market’. 


The Slow Growth of Wages 


It remains to explain why, in view of the unprecedented rates of accumula- 
tion of capital, wages failed to increase so as to place greater pressure on 
profits. During much of the 1950s, the slow growth of real wages 
compared to labour productivity was, in part, due to the presence of the 
huge populanon of semi-employed labour and labour of low productivity 
that remained in agriculture and the small business sector. As late as 1950, 
half the labouring population was ın agriculture; self-employed people in 
small businesses, plus smell farmers and their workers, made up 60.6 per 
cent of Japan’s working population. 1 By drawing upon this huge labour 
pool, the industrial economy could at once secure productivity gains by 
transferring workers into manufacturing and keep wages down by keeping 
labour supply up with labour demand. Even so, by the end of the 1950s, 
unemployment had fallen to 1 per cent. Given this much pressure in the 
labour market, labour’s share would surely have been higher, had it not 
been for the intervention of a Japanese labour movement oriented to the 
needs of capital accumulation. 


Japanese unions were organized on a firm-by-firm basis. This type of 
‘enterprise union’ structure had not prevented their functioning as 
powerful weapons of struggle in the temporarily successful efforts of the 
immediate postwar years to win a measure of control over the labour 
process and over hiring and firing. But labour’s gains had been reversed, 

and Japanese management had, by the middle to late 1950s, achieved 
virtually unchallenged hegemony on the shop floor. New, more moder- 
ate trade union federations had risen to prominence on the nuns of their 
more militant predecessors, and, in just a few years, Japanese unionists 
had transformed themselves from among the most strike-prone to 
among the least strike-prone in the world.*% 
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With prospects for further successful resistance so profoundly reduced, 
many workers saw little choice but to hitch their fate to that of their 
firms, and to seek to improve their condition by improving their firms’ 
profitability. The significance of enterprise unions was thus transformed. 
Far from taking workers out of competition with workers in other firms 
in the same industry—the basic function of standard trade unionism— 
Japanese enterprise unions yoked their members to the competitive 
process. Enterprise unions in Japan thereby came to provide the perfect 
institutional framework for eliciting the collaboration of the labour force 
in the tumultuous processes by which new technology was rapidly intro- 
duced and production radically reorganized, allowing for the intensifica- 
tion of labour and increasing flexibility in the allocation of labour on the 
shop floor. At the same time, employees were made acutely conscious of 
the need to keep their wage demands in line with productivity growth 
and the requirements of their firms’ profitability.?% 


While the emergence of this new system of collaborative labour relations 
had as its historical precondition the persistent application of great force 
against labour, its relatively smooth reproduction is incomprehensible 
without reference to the gains it provided the labour force, especially 
those sections employed in the great manufacturing corporations. These 
workers accrued steady wage increases, which were very substantial in 
absolute, if not in relative, terms. More significantly perhaps, they were 
able to win guaranteed ‘lifetime employment’—an assured job with 
their firm until enforced retirement at about the age of fifty-five. Still, 
the great corporations derived a great deal of benefit from ‘lifetime 
employment’, because its obverse side, so to speak, was a system of pro- 
motion by union seniority that effectively confined employees to the 
same company throughout their careers; the prevalence of enterprise 
unionism meant that unionists who left their firm would lose the benefit 
of their union-based seniority. With the likelihood that their employees 
would leave thereby reduced, Japanese corporations could safely invest in 
and profit from their employees’ skills and education to a degree 
unimaginable for the typical capitalist employer dependent upon the 
market in mobile wage labour. Because firms could not fire their 
employees, employers were obliged to treat them as one more, very 
major, fixed cost, thereby acquiring a powerful incentive to keep 
investment up during the course of recessions and, in extremis, to 
diversify into new lines rather than to cut back when the market would 
no longer absorb their output at former levels. 


In view not only of the dynamism but also the stability of the accumulation 
process during the first two postwar decades, the great Japanese 
corporations could hardly have been much inconvenienced financially by 
the grant of permanent employment. Intentionally or not, moreover, the 
labour movement effectively compensated capital for this privilege by 
refraining from extending its organization beyond the 30 per cent or so of 
the labour force employed by the great manufacturing corporations (union 
density, it will be recalled, had risen above 45 per cent during the postwar 


1% Tokunage, ‘A Marxist Interpretation of Japanese Industral Relations’, pp 315-17. 
Having ceded to management a virtual monopoly on the shop floor, unions had little role 
but to organize the annual ‘Spring Offensive’ on wages. 


87 


labour upsurge, but had then fallen by a third in the wake of the employers’ 
offensive). Workers employed in the myriad small shops which supplied 
the great corporations were left ununionized. Corporations therefore had an 
especially powerful incentive to ‘contract out’ production to these firms, 
and to constitute and expand those vertical networks of subordinated, but 
nonetheless formally independent, suppliers (vertical Aeiresw) which 
provided a great proportion of their semi-finished inputs. By this means, 
the great corporations could both enhance their own profits, since their 
suppliers paid lower wages than they did themselves, and cushion them- 
selves from the business cycle, since they could oblige these suppliers and 
their workers to absorb the unused capacity and the unemployment which 
accompanied business downtums. While the great corporations at the core 
of the economy thus dominated and exploited their suppliers, they also 
maintained very close, long-term relationships with them, helping them to 
improve their technology and productive organization with the aim of 
making them maximally competitive precisely so thar there would be no 
need to replace them.?” 


Investment-Led, Export-Oriented Growth 


Japan's rapid growth process during the 1950s and beyond was 
‘investment led’ and based heavily on the home market. Demand grew 
rapidly as a result of both the rapid growth of investment and the rapid 
real wage growth made possible by the large increases of labour 
productivity. But Japanese growth was also, from the start, export-oriented, 
indeed fundamentally dependent upon exports. The ability to mpidly 
raise productivity allowed the Japanese economy to increase 1ts competitive 
advantage and its share of the world market with respect to its leading 
overseas rivals in a growing range of manufacturing lines. But, as for 
the German economy, rapid export growth was for the Japanese economy 
itself a basic condition for maintaining such rates of productivity 
increase. It was also indispensable for maintaining the high levels of 
capacity utilization required to cover the enormous fixed costs that 
resulted from the economy's rapid growth of capital stock, its dependence 
on debt financing, and its commitment to permanent employment." 


For the Japanese economy, as for the German, successful export growth 
was not only a manifestation of its producers’ ability to keep costs down, 
but also an artefact of policy. Both fiscal and monetary policy were keyed 
to controlling inflation in general and promoting exports in particular. 
Until the mid 1960s, the Japanese government, like Germany’s, always 
maintained a balanced budget, eschewing any sort of Keynesian fiscal 
policy, and in this way actually repressed home demand." Monetary 
policy was formulated so as to maintain the balance of payments. 
Through the length of the long upturn the mechanism of the Japanese 
business cycle was thus driven by government action. Until the mid 
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1960s, each investment boom would eventually threaten to send the bal- 
ance of payments into deficit. In response, the government would delib- 
erately tighten the money supply so as to engineer a recession, reducing 
imports and lowering pressure on export prices. “When the recession had 
sufficiently redressed the payments imbalance...monetary policy was 
shifted toward ease, encouraging growth to resume at its own pace 
until the need for restriction again became clear.’ Domestic expansion, 
in particular the growth of domestic demand, was thus subordinated to 
the requirements of export growth, in perticular the need to control 
export prices, and domestic production costs were kept in line with the 
requirements of international competition. The stare was of course also 
giving the strongest possible support to the drive to increase exports by 
subsidizing investment in export industries and providing a high degree of 
protection to Japan’s largely export-oriented manufacturers. "° 


Japan enjoyed the lowest rate of manufacturing price increase of all the 
advanced industrial economies throughout most of the two decades after 
1950. The wholesale price index for the manufacturing sector grew by a 
total of 1 per cent between 1955 and 1960. Japan’s international 
competitiveness thus improved steadily and significantly over the course 
of the 1950s. Manufacturing unit labour costs in Japan remained 
virtually level between 1950 and 1960, while those of the US grew by 
about 40 per cent and those of Germany by a little less than 20 per cent. 
Export prices actually declined at an average annual rate of 1.9 per cent 
over that period, while those for Germany and the us increased at 
average annual rates of 0.5 per cent and 2.2 per cent, respectively. Japan’s 
exports could thus increase at an average annual rate of 14.9 per cent 
between 1951 and 1960 (15 per cent between 1951 and 1965), 50 per 
cent faster than the growth of output.**! 


The Japanese economy, like the German, took advantage of its rapid 
export growth to secure otherwise unachievable productivity gains, both 
by securing economies of scale in particular lines and by constructing an 
exceptionally large manufacturing sector, the locus of accelerated 
processes of technical change that could not have been matched in other 
sectors. Between 1952 and 1960, Japanese exports as a share of GDP rose 
by 14 per cent. But this aggregate figure does more to obscure than 
illuminate the central place of export growth in postwar Ja 
development, because it distracts artention from the fundamental role of 
exports in underwriting the pivotal, and extraordinarily dynamic, 
Japanese manufacturing sector. By 1960, the share of manufacturing 
exports in manufacturing output had grown to 28 per cent, and con- 
tributed significantly to the increase of the share of Japanese manufac- 
turing output in total output from 19.5 per cent to 26.4 per cent and of 
the manufacturing labour force in the total labour force from about 15 
percent to 22 per cent during the previous decade.*"? 
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The rapid growth of international trade during the 19508 and the 19608 
was for Japan, as for Germany, an enabling condition for export 
expansion. Still, like Germany, Japan could not have increased its 
exports anywhere nears as rapidly as it did, except by appropriating an 
increasing share of world exports. Between 1950 and 1959, Japan doubled 
its share of the manufacturing exports of the twelve leading capitalist 
economies, from 3.3 per cent to 6.6 per cent (and to 7.6 per cent by 
1963); it thereby accounted for no less than 75 per cent of the total 
increase in its exports in this period (1950-59). Had Japan merely 
maintained its market share, its exports would have increased in these 
years by only a quarter of the amount they actually did. Japan’s was the 
only economy besides Germany’s to substantially increase its share of the 
world market over this period. The two countries’ gains, taken together, 
accounted for almost the total loss sustained by the us and the uK.*%3 


The high degree of confidence that allowed manufacturers to unleash 
Japan’s extraordinary postwar wave of investment is, in the last analysis, 
incomprehensible apart from their ability to vircually count on being able 
to invade the markets of their main overseas competitors. Japanese manu- 
facturing thus developed through hot-housed ‘excessive competition’, 
bringing about debt-financed over-investment, leading systematically to 
manufacturing over-production. The tendency to ovet-production had a 
major potential for disruption because of the economy's unusually high 
reliance on fixed costs—inevitable interest payments for the huge invest- 
ments ın plant and equipment, and invariant wage bills for a labour force 
that could not be laid aff. Cartels were constructed to cope with the ten- 
dency to over-production, but they could be only partially effective. 
Japanese manufacturers therefore had no choice but to sell abroad, as long 
as the prices they could secure exceeded their costs for circulating capital. 
Naturally, those ‘concentrated downpourings of exports’ for which the 
Japanese economy became famous—or infamous—tended to take place 
even more regularly in recessions than in booms.'™ It is hardly surprising 
that, in pursuing this course, the Japanese economy, even more than the 
German, cramped the growth potentials of its leading competitors, and, in 
the longer run, as we shall see, threatened the stability of the entire inter- 
national system. 


Accounting for the Long Boom 


From the late 1940s into the mid 1960s, the advanced capitalist 
economies experienced a boom of historic proportions. But the experi- 
ences of the US, Japanese, and German economies ın this period provide 
little basis for concluding that this extraordinary spurt of growth was 
attributable to the emergence of new institutions making for the steady 
increase of effective demand through the welfare state, the ‘capital- 
labour accord’, and Keynesian demand management. The increased 
steadiness in the growth of demand, resulting from the permanently 
increased size of the state sector in most of the advanced capitalist 


113 A, Marels, Imauctrse! Growth and World Trade, Cambridge 1959, pp 189, 200-1, A D 
Morgan, “Export Competition and Import Sabentunon The Industrial Countnes 1963-71’, 
in R. A. Batchelor et aL, eds, Inluctrsa/rxatron and the Basts for Trade, Cambridge 1980, p 48 
14 Yamamura, ‘Sucess that Soured’, pp 99-100; Shinobent, Indastreel Growth, pp. 110-14. 
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economies, must have helped endow these economies with greater stabil- 
ity than in the past. It may also have made for increased confidence on 
the part of capitalists, encouraging them to invest and innovate. But in 
Germany and Japan, where the most rapid growth took place, supply- 
side conditions were clearly responsible for economic dynamism. In the 
us, by contrast, the economy stagnated during the 1950s, despite the 
subsidy of demand by public deficits and the growth of the wage share, 
and its brief takeoff during the first half of the 1960s was made possible 


largely by holding down the growth of wages. 


Where the autonomous growth of demand did operate powerfully to 
augment investment and growth, it appears to have done so, paradoxi- 
cally, less within national boundaries than across them. German and 
Japanese manufacturers derived much of their dynamism by means of 
appropriating large segments of the fast-growing world market from the 
us and UK. This redistribution of market share—the filling of orders 
(demand) by German and Japanese manufacturers that bad formerly 
been supplied by us producers—gave a powerful boost to their invest- 
ment and output, while detracting somewhat from the growth prospects 
of the us and the ux. The resulting pertern of development was 
extremely uneven, but it made for 2 boom of historic proportions. 


Table 6 

Exports of Manufactures as a Percentage of Manufacturing Output 
1913 1950 

Germany 31 13 

Japan 40 29 

France 33 23 

UK i 45 23 

Total for advanced 18 10 

(including us ) 


Soarce. Marzels, Ineectrie] Grooth and World Trade, p 223 


Even in the early to mid 1960s, the process of international competition 
leading to the redistribution of export shares appeared not only 
inevitable, but to be welcomed. The game’s big winners had been 
Germany and Japan, recently economic basket cases, and its losers were 
the old wealthy hegemons, the us and the UK, who could apparently 
afford it. From a global standpoint, moreover, the effects of international 
competition ın terms of the redistribution of world export shares were 
clearly subordinate to those arising from the growth of the international 
division of labour. It is true thar improvements in the relative cost 
position of manufacturing production ın Germany and elsewhere had 
been detrimental to the US manufacturing sector to the degree that it 
attracted investment overseas and away from the domestic economy. 
Nevertheless, the i increasing of competitiveness of German and Japanese 
manufacturing exports in this period appears to have had relarively little 
direct negative effect on US production or profits for the simple reason 
that goods produced abroad remained for the most pert unable to 

oI 


x 


compete in the US market and because US producers depended to only a 
small extent on overseas sales. Uneven development was thus, in this 
crucial respect, even at the start of the 1960s still to a surprising extent 
separate development, unmediated by world trade and the world 
division of labour. 


At the start of the 1950s, reflecting the collapse of world trade in the 
interwar period, advanced capitalist countries’ manufactured exports 
constituted just 10 per cent of manufacturing output (in constant prices), 
about half the proportion in 1913." Over the following decade, the 
growth of trade was quite rapid. Still, even by the early 1960s, trade 
represented a very restricted part of total output, especially in the us.1"® 
As late as 1965, ımports constituted a mere 3.1 per cent of the US market 
and manufacturing imports just 5.4 per cent. US exports at this point 
constituted just 5.1 per cent of GNP and manufacturing exports only 8.8 
per cent of manufacturing output. Up to that point, Japanese and 
German exports were unable to much affect US manufacturing profitabil- 
ity by forcing down the prices of goods in relation to their costs. Prices 
rose just as rapidly in the manufacturing sector as in non- manufacturing 
in the years between 1950 and 1958, when manufacturing profitability 
fell substantially. This was the case even though the former sector pro- 
duced mostly tradables and was therefore subject to the pressure of inter- 
national competition, whereas the latter sector produced mainly 
non-tradables and was therefore mostly invulnerable to it. It was because 
US-based manufacturers founded their growth to such a great extent on 
the us domestic market, and because their foreign rivals were only just 
beginning to compete strongly in that market, that US manufacturers’ 
loss of world export share had so little impact on their profitability. 


The fact remains that the intensification of international competition 
retained the potential for undercutting profitability more directly. The 
same processes of technical innovation leading to cost- and price-curting 
that enabled some to improve their shares of world trade could undermine 
the ability of others, not only to attract investment funds, but to realize 
their investments at their former rates of return, threatening profitability 
not only in particular economies but in the advanced capitalist world as a 
whole. It would not indeed be long before just such processes would reveal 
their potential for disruption, not only of the world’s leading economy, 
that of the us, but of the international economic system. 


"3 Glyn et al., ‘Ruse and Fall of the Golden Age’, p. 43; Maizels, Industrial Growth and 
World Trade, p 223. 

116 Due to the apid growth of output for the home market, between 1950 and 1960 the 
proportion of GNP that was exported (in current prices) actually declined in both Burope 
and Japen—from 22 3 per cent to 21.0 per cent for the former, and from 12.7 per cent to 
10.5 per cent for the lacter, alchough it increased substantially in constant prices. Glyn et 
al , The Rise and Fell of the Golden Age’, p 43, 50-2, 87. 
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CHAPTER THREE 
THE ONSET OF CRISIS, 1965-73 


During the brief period between 1965 and 1973, the advanced capital- 
ist world was suddenly projected from boom to crisis. Profitability for 
the G-7 economies, taken individually and in aggregate, fell sharply, 
especially in manufacturing, initiating a long epoch of reduced rates of 
profit on capital stock, With some lag, investment growth fell sharply 
and in secular fashion, leading to severe reductions in the growth of 
output, of productivity, and of real wages, as well as sharply higher 
rates of unemployment and much more severe recessions. 


As I shall try to demonstrate, the onset of the long downturn across the 
advanced capitalist world 1s comprehensible in terms of the mechanisms 
leading to profitability decline sketched earlier.’ Between 1965 and 
1973, German and especially Japanese manufacturers combined 
relatively advanced techniques and relatrvely low wages to reduce costs 
sharply relative to those of their competitors; they dramatically seized 
increased shares of the world market and imposed on it their relatively 
reduced prices. Their competitors found themselves facing lowered prices 
for their output with the same production costs as before. Some had to 
withdraw. Others, to hold on to their markets, had little choice but to 
accept significantly reduced profit shares, output-capital ratios, and profit 
rates since they could not mise prices above costs as much as they had 
previously. As a result of the unplanned-for irruption of lower-priced 
Japanese and German goods onto the market, US manufacturing produc- 
ers in particular turned out to have over-invested, in the sense that they 
were unable to secure the established rate of return on their placements of 
capital and labour. Over-capacity and over-production leading to falling 
aggregate profitability in the manufacturing sector of the G-7 economies 
was the result. Between 1965 and 1973, US manufacturers sustained a 
decline ın the rate of return on their capital stock of over 40 per cent. 
Because the Us manufacturing capital stock represented such a large share 
of the G-7 total, the G-7 economies sustained a fall in their aggregate 
manufacturing profitability of about a quarter in those same years.? Well 
before the oil crisis, then, the advanced capitalist economies as a whole 
were facing a significant problem of profitability. 


Still, a fall in profitability, even a sharp one, does not necessarily create 
long-term economic difficulties. A crisis initially emerged in this case 
because, in response to their reduced rates of profit, higher cost—mainly 
us——manufacturers failed to redirect their investments sufficiently into 
other lines. Instead, they sought to maintain their output and retain their 
markets by lowering their prices and accepting reduced profit races, 
reproducing in the process system-wide over-capacity and over-production. 
Because they possessed great masses of fixed capital that was sunk, already 
paid for, these firms had every reason to try to retain their place in the 
market so long as they could make at least the average rate of profit on 


7 See above, pp 24-35. 
* Armstrong et al, Capeta/ssm Soap 1945, p 351, Table ar. 


their new advances of circulating capital. This was all the more the case, 
given their vast accumulation of ‘intangible’ assets—most especially 
technical knowledge, but also ties to suppliers and customers and the 
like—es well as their ability to rake on debt to make possible modemiza- 
tion investments and tide them through recessions. A long economic 
downturn thus began because the ‘normal’ process of adjustment— 
whereby firms suffering reduced profit rates move into new lines, bringing 
supply and demand back into line and restoring average profitability— 
failed to take place. 


Falling profitability was not long confined to the us economy, but soon 
enveloped all of the leading capitalist economies, including Germany and 
Japan. In attempting to sustain their position on the market, US producers 
were obliged to accept their fixed capital costs as given. But they had other 
ways to respond. They could try themselves to improve efficiency by bring- 
1ng in new techniques. They could attempt to reduce wage growth and 
intensify labour. They could turn to their government to secure currency 
and trade policies that would improve domestic firms’ competitiveness by 
increasing their overseas competitors’ relative costs. In fact, US manufactur- 
ers achieved some success on all these fronts. They repressed labour and the 
growth of wage costs to an extent that their competitors found impossible 
to match. They also unleashed a major wave of investment designed to 
update their plant and equipment. But what was ultimately most decisive, 
by triggering a profound crisis of the international monetary system, the US 
government forced a very major devaluation of the dollar, which sharply 
reduced the relative costs of US manufacturers at the expense of their main 
overseas rivals in Germany and Japan. 


The international monetary crisis was itself prepared by the same processes 
of over-investment through uneven development and international compe- 
tition that had precipitated the initial fall in profitability in the us. 
Japanese and German manufacturers based the final stages of their postwar 
booms in large part on the accelerated penetration of a Us home market that 
was rapidly expanding in response to the precipitate rise of US federal 
deficits. Bur the unavoidable concomitant of the stepped-up subsidy of us 
domestic demand, and the ongoing repression of German and Japanese 
domestic demand, was the emergence of record-breaking US current 
account deficits and record-breaking Japanese and German current account 
surpluses. The rise of such deficits and surpluses could not but precipitate a 
fundamental revision in international exchange rates, in favour of the US 
and at the expense of German and Japanese competitiveness. Between 
1970 and 1973, US producers were thus able to markedly improve their 
international competitive position and thereby shift, to some degree, the 
weight of the overall international decline of profitability in manufacturing 
on to their leading competitors, extending the profitability crisis to both 
Japan and Germany but withour resolving it at home. 


In what follows, I shall attempt to provide evidence and argumentation 
for the foregoing interpretation. In the process, I shall try to demonstrate 
that the rise of working-class resistance in the three economies in this 
period was more a consequence than a cause of the problems of 
profitability. I take as my point of departure an empirical critique of 
what remains today the dominant view, that of the supply-side theorists. 
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I. Descent Into Crisis 


1. The United States 


The origins of the long downturn in the advanced capitalist world are to 
be found in the us economy in the years after 1965. Between 1965 and 
1973, the rates of profit in the manufacturing and private business 
sectors fell by 40.9 per cent and 29.3 per cent, respectively. Put another 
way, from the business cycle that marked the height of the long postwar 
upturn, which ran from the second quarter of 1960 through to the third 
quarter of 1969, to the first business cycle of the long downturn, which 
ran from the fourth quarter of 1969 through to the third quarter of 
1973, the average rates of profit in the manufacturing and private busi- 
ness sectors fell by 31 per cent and 18.5 per cent, respectively. 
Profitability in the US economy thus began a downward trayectory that 
would not bottom out until the early 1980s. The fact that the prof- 
itability decline predates 1973 is significant, because it implies that the 
fall in profitability that set off the long downturn, coming as it did 
before the onset of the oil could not have been caused by it. Whar, then, 
lay behind the fall in profitability? 


According to advocates of the consensus, supply-side view, the fall in 
profitability was the result of the out-running by wage growth of 
productivity growth, which was itself an expression of labour’s enhanced 
market and socio-institutional power and pressure. I will try to refute 
this interpretation by showing that profits were squeezed, not so much 
by increased upward pressure on costs resulting from the exercise of 
increased power by workers, as by increased downward pressure on prices 
reflecting intensified international competition leading to over-capacity 
and over-production in the market for manufactures. 


In criticism of the idea that workers squeezed profits by pushing up 
costs, I make three main points to prepare the ground for my own 
analysis. First, the growth of real wages, a rough-and-ready indicator of 
workers’ influence, fell not only in the short run but in the long term— 
first during the period of rising profitability from 1958 through 1965, 
then during the period of falling profitability from 1965 through 1973. 
A fifteen-year slowdown in the growth of real wages would seem to 
bespeak the opposite of increasing workers’ power. Second, there is no 
trend toward declining productivity growth before 1973, since the 
growth of manufacturing productivity actually increased in this period, 
while that of the private business economy as a whole failed to fall. It is 
therefore hard to see how increased workers’ resistance and slacking on 
the shop floor could have brought down profitability by undermining 
productiveness. Third, in the non-manufacturing private business 
economy—the entire private business economy excluding manufactur- 
ing—the effect of workers’ upward pressure on costs to the detriment of 
the profit rate could have manifested itself only with relation to the 
profit share, since there was no decline whatsoever in the productivity of 
capital; moreover, the fall of the profit share was limited and the propor- 
tion of that fall attributable to increasing pressure from workers even 
more 80. 
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The fall in profitability was disproportionately great in the manufactur- 
ing sector. But, the substantial declines in neither the manufacturing 
profit share nor the manufacturing output-capital ratio which together 
determined the decline in manufacturing profitability can be shown to 
be attributable to pressure from labour on wages or productivity. On the 
contrary. Manufacturing profitability fell only because producers were 
unable co mark up prices over costs sufficiently to maintain their 
established rates of return. It is the centrality of downward pressure on 
prices in determining the fall in the us profit rate between 1965 and 
1973 which opens the way to the interpretation of the onset of the long 
downturn in terms of the unforeseen irruption of low-cost Japanese and 
German products onto the world market and the manufactunng over- 
capacity and over-production that this brought about. 


Wages, Labour Productivity, and the Power of Labour 


It has become something of a commonplace that a ‘wage explosion’, 
conditioned by rapidly falling unemployment and driven by an 
increase in workers’ power and militancy, was responsible for the 
initial squeeze on profitability in the Us economy which began in the 
latter half of the 1960s. The prima facie basis for this view is twofold. 
First, there was a major increase ın strike activity in these years. 
Second, during the period 1965 through 1973 when profitability 
initially declined, the average annual growth of nominal compensation 
in the private business economy, at 6.8 per cent, was more than 4o per 
cent greater than that during the period 1950 through 1965. 
Nevertheless, if the apparent explosion-of militancy and of the nominal 
wage from 1965 through 1973 are placed in context—by reference to 
the longer term evolution of profitability, unemployment, and the 
growth of workers’ purchasing power—they may be seen to represent 
no autonomous wage push, conditioned by tight labour markets and 
reflecting enhanced workers’ power, but understood as what they 
actually were: a lagging response on the part of labour to a spectacular 
increase in profitability between 1958 and 1965, to an extended 
decline in real wage growth between 1958 and 1973, and to an acceleration 
of inflation from 1965. 


By the time that nominal wages began to accelerate in the period from 
the mid 1960s, the Us was in the midst of the longest period of umn- 
terrupted expansion 1n 1ts history (1961-69). During this period, the 
rate of unemployment fell from an average of 5.8 per cent over the 
recession-plagued years from 1958 through 1961 to an average of 4.4 
per cent for 1966-73, from a peak of 6.7 per cent in 1961 to a low of 
3.5 per cent in 1969. Were profits squeezed and real wage growth 
enhanced es a result of falling unemployment? The data would appear 
to confirm the opposite hypothesis. 


Almost all of the decline in the rate of unemployment that occurred 
during the 1960s boom took place between 1961 and 1966, when 
unemployment fell from 6.7 per cent to 3.8 per cent; yet, during these 
years, the rate of profit rose by 46.6 per cent and 46.3 per cent ın manu- 
facturing and the private business economy, respectively. Between 1966 
and 1969, the unemployment rate did fall a bit further, from 3.8 per cent 
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to 3.5 per cent; but it is difficult to see how such a small decline could 
have played a major role in determining the substantial fall in profit- 
ability that began in those years, especially in light of the fact that profit- 
ability fell significantly further after 1969 when unemployment rose. 
The relationship between the state of the labour market and profirability 
over the course of the 1960s is more in line with the theory of Kalecki— 
who expected that falling unemployment would maintain or increase 
profitability by raising capacity utilization and sales so as to compensate 
for any accompanying increase in wage growth compared to productivity 
gtowth—than with that of his followers-cum-revisers. 


Nor did workers benefit in terms of their real wages during the period of 
declining unemployment, as might have been expected according to the 
supply-side argument. In 1966, when nominal wage growth began to 
accelerate, workers both in manufacturing and outside it had been watch- 
ing their real wage increases steadily shrink. During the period 1950-58, 
the average annual growth of real compensation in manufacturing and in 
the private business economy as a whole was higher than for any other 
comparable period of time after 1945, averaging 3.6 per cent and 3.1 per 
cent, respectively, and precipitated a major wages-productivity squeeze 
on profits, especially in manufacturing. In the years 1958-65, the period 
in which the US economy established its greatest postwar momentum, 
average annual real wage growth nonetheless fell off markedly—by 40 
per cent in manufacturing and by 12 per cent in the private business 
economy as a whole. A period in which profitability soared and the 
growth of real compensation, especially in manufacturing, was reduced, 
despite falling unemployment, thus forms the longer term context for the 
acceleration of nominal wage growth from the mid 1960s onwards. 


Nor did the trend in real wage growth shift upward thereafter. From late 
in 1965, under the impetus of stepped-up Vietnam War spending, 
inflation suddenly accelerated, the consumer price index growing at an 
average annual rate of 4.8 per cent between 1965 and 1973, compared to 
1.4 per cent between 1958 and 1965 (and 1.6 per cent for the whole 
period 1950-65). This acceleration of the increase in prices more than 
cancelled out the increase in the growth of nominal compensation that 
took place during this period. Between 1965 and 1973, while the profit 
rate in the private business economy fell by a total of 29.3 per cent, the 
average annual growth of real compensation declined to 2.3 per cent, 
compared to 2.8 per cent for the years 1950-65 (2.6 per cent for 1958- 
65, and 3.1 per cent for 1950-58), a fall of 19 per cent. In the same 
period, while profitability dropped by a total of 40.9 per cent in the 
manufacturing sector, the average annual growth of real compensation in 
manufacturing fell by 34 per cent, averaging 1.9 per cent, compared to 
2.9 per cent for the years 1950-65 (2.2 per cent for 1958-65, 3.6 per cent 
for 1950-58). On the face of it, these long-term developments would 
seem to indicate the opposite of growing labour strength during the 
period of falling profitability. The question posed by this data would 
seem rather to be why profitability could not be better maintained in 
view of the significant limitation on real wage growth. 


In fact, advocates of the supply-side approach to the long downturn in 
the us have tended to attribute the squeeze on profitability much more 
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to a decline in labour productivity growth—the onset of a ‘productivity 
Crisis'—than to an increase in real wage growth. In the words of Jeffrey 
Sachs, a ‘rising labour share came about because productivity growth 
slowed without a commensurate slowdown 1n real wages’.> The authors 
of The Golden Age of Capitalism, as well as representatives of the us Social 
Structure of Accumulation School and of the French Regulation School, 
hold the same position, arguing that, beginning in the later 1960s, 
workers were able to take advantage of high employment and the 
reduced cost of job loss (due to unemployment insurance) to reduce the 
amount of effort put forward per unit of wages, while increasing their 
resistance on the shop floor. What, then, is the evidence that an increase 
in workers’ pressure leading to a decline in the rate of productivity growth 
was behind the decline in the rate of profit? 


The experience of the manufacturing sector provides a critical test. It is 
not just char this sector is economically central. It is the place where one 
would have expected workers’ shop floor resistance to be most in 
evidence, both most marked and easiest to detect. Yet, annual labour 
productivity growth in manufacturing actually increased during the 
period of profitability decline, averaging 3.3 per cent between 1965 and 
1973, compared to 2.9 per cent between 1950 and 1965.4 


Nor did labour productivity growth in the private business economy as a 
whole fall noticeably in the period of profitability decline. Between 1965 
and 1973, it increased at an average annual rete of 2.7 per cent, compared 
to 2.8 per cent between 1950 and 1965.3 Indeed, were one to adjust for 
the business cycle—to allow for the fact that when the economy turns 
down, productivity initially falls sımply as a consequence of businesses’ 
failure to immediately shed labour in proportion to the reduced output 
resulting from reduced demand—the growth of productivity in the private 
economy between 1965 and 1973 would undoubtedly be shown to have 
increased. 


Nevertheless, the foregoing data would, in itself, be unlikely to convince 
advocates of the supply-side approach to the long downturn. Defenders 
of that perspective would respond to the data on the growth of real wages 
by reminding us that, in accounting for trends in profitability, what 


3 Sachs, “Wages, Profits, and Macroeconomic Adjustment’, pp. 275, 280. 

4 Manufactunng labour productivity growth did fall bnefly, though sharply, in the last 
years of the 19608, when the economy went through successrve periods of over-hearing 
and recession, both of which were almost certainly characterized by (cyclical) over-man- 
ning. But the intal fall was more chan offset by the subsequent sharp rise in labour pro- 
ductivity from 1970, making for the overall increase ın productivity growth, compered 
with 1950-65. 

3 Between 1975 and 1973, total factor productivity in manufacturing averaged 1 36 per 
cent per annum, almost the same as the average annual rate of 1.42 per cent between 1950 
and 1965. Similarly the cares for the private business economy over the same periods were 
1.6 per cent and 1.8 per cent, respectively. Multifactor Productivity Trends, 1995 aod 
1996’, ın US Department of Labor, BLS , News, 6 May 1998, Tables 5,6. 

6 As B.J. Gordon concludes, ‘It was during the 1967-73 period that concern first surfaced 
about the behavior of us productivity growth... It now appears, however, thar this slow- 
down mainly reflects cyclical phenomena .a tendency that seems to surface ın the last 
stage of every business cycle for firms to allow themselves to became overstuffed ' ‘Postwar 
Macroeconomics, The Evolution of Events and Ideas’, p. 144, see also p.161, 0 41 
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counts is not the real wage (which refers to the money wage expressed in 
terms of the bundle of consumer goods it can purchase—that is, the 
nominal wage adjusted by the consumer price index) but rather the 
product wage (which refers to the money wage expressed in terms of the 
amount of output—in its own industry or sector—that it can purchase, 
that is, the nominal wage adjusted by the product or output price deflator). 
Ic is, after all, the nominal wage expressed in terms of the prices of what 
they sell, rather than of what their workers buy, which is of concern to 
employers. Advocates of the supply-side perspective would point out 
further that whether or not a given trend in productivity can be said to 
represent an increase in the power of labour cannot be determined until 
that trend is directly related to the parallel trend in the product wage— 
the evolution of the profit share. Finally, they would say, it is not only 
through affecting the growth of labour productivity relative to the 
growth of product compensation that workers can affect the profit rate, 
but also through affecting the growth of the productivity of capital. To 
understand the fall in profitability thar took place between 1965 and 
1973, we are therefore obliged to analyze the experience not only of the 
profit share, but also of the output-capital ratio. 


The Profit Share 


The Non-Mansfacturing Private Business Sector. Between 1965 and 1973, 
the average annual growth of the product wage in the private business 
economy outside of manufacturing, et 2.75 per cent, was roughly the 
same as between 1950 and 1965, at 2.65 per cent. But, the average 
annual growth of non-manufacturing labour productivity fell in these 
years to 2.4 per cent from 2.7 per cent (to 2.3 per cent from 2.7 per cent 
in net terms), and the profit share did decline, at an average annual rate 
of 2 per cent, or by 15.6 per cent over the initial period of profitability ` 
decline. 


The fact remains that increased pressure on the part of labour caused 
hardly any of the fall in the non-manufacturing profit share. What was 
mainly behind it was increasing indirect business taxes, mainly at the 
state and local levels. If no adjustment 1s made for the growth of indirect 
business taxes, the profit share fell at an average annual rate of just 0.7 
per cent between 1965 and 1973. Put another way, even on the assump- 
tion that labour was responsible for the entire decline, rising labour 
resistance would have brought about a fall in the profit share of just 5.9 
per cent in total between 1965 and 1973. Since there was, as shall be 
seen, no fall in the productivity of capital in these years, the latter 
represents the maximal negative impact of labour on profitability in 
the non-manufacturing private economy in this period.’ 


7 As a proportion of net output, indirect business taxes were, on average, 4 per cent 
higher ın the years 1965-73 than they had been in 1965 State and local indirect busi- 
ness taxes consututed about 75 per cent of the total of indirect business tares collected 
in 1965 and about 83 per cent in 1973. State and local indirect business taxes doubled 
between 1965 snd 1973, accounting for well over 90 per cent of the increase in total us 
indirect business tares during this period, with state and local property taxes and sales 
taxes each accounting for about half of the rise. us Department of Commerce, Burean of 
Economic Analysis, National Income and Product Accounts (henceforth NIPA), Tables 
3.2 and 3 3. 
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Manxfactering. Between 1965 and 1973, the profit share in the manu- 
facturing sector fell sharply at an at an average annual race of 2.7 per 
cent between 1965 and 1973, or a total of 22.9 per cent. Nevertheless, 
this decline cannot support the supply-side interpretation of the fall in 
profitability that took place in those years, because it cannot plausibly 
be actributed to increased pressure from labour in these years. 


Although the fall in the profit share ın manufacturing was thus somewhat 
greater than ın non-manufacturing between 1965 and 1973, the growth of 
labour costs in manufacturing was actually very much lower than in non- 
manufacturing, putting significantly less pressure on the manufacturing 
profit share and profit rate.® The average annual growth of the nominal 
wage was I0 per cent slower in manufacturing than in non-manufacturing 
(6.4 per cent compared to 7.1 per cent) and the average annual growth of 
labour productivity was 50 per cent higher (3.3 per cent compared to 2.3 
per cent), with the result that the average annual growth of unit labour 
costs in non-manufactuning wes 57 per cent faster than in manufacturing— 
4.7 per cent compared to 3.0 per cent. Since the growth of labour costs was 
so much slower in manufacturing than in non-manufacturing, how could 
the manufacturing profit share have ended up falling faster than that of 
non-manufacturing, or even at all? 


What accounts for the greater fall of the profit share in the manufacturing 
sector than in non-manufacturing—indeed, for the entire fall of the 
profit share in the manufacturing sector—is the much lesser ability of 
manufacturers to increase the rate of growth of their prices to keep up 
with the increase in the growth of their costs. Between 1950 and 1965, 
each sector’s unit labour costs and prices increased, respectively, at pretty 
close to the same average annual rates as the other’s—1.91 per cent and 
1.86 per cent in manufacturing, 1.92 per cent and 1.73 per cent in non- 
manufacturing; moreover, the respective rates of growth of unit labour 
costs and prices within manufacturing and within non-manufacturing 
had been fairly close to one another, so that there was not much change in 
the profit share in either sector over the period. Between 1965 and 1973, 
however, the growth of unit labour costs in non-manufacturing suddenly 
accelerated, increasing, as just noted, at an average annual rate of 4.8 per 
cent, 150 per cent faster than it had in the years between 1950 and 1965. 
Nevertheless, the fall in the non-manufacturing profit share was limited 
to 16 per cent ın this period because prices accelerated to almost as great 
an extent as did unit labour costs, increasing et an average annual rate of 
4.25 per cent, 146 per cent faster than it had in the years between 1950 
and 1965. In sharp contrast, in manufacturing, the average annual 
growth of unit labour costs between 1965 and 1973, at 3.0 per cent, was 
only 57 per cent greater than it had been between 1950 and 1965. The 
problem for manufacturers, however, was that the increase in the growth 
of their prices did not remotely match even thet (relatively small) 
increase in the growth of their costs. Manufacturing prices grew at an 
average annual rate of just 2.3 per cent, 53 per cent slower than did 


®To maintain consistency, adjustment 1s always made for indirect business wes, unless 
otherwise stated. Indirect business onces as a percentage of net manofacturing output 
actually fell slightly between 1965 and 1973, so thar there was a slightly greater fall in 
the profit share and profit care in this sector before than after adjustment for tares. 
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non-manufacturing prices, and only 24 per cent faster than they had 
increased between 1950 and 1965. Had manufacturers been able to mise 
the rate of growth of their prices to anything like that of their counterparts 
in non-manufacturing, they would obviously have been able to prevent 
any fall in their profit share, and might even have been able to raise ıt.? 
So an explanation as to why manufacturers could not do so becomes 
central to explaining the fall in profitability in manufacturing, and I 
shall return to this point shortly. 


The Output-Capital Ratio 


Advocates of the supply-side approach who argue that reduced produc- 
tivity growth, brought on by workers’ slacking and resistance, was one 
factor behind the fall in profitability thar took place between 1965 and 
1973, have emphasized the need to refer, not only to the growth of 
labour productivity, but the path of the productivity of capital. As they 
point out, output-capital ratios did fall significantly during this period. 
Does this development support their argument? "° 


Non-Manufacturing. Between 1965 and 1973, the non-manufacturing 
output-capital ratio fell at an average annual rate of 1.1 per cent, or a 
total of 8.8 per cent, making a contribution to the overall fall in non- 
manufacturing profitability rather smaller than that of the fall in the 
profit share. The decline in the non-manufacturing output-capital ratio 
cannot, however, be taken to support the supply-side interpretation, 
because it cannot properly be interpreted as representing a decline in pro- 
ductivity growth, let alone one resulting from increased labour resistance 
or slacking. If the ourput-capital ratio 1s to express capital productivity, 
it must be expressed in terms of resl output compared to real capital 
input, in terms, that is, of constant output and capital stock prices, so as 
to take into account changes in relative prices. Expressed in constant 
prices, the average annual decline in the non-manufacturing output- 
capital ratio between 1965 and 1973 turns out to be zero. The fall in the 
noo-menufacturing output-capital ratio cannot, then, be understood to 
have been the result of a decline in capital productivity resulting from 
increased workers’ resistance and slacking for the simple reason that 
capital productivity did not fall. 


Mansfaciuring. Between 1965 and 1973, a fall in the manufacturing 
nominal output-capitel ratio— at an average annual rate of 3.2 per cent, 
of 23.4 per cent in total—contributed about the same amount as did the 
fall in the manufacturing profit share to the decline in manufacturing 
profitability. The decline in the output-capital ratio in manufacturing 


» Another way of making che same point is to note that the average annual growth of the 
manufacturing real wage between 1965 and 1973, at just 1.9 per cent, failed to keep up 
with che growth of manufacturing labour productivity, at 3.3 per cent, because the aver- 
age annual growth of consumer prices, at 4.4 per cent, was of the same order of magnitude 


cent, turned out to be more than double thar of the real wage, bringing about a sharp 
squeeze of che manufactunng profit share 

1° See Glyn et al , ‘Rise and Fall of the Golden Age’, p. 114; Lipierx, ‘Behind the Criss’, 
pp. 22ff. 
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cannot, however, be taken to support the supply-side interpretation any 
more than can the fall thet took place outside of manufacturing; for, like 
the output-capital fall in non-manufacturing, it fails to represent a 
decline in capital productivity. Adjusted for prices so as to express capital 
productivity, the (real) output-capital ratio in manufacturing fell barely 
at all between 1965 and 1973.7! 


Whar then did lie behind the substantial fall in the ourput-capital rano in 
manufacturing? The answer is made clear, once again, when its trajectory 
is compared with that ın non-manufacturing. As in the case of unit labour 
costs, prices for capital stock in manufacturing grew more slowly, though 
only slightly so, than in non-manufacturing, at an average annual rete of 
5.2 per cent, compered to 5.6 per cent in non-manufacturing. The reason 
that the output-capital ratio in non-manufacturing nonetheless fell less 
than one-third as fast as did that in manufacturing was that (as with 
respect to unit labour costs and the profit share) non-manufacturers could 
rase output prices 85 per cent faster. Had manufacturers been able to raise 
their prices to the same degree—at an average annual rate of 4.25 per cent, 
rather than 2.3 per cent—their ourput-capital ratio would have fallen less 
than 20 per cent as much as it did. Put another way, it was the inability of 
manufacturers to raise their prices that accounted for more than 80 per 
cent of the fall in their ourput-capital ratio. As with the manufacturing 
profit rate, to understand (most of) the contribution of the fall in manufac- 
turing output-capital ratio to the fall in manufacturing profitability 
between 1965 and 1973, it is necessary to understand why manufacturers 
were so much less able to mark up over costs than were their counterparts 
outside manufacturing. 


What Caused the Decline in Profitability? 


The foregoing analysis works against the supply-side thesis, and points 
toward my alternative interpretation, that the fall in profitability 
originated in the inability of us manufacturers to fully realize their invest- 
ments because of the increased downward pressure on prices that resulted 
from the unanticipated entry unto the market of lower cost producers, 
especially from abroad. To begin to make this case, two conclusions of the 
foregoing analysis must be emphasized: first, just how much greater was 
the fall of profitability in manufacturing than in non-manufacturing 
between 1965 and 1973; second, to just how great an extent the fall in 
profitability in manufacturing was the result, not of an increase in upward 
pressure on costs, but an increase in downward pressure on prices. Only in 
the manufacturing sector did the fall ın profitability reach crisis propor- 
tions, amounting to 40.9 per cent between 1965 and 1973. At 23.1 per 
cent, the fall in the rate of profit in the non-manufacturing private sector 
was barely half that in manufacturing. Indeed, if no adjustment is made for 
indirect business taxes, the decline in non-manufacturing profitability is 
just 13.1 per cent, compared to 41.9 per cent in manufacturing. The 


U Ar an average annnal rate of 0.4 per cent, or a total of 4 per cent, e negligible amount, 
which would disappear if adjustment was made for capacity urilization. 

4 In the cocpocate sector slone, between 1965 and 1973, manufacturing profitability fell 
by 40 8 per cent and non-manufacturing profitability by 24.7 per cent (these figures are 
adjusted for indirect business taxes). 
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declines in the profit share and the output-capital ratio, which 
determined arithmetically the fall ın manufacturing profitability, did not 
result from an increase in pressure from workers, as the supply-side 
theorists contend. They were, on the contrary, almost entirely the result of 
the slow rate of increase of manufacturing output prices. Not the growth of 
costs in themselves, then, but the inability of US manufacturers to 
sufficiently mark up over costs accounts for almost all of the fall in manu- 


facturing profitability. 


During the years 1965-73 when profitability first fell, us manufacturers 
were, in terms of their own cost effectiveness, actually performing as well 
as they had over the course of the boom between 1950 and 1965: the 
growth of labour productivity was up by about Io per cent, capital 
productivity maintained itself, and real wage growth continued its fall. 
The cause of the US manufacturers’ profitability problems was thus to be 
found, not in the rate of growth of their costs in absolute terms, but the 
rate relative to the prices that were now being imposed on the world 
market by their leading competitors. What had occurred to bring this 
predicament about? 


Following the establishment of currency convertibility in the advanced 
capitalist world at the end of the 1950s, the growth of world trade accel- 
erated, with far-reaching, though contradictory, consequences for the 
international economy. Between 1963 and 1973, with the volume of 
both world exports and world manufacturing exports increasing 42 per 
cent faster than between 1953 and 1963, the growth of exports began to 
outrun the growth of domestic production in a truly radical fashion. 
Already growing 50 per cent faster than world manufacturing output 
between 1953 and 1963, world manufacturing exports were suddenly 
increasing almost Avice as fast. Between 1960 and 1974, in the advanced 
capitalist economies, the average annual rate of growth of manufacturing 
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exports was two-thirds faster than that of manufacturing output—9.9 
per cent compared to 5.9 per cent.%3 





Table 7 
World Exports and World Output 
annual growth rates ratio of annual growth rates 
1953-63 1963-73 1963-73/1953-63 
World Exports 9.2% 13.1% 1.42 
World Output 6.7% 8.0% 119 
Exports/Output 14 1.63 
World Mfgr. Exports 12 7% 18.0% 1.42 
World Mfgr. Output 8.5% 97% LI4 
Mfgr.Exp /Mfgr.Out 149 1.86 


Constructed from Van Der Wee, Prespersty and Uphasnal, p 260 


Table 8 


Part and parcel of the same development, from the early to mid 1960s, 
exports as a proportion of output (the export share) for the OBCD as a 
whole, as well as for its component parts, was suddenly growing at twice 
the pace it had previously. The export shares of the OECD as a whole, and 
of its European and us components, thus grew the same amount in the 
eight years between 1965 and 1973 as in the fifteen years between 1950 
and 1965. The increase in the rate of growth of Japan’s export share 
began a bit earlier, and was even sharper. 


Percentage Growth of Export Shares of GDP (constant prices) 


OECD Total 
OBCD Europe 


Us 


Japan 


1950 1965 Increase 1965 1973 Increase 
9.0 12.4 37.7 12.4 16.8 354 
127 18.1 42.1 18.1 25.6 429 
43 5-1 35.0 5.1 69 36.0 
1950 1960 1960 1973 
4.7 5.6 19.0 5.6 79 38.0 


Source: Glyn et al, The Rise and Fall of the Golden Age’, p 43 


The rapid acceleration of the growth of trade from the early 1960s had a 
dual effect on the economic evolution of the advanced capitalist 
economies. On the one hand, it provided an additional impetus to rapid 
economic growth. Between 1965 and 1970, as world trade grew faster, 
the G-7 capitalist economies, minus the us and Canada—thar is, 
Germany, Japan, France, Italy, and the Ux—reached the zenith of their 
postwar boom, with manufacturing output and manufacturing labour 
productivity in those five economies taken together increasing at annual 
average rates of 8.0 per cent and 6.3 per cent, respectively, compared to 
7.0 per cent and 4.4 per cent, respectively, between 1955 and 1965. In 
the same five years, manufacturing investment growth for those five 


13 Glyn et al , “Ruse and Fall of the Golden Age’, p. 111. 
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economies accelerated sharply, increasing at an annual average rate of 
13.2 per cent, compared to 7.9 per cent between 1955 and 1965. Behind 
this growth spurt lay a major improvement in profitability, the rate of 
profit ın manufacturing in Germany, Japan, Italy, France, and the UK 
taken together increasing by 21.4 per cent between 1965 and 1969.4 
From one standpoint, then, the dramatic increase in the rate of growth of 
international trade apparently had just the effect it was supposed to: in 
classical fashion, it helped make possible the accelerated economic 
expansion of the advanced capitalist economies by means of the growth 
of the international division of labour. 


On the other hand, due to such precipitous growth in world trade, new 
producers, without warning, began to supply radically increased 
fractions of the world market, supplanting long-ensconced incumbents. 

Such radical uncoordinated and unplanned-for shifts could not be 
expected to be, and were not in fact, effected without disruption. The 
concentration on home markets and the relatively separate growth that 
characterized the postwar boom into the early 1960s had been paralleled 
by a relatively high level of diversification within regions and nations. 
The technologically following, later developing, hegemonized—and fast- 
growing— economies were thus producing bundles of goods which were 
quite similar to those already being produced by the technologically 
leading, earlier developing, hegemonic economies. It was therefore 
inevitable that they would develop their export potential by increasing 
the output of such goods. As the OECD explained, ‘the industrial countries’ 
patterns of trade and output tended to converge, with most countries 
increasingly producing and exchanging similar commodities.’"> Indeed, the 
manufacturers of the follower economies had every reason to increase their 
exports of goods that they were already producing for the domestic mar- 
ket, since they could often do so at a lower cost than could the earlier devel- 
oping incumbents. The newer, lower cost producers, based in the follower 
regions—notably Germany and, above all, Japan—thus expanded their 
exports largely by invading markets hitherto dominated by producers of 
the leader regions, especially the US and also the UK. This trend was, of 
course, already evident during the 1950s, but now the process was 
radically accelerated. 


During the second half of the 1960s, the German and Japanese economies 

ined their earlier vitality, after slowdowns ın the first half of the 1960s. 
In these years, the Japanese economy reached the apogee of its postwar 
growth, achieving unprecedented increases in investment and productivity 
advance and on that basis posing a wide-ranging challenge to Us manufac- 
turing supremacy. Between 1960 and 1965, the ratio of Japanese to US 
annual average labour productivity growth ın manufacturing had been 
about two to one (8.7 per cent to 4.4 per cent); between 1965 and 1973, 
this ratio grew to about four to one, 13.1 per cent to 3.3 per cent. 


US manufacturing’s problem of increasingly slow productivity growth 
in relative terms-was exacerbated by the renewed outbreak of inflation 
after 1965, provoked by the rapid rise of government deficits, accom- 


H AGH. 
13 ORCD, Stracteral Adjustment and Econom Performance, Paris 1987, p. 269 


modated by loose money. The sharp increase in the rate of growth of 
the nominal wage which took place did not, of course, force up prices; 
indeed, it was insufficient to prevent real wage growth from falling. 
Nevertheless, in attempting (unsuccessfully) to keep up with the 
increase in the rate of growth of consumer prices brought on by gov- 
ernment fiscal and monetary policies, workers raised the nominal wage 
so as to create a rising floor on prices and thereby helped to further fuel 
inflation. Between 1965 and 1970, the growth of manufacturing unit 
labour costs in the us in dollar terms was double that in Germany and 
Japan." 


A comparison of cost Jevels in US manufacturing with those of Germany 
and Japan indicates the sort of competitive pressures to which US 
producers were being subjected. According to data provided by the us 
Bureau of Labor Statistics, by 1970 average labour productivity in 
German and Japanese manufacturing had only reached 50 per cent and 
75 per cent of the us level, respectively. But since manufacturing wages 
in Germany and Japan were 6o per cent and 25 per cent, respectively, of 
those in the US, manufacturing unit labour costs in Germany and Japan 
turned out to be 80 per cent’? and less than 50 per cent those in the us.78 
Representing as it does an industry-wide average, even this unit labour 
cost figure understates the potency of the Japanese challenge, because the 
great corporations that were responsible for the preponderance of Japanese 
exports had achieved much higher than average levels of productivity. In 
the large, usually modern, plants—those with more than 500 employ- 
ets—which produced a disproportionate share of the country’s exports 
labour productivity was about 50 per cent above the average; in the 
small, generally older, plants, it was about 50 per cent below the 
average.'? In their comparative study of the evolution of costs in the US 
and Japan, Jorgenson and Kuroda were able to conclude thar, ‘in 1970, 

on the eve of the Smithsonian Agreements... almost all Japanese industries 


were more competitive internationally than their US counterparts. By this we mean 
that they could provide products to the international marketplace at prices below 
thase available from their US competitors.’?° 


16 The us cost problem was exacerbated ın these years by a brief but marked cyclical fall in 

manufacturing productrvity growth. 

17 Germany's competitive position had been significantly undermined by the major reval- 

uation of the mark in 1969 

18 Daly, ‘Japanese Manufacturing Competitiveness’, pp. 35, 37, 39. These figures may 
exaggerate the average manufecturing productivity gap between the US and Japan 

‘Aonielidg to Hib Janan Pochactivicy Contes Berart on Tote cuarioeal Comparison of Tabar 

Productivity (Tokyo 1981), ın 1974 US labour productivity was just 38 per cent higher 


p. 71.) According to Denison and Chung, moreover, Japan achieved its labour productiv- 
ity level wich capital inputs (stock, equipment, and inventories) per person that were, in 
1970, 40 per cent or more below that in the us This would umply thar taking into 
account all inputs, the Japanese productrvity level was a good deal closer to that of the U8 
than the relatrve labour productivity figures would indicate. (E. F. Denison and W. K. 
Chung, How Japen’s Economy Grow So Fast: The Soara of Postwar Expansion, Washington, 
DC 1976, pp. 104-7, 250, 255-7.) 

19 Daly, ‘Japanese Manufacturing Competitrveness’, p. II 

æ D.W. Jorgenson and M Kuroda, ‘Productrvity and International Competitiveness in 
Japan and the United States, 1960-85’, The Ecomonnsc Studies Quarterly, vol. xii, December 
1992, p. 314 (emphasis added). 
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The sharp relative increase in Us costs of production stimulated « further 
acceleration of manufacturing investment overseas by US multinational 
corporations, accentuating the already-established trend. By 1965, the 
ratio of investment by majority-owned foreign affiliates of Us corporations 
in manufacturing overseas to corporate manufacturing investment in the 
US had grown to 21.4 per cent, up from 11.4 per cent in 1957. By 1973, 
this figure had increased to 31.3 per cent.?" In 1973 US corporations were 
therefore investing about one dollar abroad for every three they invested in 
the us. There could hardly be a clearer sign of the relative cost problem 
confronting manufacturing investors in the US economy at this point. 


As a consequence of US manufacturers’ growing inability to match the 
costs of their chief overseas rivals, the US experienced a crisis of trade in the 
later 1960s and early 1970s. The recovery of export price competitiveness 
achieved by Us manufacturers over the first half of the 1960s thus turned 
out to be only temporary. Between 1965 and 1973, export prices grew at 
an average annual rate of 4.5 per cent in the US, compared to 3.2 per cent in 
Germany (1.4 per cent between 1965 and 1969), and 2.1 per cent in Japan, 
with negative consequences for US producers’ competitive position. 
Having stabilized itself at around 24 per cent over the years 1958-65, the 

US share of the manufacturing exports of the main industrial countries fell 
sharply by a third, to around 18 per cent, in the short period from 1965 to 
1973.” Simultaneously, there was a massive invasion of mani 
imports, as foreign-made steel, autos, machine tools, machinery, consumer 
electronics, and the like quickly grabbed a significant share of the US mar- 
ket. Until this point, the twentieth-century US economy had been remark- 
ably self-enclosed, a reflection of its superior competitrveness, as well as the 
costs of trans-oceanic transport. But change came suddenly and dramati- 
cally from the mid 1960s. Between 1965 and 1970, manufacturing 
imports grew at average annual pace of 19.1 per cent, twice as fast as dur- 
ing the comparable period of the 1950s when competitrveness was also 
plummeting. The manufacturing import penetration ratio, still averaging 
only 6.9 per cent over the years 1959-66, grew to an average of 11.9 per 
cent ın 1966-69 and to an average of 15.8 per cent in 1969-73.73 


US manufacturers’ loss of markets abroad and at home represented only 
the tip of the iceberg, and provides only a partial indication of the 


= Pahim-Nader, ‘Capital Expenditures by Mayority-Owned Foreign Affiliares of us 
Companies’, p. 59. See above , Figure 5, p. 55 
aB R Scott, ‘us Compentiveness: » Performance, and Implications’, uB, R. 


Batchelor et al, eds, [nalustrialtxaten and the Basis fer Trade, Oxford 1980, pp 48ff 
Morgan has che us share of total exports of the twelve leading industrial countries falling 
fram 20.1 per cent in 1967 to 16.4 per cent in 1971 and the Japanese share increasing 10 
this period from 10.6 per cent to 14.7 per cent. The us share of world exports decreased 
from 17.24 per cent in 1963 to 12.58 per cent in 1973, while thar of Japan increased from 
5 98 per cent to 9.92 per cent. Van Der Wee, Presperity and Upheaval, p. 265. 
*3 Scott, ‘Us Competitiveness’, p 22; Krause, ‘us Economy and International Trade’, p 
395; T. Weamkopf, ‘Sources of Profit Rate Decline in the Advanced Capitalist Economies 
An Empirical Test of the High-Employment Profit Squeeze Theory’, unpublished manu- 
script, University of Michigan, December 1985, Table 10 
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Table 9 


The Growth of Costs, Prices, and Profitability in the US, 1965-73 


mig 
amnfgr 


NPR 


“555 
-3.0 


NPH Rw Pw LPy NW ULC PPri NY/NK ONY/NK «NKPTi 
real 

-27 19 4o 33 64 305 23 -32 4 52 

-20 2.7 28 24 72 47 4235 -LI 0.0 5.6 


Source. see Note on Main Sources of Data. Key to legend on page 265 


decline in US manufacturing competitiveness in this era, and of the 
damage visited by declining competitiveness on the economic health of 
US manufacturers. To the degree that they avoided ceding market share, 
and as a condition for retaining it, US manufacturers hed to refrain from 


` raising prices as much in proportion to costs as they had been accustomed 


to doing, with unavoidable consequences for profitability. Ir is che 
accelerated injection of lower cost, lower priced manufactures onto the 
world market—manifesting the rise of over-capacity and over-production 
on an international scale—that therefore constitutes the key to the 
puzzle of the relatively slow growth of manufacturing prices in this 
period, and therefore to the resulting fall in the manufacturing rate of 
profit. Because its output was composed largely of tradables, the 
manufacturing sector was highly exposed to intensifying international 
competition. In contrast, despite sustaining increases in unit labour costs 
and capital costs that, taken together, were substantially higher than those 
in manufacturing, the private business economy outside of manufacturing, 
which was largely immune from international competition, experienced a 
much more limited fall in profitability because its firms could raise prices 
in line with much faster growing costs almost as easily as before. 


Labour Resistance and the Onset of the Downturn 


In this context, we can specify the economic significance of action by 
labour in the years of declining profitability between 1965 and 1973. A 
quite major eruption of labour militancy did take place in this period. 
But that outbreak should be understood much more as an indirect effect 
of the fall in profitability than as a cause. It was an attempt on the part of 
an organized labour movement, already in retreat, to reverse its decline 
and counter an ongoing employers’ offensive. That offensive, while dat- 
ing back to the last years of the 1950s, was, from the mid 1960s, sharply 
intensified to compensate for the fall in profitability. 


Employers had originally unleashed their offensive to hold down wages 
and to increase shop floor discipline in aid of rationalization so as to both 
reverse the wages-productivity squeeze on profits thar had overtaken the 
manufacturing sector in the period leading into the recession of 1957-8, 
and to respond to the simultaneous intensification of international 
competition in manufacturing. Even during the subsequent period of 
improving competitiveness, US manufacturers had faced unrelenting 
price pressure from abroad. By the mid 1960s, they were therefore 
seeking to reduce wage growth even further than the 40 per cent it had 
already been brought down in the years between 1958 and 1965 
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(compared to 1950-58), while attempting to further raise output per 
hour by increasing the pace of work. Apparently reflecting the speed-up, 
the industrial accident rate was almost 20 per cent higher in the years 
1965-70 than in the years 1960-65.74 


To prevent workers from interfering in their campaign to cut costs, 
employers intensified their resistance to unionization. From the early 
1950s up to 1965, employers had consistently and voluntarily accepted 
about 42 per cent of all petitions to hold union representation elections; 
but, from that point on, their willingness to accept such petitions 
dropped precipitously. The proportion of petitions voluntarily accepted 
fell to 26.5 per cent by 1970 and 16.3 per cent by 1973. Meanwhile, 
there was a phenomenal increase in employers’ illegal efforts to interfere 
with union organizing. Between 1965 and 1973, the number of charges 
against employers which involved firing workers for union activity rose 
by 50 per cent, the number of workers awarded back pay or reinstated to 
their jobs after having been illegally fired almost tripled, and the num- 
ber of all unfair labour practices charges against employers doubled (see 
Figure 6, p. 60). 


For an extended period, the highly bureaucratized official labour leader- 
ships faled to respond to the employers’ growing pressures on their 
members. While profitability soared during the first half of the 1960s, 
they accepted with barely a murmur both the major reduction in the 
growth of compensation in manufacturing and the employers’ moves to 
rationalize production, as official strikes fell to an unprecedentedly low 
level in the postwar period. Whereas the loss of total work time resulting 
from stoppages had averaged 0.23 per cent during the years 1950-58, it 
averaged 0.16 per cent during the years 1958-65. Whereas the proportion 
of the labour force involved in work stoppages had averaged 4.44 per 
cent during the years 1950-58, it averaged 2.63 per cent during the 
years 1958-65. The rank and file was thus left to face the employers 
largely on their own. As one knowledgeable observer summed up a 
widely held opinion at the time, ‘the trend here at the moment is quite 
clear. Unions have lost much of their vitality and forward motion; they 
are playing an essentially conservative role in the plant community, 
seeking to preserve what they have rather than make gains. Management, 
on the other hand, is on the offensive and has acquired a new sense of 
sureness in dealing with industrial relations.’ 


In the absence of a response from above, rank-and-file resistance seems to 
have begun to stiffen from the onset of the employers’ ‘hard hlne’ at the 
end of the 1950s. Between 1960 and 1966, workers resorted to wildcat 
strikes increasingly frequently, the percentage of strikes during the term 
of the agreement rising from 22 per cent of all strikes in 1960 (the first 
year of reporting) to 36.5 per cent in 1966. They also increasingly voted 
down the contracts negotiated by their leaders, with the percentage of 


“us Department of Commerce, Hsterrcal Statistess of the Unsted States, p. 182. 
5 RL. Seeber and WIN Cooke, “The Decline in Union Success in NLRB Representation 
Elections’, Industriel Relations, vol. xxii, Winter 1983, pp. 42-3; Freeman, “Why Are 
Unions Faring Poody in NLRB Representation Elections”, p. 53 
*G Strauss, ‘The Shifting Power Balance in the Plant’, Indurtra! Relateens, vol 1, May 
1962, Pp. 94-5- 

109 


rejections growing steadily and increasing by more than 60 per cent 
between 1964 and 1967, with leading industrial unions like the machin- 
ists, the auto workers, and longshore especially affected.*”7 At the same 
time, to try to secure a more militant and effective leadership, rank and 
filers supported a series of successful campaigns to replace insufficiently 
militant local officers, as well as long-entrenched top union bureaucrats, 
notably David MacDonald in steel, James Carey ın electrical and, later, 
Tony Boyle in coal.?® 


To maintain control, the official union leaderships had to act and, begin- 
ning in 1966 and 1967, they organized a major wave of strikes. In the years 
1966-73, the percentage of towl work time lost due to work stoppages 
grew to 0.23, compared to 0.18 for the years 1958-66. Meanwhile, the 
proportion of the employed labour force annually involved in work 
stoppages grew to an average of 3.6 per cent, almost a third higher than the 
average of 2.6 per cent for 1958-66. These figures did represent a major 
increase in labour resistance, but the magnitude of the revolt should not be 
overstated. Although more workers in terms of absolute numbers were 
annually involved in strikes in this period than at any other time in the 
postwar period, in terms both of the proportion of days lost through strikes 
and the proportion of the labour force annually involved in strikes——not to 
mention economic gains—the militancy of this period fell notably short of 
that of the late 1940s through the mid 1950s. 


Judging from its results, the rise of union militancy in the private econ- 
omy appears to have represented less the flexing of muscles of an increas- 
ingly powerful labour movement than a defensive struggle for survival 
provoked by the assaults of an increasingly well-organized and aggres- 
sive class of capitalist manufacturing employers. Real wage gains ın this 
period were the lowest up to that point after 1950. Even more telling, 
despite the much increased number of strikes, unions were decreasingly 
able to hold their place within the labour force. During the years 1965-73, 
the proportion of union victories in NLRB elections fell to 56.4 per cent, 
compared to 60.4 per cent in the early 1960s, and the proportion of the 
private sector labour force that was unionized fell by 15 per cent, from 32 
per cent in 1966 to 27 per cent in 1973.79 


Unions’ declining leverage against employers, even when they took 
militant action, is illustrated by the fact that, between 1964 and 1971, 
union workers secured wage gains that were at best equal to, and most 


x J, Barbash, “The Causes of Rank-and-File Unrest’, in J Seidman, ed., Trese Uzten 
Government and Collatrve Bargasarag, New York 1970, pp. 41, 45, 51-3, W.E, Sumkin, 
‘Refusals to Ratify Contracts’, Industrie! and Labor Relatrens Restew, vol xxi, July 1968, p. 
520 There are no statistics on unofficial strikes per se, so data on strikes during the period 
of the contract-—not the same thing, but hopefully a decent surrogate—are used to stand 
for them 

3S War, ‘USA. The Labor Revolt’, [xtwnational Socialist Jewrnal, vol. iv, nos 20-21, Apei- 
June 1967. In the mngle year 1963, more than one-third of the top officials in United Auto 
Worker Union (UAW) auto production locals were voted out of office. N Lichtenstein, “The 
‘Treaty of Detroit Old Before 108 Time’, unpublished paper presented ar the American 
Historical Assocation Annual Convention, January 1995 I wish to thank Nelson 
Lichtenstein for allowing me to make reference to this paper in advance of publication 

29 Goldfield, The Dalim of Orgextxad Laber, pp. 90-1; Freeman, “The Divergence of Prrvate 
Sector and Public Sector Unionism’, p 64. 
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likely somewhat less than, those won by non-union workers. Union clout 
did once again begin to make a clear difference around 1971, after which 
point non-union workers saw their real wage growth plummet to near 
zero. Still, while union workers began to do much better in relative terms 
than did their non-union counterparts, they were able to do no more than 
maintain their real wage growth at the level of the later 1960s, at which 
point it had fallen substantially compared to the 1950s and early 1960s. 
In the absence of pressure from labour, real wage growth would certainly 
have fallen significantly faster than it did, and the fall in profitability 
would have been correspondingly reduced. But to argue that increased 
labour resistance prevented a better adjustment by capital to the decline in 
profitability is a long way from seeing it as at the root of thar decline. 


2. The Boom’s Final Phase in Japan and Germany 


The reduction of relative costs and prices on the part of Japanese and 
German—and perhaps other overseas—producers that was responsible for 
so much of the fall in the rate of profit in Us manufacturing between 1965 
and 1973 determined a reduction in the aggregate rate of return in 
manufacturing for the G-7 economies taken together of the order of 25 per 
cent. The fall in profitability initially experienced by less cost-effective us 
producers was therefore an expression of the rise of over-capacity and over- 
production for the advanced capitalist economies considered in aggregate. 
Even so, the same renewed dynamism in German and Japanese manu- 
facturing that put downward pressure on US and aggregate G-7 manufac- 
turing profitability initially brought increased profitability to Japanese 
a and German manufacturing. 


X D.J B. Mitchell, Usrom, Wages, and Inflation, Washington, DC 1980, p 40, Table 2-4, 
as well as pp. 48-53. 
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24. Japan, 1965-70 


Towards the end of 1965, at virtually the exact moment at which the 
onset of the profitability crisis in the Us began to initiate the long down- 
turn on a world scale, the Japanese economy took off, transcending its 
brief deceleration of the years 1961-65, and in particular its most serious 
postwar recession up to that point ın 1964-65. The fifty-seven month 
boom that ran from the autumn of 1965 to the summer of 1970 repre- 
sents the zenith of the spectacular expansion enjoyed by the Japanese 
economy throughout the postwar epoch. During these years, GNP grew 
at an average annual rate of 14 per cent, while manufacturing output 
increased at an average annual rate of 15.8 per cent. These figures were 
impressive even by the extraordinary standards already set by the 
Japanese economy between 1950 and 1961.37 


As before, unprecedentedly high rates of investment drove the economy 
forward. Between 1965 and 1970 investment in new plant and equipment 
in the private business economy grew at an average annual rate of 21.1 per 
cent, just about matching the rate obtaining between 1955 and 1961.3? 

This extraordinary rate of investment growth was motivated by high, and 
increasing, rates of profit, which were themselves an expression of the 
economy's extraordinary capacity to secure, with the growth of investment, 
unusually high rates of productivity advance combined with relatively low 

wage growth. Between 1965 and 1970, the Japanese growth paradigm 
ae ek eee 


If ever conditions seemed ripe for wages to squeeze profits in the manner 
envisioned by the supply-side theorists, they seemed so in Japan in the 
later 1960s. The Japanese economy had reached full employment by the 
end of the 1950s. Having dropped to an average of just 1.3 per cent during 
the years 1960-65, the unemployment rate fell even further between 1965 
and 1970. The ratio of job openings to applicants, at 0.64:1 ın 1965, rose 
to 1:1 in 1967 and escalated to 1.41:1 1n 1970, making for truly hyper-full 
employment.» Workers naturally won major wage gains, with real wages 
growing between 1965 and 1970 at the very high average annual rates of 
8.6 per cent and 6.2 per cent in manufacturing and the private business 
economy, respectively, and product wages increasing at average annual rates 
of 11.1 per cent and 7.6 per cent, respectively. These rates of wage growth 
turned out, however, to manifest the continued subordination of Japanese 
workers to the requirements of capital accumulation. 


The Japanese economy had no trouble accommodating such high rates of 
wage growth because the parallel rates of productivity growth were even 
higher. Between 1965 and 1970, the average annual rates of labour 
productivity growth in manufacturing and the private business economy, 
were 12.5 per cent and 10.75 per cent, respectively. The profit share thus 
rose during this period 9.6 per cent in manufacturing and a spectacular 
31.3 per cent in the privare business sector At the same time, the 
outputapital ratio also rose a little, growing annually, on average, by 0.5 


3! Kosa:, Era of High-Speed Groth, pp 159, 161 
# Ibid , p. 144 
33 Thid.,p 158. 
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per cent and 1.9 per cent in manufacturing and the private business econ- 
omy, respectively. Par from falling in an epoch of super-full employment, 
the rates of profit in manufacturing and the private business economy rose 
more than 20 per cent and 66.5 per cent, respectively. 


A major structural transformation of Japanese industry, taking place 
during the decade or so before 1973, lay behind the enormous productivity 
gains achieved in this era. Having focused during the previous decade on 
raw materials processing industries (prominently including steel, petro- 
chemicals, cement, and electricity generation) Japanese manufacturing 
came to concentrate on ‘machinery industries’ (broadly defined to 
include transportation, electrical machinery, and all other types of 
machinery equipment) which made use of the raw material processing 
industries’ outputs.4 In so doing, it achieved much of its gains in 
productivity by way of the fuller application of technological advances 
first implemented during the previous decade. The later 1950s and early 
1960s had witnessed a major technological revolution—the inutial 
introduction of new consumer durables such as televisions and electric 
refrigerators, new producer durables such as silicon, steel plates, and 
polyethylene, and new methods of production such as thermal electric 
power plants, strip mills, and transfer machines. Over the second half of 
the 1960s, record growth rates could thus be achieved by increasing the 
proportion of the technologically advanced sectors within the economy, by 
rationalizing already implemented technical gains, by improving plant 
layout and quality control, and, especially, through economies of scale. 


The rapid growth of investment could bring such extraordinary gains in 
labour productivity because it embodied such rapid technical progress. 
And it could embody such rapid technical progress because it occurred in 
the context of such accelerated tatermationalrzation. Between 1965 and 

. 1970, Japanese exports grew at an average annual rate of 17.2 per cent. 
Such rapid growth was obviously made possible by the high rate of pro- 
ductivity increase, but it was also a critical condition for that productivity 
increase. The acceleration of export growth thus made possible both the 
major economies of scale achieved in this era, and the especially rapid 
expansion of those manufacturing lines that were enjoying the fastest 
productivity growth. 


The market for fast-growing Japanese exports was provided in part by 
the unusually rapid growth of world trade. But, had Japanese producers 
had to depend solely on the growth of the market, they could not have 
increased exports at anything like the rate they did. As in the previous 
period, they thus continued to rely for most of their gains in overseas 
sales on grabbing an ever larger share of the world market. Between 
1963 and 1967, Japan doubled its exports, and doubled them again 
between 1967 and 1971. It did so only by spectacularly increasing its 
share of the manufacturing exports of the twelve leading capitalist 
economies from 7.6 per cent to 13.0 per cent (at current prices). Over the 


M Ima: ‘Japan's ing Industrial Structure’, pp 47-53. 

33 “The controlling factor [in economic growth over the years 1965-70] was the interaction 
lof the big growth of investment] with expansions in scale.’ Kosai, Ere of High-Speed 
Growth, pp. 161-4 (quote p. 163) 
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period 1963-71, therefore, no less than 54 per cent of Japan’s total gain 
in exports derived from the increase in its share of the world market, 
compared to only 46 per cent made possible through the growth of the 
market itself. Since, in this same period, the us share of advanced coun- 
try manufacturing exports fell from 20.8 per cent to 17.0 per cent, while 
the UK share fell from 15.4 per cent to 10.9 per cent, and since no other 
national economy beside Japan’s very significantly increased or decreased 
its share, it can be concluded that virtually the entirety of the Japanese 
gain was made at the direct expense of the US and uK.?° 


Japanese exports hit particularly hard in the Us domestic market. Between 
199% and 1971, Japanese exports to the US quadrupled in value, with the 

share of exports to the US ın total Japanese exports growing from 27.6 per 
cent to 31.2 per cent, Japanese manufacturing exports as a share of total us 
manufacturing imports thus grew rapidly from 17 per cent to a bit under 
one-quarter. The intensification of Japanese pressure on US markets came 
mostly from the transport equipment and machinery industries, which 
were also developing most rapidly at home, with intermediate metals and 
intermediate chemicals also figuring prominently. 


The Japanese economy succeeded in so dramatically increasing its market 
share at the expense of the Us in this period by virtue of its ability to hold 
down costs. It thus widened its lead in spectacular fashion over the 
second half of the 1960s, holding the rate of growth of unit labour costs 
and of export prices to one-half and one-fourth, respectively, that of the 
US economy. The growth of state budget deficits leading to inflation in 
the Us in this period made this development that much more 
pronounced. The combination of the growth of demand in and the decline 
in competitiveness of the US economy between 1965 and 1970 was thus a 
fundamental condition for the Japanese boom. Equally, ıt is not hard to 
see aay the downward price pressure exerted by Japanese producers on US 
output prices played a central role in the squeeze on US man- 
SAE profitability that set off the international crisis in this period. 


2B. Germany, 1965-69 


During the second half of the 1960s, Germany's manufacturing economy 
followed a path rather analogous to Japan’s, though with far less spectacular 
results. After a half-decade of reduced growth between 1960 and 1965, 
German economic authorities, in collaboration with employers and labour, 
implemented a series of policies designed to contain production costs, 
especially in relative international terms, and these had the desired effect. 


In 1966-67, the Bundesbank consciously engineered a slowdown with 
the explicit purpose of reducing the inflationary trend thar had resulted 
from a period of unusually expansionary fiscal policy. Manufacturing 
firms had of course already been experiencing an extended period of 


% Morgan, ‘Export Competiuon and Import Substitution’, pp. 48, 50, 34, Tables 4 1, 2, 
3. In these years Italy (1.3 per cent) and Canada (1.5 per cent) were the only other coun- 
tries of the leading twelve to increase their share by as much as I per cent ‘From 1967 to 
1971 Japan secured no less than 90 per cent of the $7.3 billion shift in market shares ’ 
Morgan, p. 53- 
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declining profitability, though from very high levels. The outcome was 
the first serious recession of the postwar epoch—the first year of negative 
growth—and, it turned out to constitute something of a turning 


point.37 


In a serious effort to reverse the negative trend in profitability, firms 
ruthlessly reduced capacity in accord with changes in demand and rapidly 
introduced new technology, while pushing hard to reduce wage costs. As 
part of this broad process of rationalization, firms shed labour to a much 
greater extent than in previous recessions. While generally intensifying 
labour, they also introduced new systems for job evaluation and perfor- 
mance appraisal. In some plants, moreover, they held back from workers 
the expected non-contractual bonuses and company benefits. Meanwhile, 
from 1966-67, they began to recruit foreign workers on a large scale, 
and, by the end of the decade, had thereby done much to alleviate the 
labour shortage.?8 


Despite the employers’ attacks, the trade union movement did its part to 
restore the economy’s vitality. In the wake of the formation of the Grand 
Coalition in 1966 and the entry of the Social Democrats into the 
government, the unions explicitly agreed to refrain from exploiting the 
increased bargaining power that would accrue to them when the econ- 
omy once again turned upward, and pledged to bold down wage 
increases so as to restore profitability.» 


Taken in combination, these initiatives proved highly successful. 
Between 1965 and 1969, manufacturing labour productivity grew at an 
average annual rate of 5.7 per cent (5.6 per cent net), somewhat faster 
than during the first half of the decade, while nominal wages grew 
sufficiently slowly to bring down average annual product wage growth 
to 5.4 per cent from 5.7 per cent between 1960 and 1965. On the basis of 
the resulting reduction in the growth of unit labour costs, German 
manufacturing exporters were able to partially reverse the previously 
prevailing trend to declining international competitiveness, and launch 
a new export boom. They were much aided in this by the new trend 
toward rising costs and prices in the us. Between 1965 and 1969, 
exports grew at an average annual rate of 10 per cent, two-thirds faster 
than between 1960 and 1965. German manufacturers were thus able to 
regain the share of advanced country manufacturing exports that they 
had lost between 1961 and 1965.4 By 1969 the manufacturing rate of 


profit had made a very partial recovery, rising by 7.5 per cent over its 
level of 1965. 


For Germany, as for Japan and the other European G-7 economies, then, 
the final stage of the postwar boom paralleled the onset of the profitability 
crisis in the US. The transition to international economic downturn can 


37 Giersch et al., The Fadsag Miracle, pp. 143-6. 

Hennings, ‘West Germany’, pp. 490-2; Cardin, ‘Profitability in West Germany’, pp 
i A AE Carlin, “West German Growth and Institutions’, p- 473; Muller Jense ard 
Sperling, “Economic Development’, p. 471 

» Hennings, “West Germany’, pp. 491-2; Carlin, ‘Proficabilicy in West Germany’, pp. 
337-8, 342. 

# Carlin, ‘Proficabulty in West Germany’, pp 336-8. 


thus be said to have begun, somewhat paradoxically, at a point when 
most of the advanced capitalist world was 10 full expansion. 


u. The Crisis Spreads 


The German and Japanese manufacturing economies could secure the 
final phase of their economic boom only by destroying essential conditions 
for its continuation. During the second half of the 1960s, the German 
and Japanese manufacturing economies expanded rapidly by sharply 
increasing their export growth, mainly by taking over, or at least 
profoundly threarening, the markets of us manufacturers. The appearance 
of major US current account deficits and major German and Japanese 
current account surpluses was the unavoidable result. These external 
deficits and surpluses were driven up further by the us turn to growing 
federal deficits and easy money to keep the economy turning over in the 
face of falling profitability, and the corresponding German and Japanese 
persistence with policies that restricted the increase in domestic demand 
in che interest of export-based growth. 


In a sense, the leading rivals of the US granted it ‘loans’ so that Us purchasers 
could continue to buy their products and keep their export-driven 
manufacturing sectors growing, while the Us government sped up the 
lending process with its stepped-up subsidies to demand through fiscal 
deficits and easy money. But, as the prospects of the us fully paying its 
‘debts’ declined —because of its declining competitiveness, as manifested 
in its decreasing capacity to export and increasing propensity to import 
and invest abroad—these ‘credits’ had, ultimately, co be discounted. 
Dependent as they were upon the maintenance of increasingly under-val- 
ued currencies for their economic dynamism, the Germans and Japanese 
were willing to accept increasingly over-valued dollars without limit. 
But a world money crisis, precipitated by one speculative run after 
another on the dollar, could not be avoided, and the dollar inevitably lost 
much of its value with respect to the yen and the mark between 1971 and 
1973. US manufacturers’ leading overseas rivals thus saw their effective 
costs of production rise sharply with respect to those of us producers, and 
could no longer sell at the old rates of profit. The outcome was not only a 
major redistribution of the gains from international trade among the 
advanced capitalist countries, but a shift of a significant part of the 
burden of the fall in aggregate profitability of the leading advanced 
capitalist economies from the us to Germany and Japan. Even so, as 
profitability and the rate of accumulation in Germany and Japen 
declined, it failed to recover very much in the us. 


1. The US Counter-Offensive and the World Money Crisis 


During the boom of the first half of the 1960s, the Us economy had 
partially restored its international position by increasing export growth 
and reducing import growth. Having fallen precipitately by the end of 
the 1950s, the US current account, swelled by the rapidly rising mer- 
chandise trade surplus, had reversed itself over the following half-decade, 
and reached a peak of $5.8 billion in 1964. Still, the facts thar it failed to 
recover any of the international market share that ic had lost in the 
1950s, and that us manufacturing corporations continued to place an 
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ever-increasing share of their total direct investment to production 
overseas, showed that the us economy had secured no really decisive 
self-transformation. Even by mid-decade, the Us economy began to 
experience, in intensified form, much the same set of domestic and inter- 
national problems that had plagued it in the later 1950s. 


From the start of the 1960s, US policy makers adopted a series of increas- 
ingly comprehensive measures aimed at keeping down the accelerating 
outflow of capital to prepare for a programme of Keynesian stimulus to 
restore economic dynamism in the wake of the stagnant 1950.47 They 
were, no doubt, less reluctant than they might otherwise have been to 
restrict the activities of US international bankers and multinational cor- 
porations in view of the rise, beginning in the late 1950s, of the essen- 
tially unregulated Eurodollar market, which us authorities had decided 
vot to control. Through the Eurodollar market, despite increased domes- 
tic capital controls, us banks were largely enabled to continue their 
foreign lending from their overseas bases, and US multinational corpora- 
tions enabled to meet both their borrowing and investment needs 
throughout the period.” The fact remains that, between 1960 and 1964, 
even in the face of the growing controls on the outflow of capital from 
the us, the increase in the net export of long-term capital outran the 
increase in the current account surplus, with the result that the basic bal- 
ance of payments stayed negative and then, in 1965, began to rise 
rapidly, as the trade belance began once again to fall while net overseas 
investment kept rising.4? Already in early 1965, well before any major 
step-up in government spending, a new run on the dollar in response to 
news of the decline in the trade surplus manifested the failure of us domes- 
tic manufacturing to have overcome its problems in competing and in 
attracting investment funds, and signalled the economy’s entrance into a 
new eta of economic instability. 


During the second half of the 1960s, US manufacturers experienced, as we 
have seen, major falls in competitiveness and profitability, which could 
not but seriously dampen US economic dynamism. In this context, when, 
to keep the economy moving, the government stepped up what was 
already a substantial stimulus programme, it was bound to call forth 
accelerated price increases and invite growing international imbalances. 
Faced as they were with declining rates of profit, and thus reduced 
surpluses and a deteriorating business climate, Us manufacturers natu- 
rally responded to any given increase in demand with relatively lower 
rates of growth of output and investment than previously, as, for example 


4! The government's measures to restrict overseas investment included ‘Operation Twist’, 
which involved keeping short-term interest rates relatrrely high to artract short-term oap- 
ial from overseas but long-term rates relatively low to stimulate investment spending 
and relieve unemployment, the Interest Equalization Tax which was designed to discour- 


Investment Program, which, respectively, imposed ceilings on loans to foreigners by us 
financial institutions and restricted the availability of funds from Us non-financial corpo- 
tenons, notably multinational corporations, to their overseas affiliates. Argy, Paster 
International Money Crests, pp. 39-40. 

Y E, Helleiner, States and the Recmsergence of Global Finance. From Brattex Woods te the 19905, 
Ithaca 1994, pp. 84-91. 

4 Argy, Postwar Internatremal Meaney Crits, pp. 39-40 


in the period of rising profitabiliry between 1961 and 1965. The 
increased demand that resulted from rising government deficits was thus 
predictably unable to stimulate a corresponding increase in domestic sup- 
ply, and called forth instead more rapidly rising prices and imports. The 
results were devastating for the US international position and the dollar, 
and led inevitably to remedial deflationary policies that could not but 
bring on recession. It was a go-stop progression that would repeat itself 
with numbing regularity over the next fifteen years.44 


In 1964, and again in 1965, the Johnson administration, backed by 
Congress, had implemented major tax curs—originally planned by the 
Kennedy administration—even though the economy had already begun 
to grow quite rapidly in 1962 and 1963. The stage was therefore set for 
economic over-heating when Johnson refused to propose a tax increase to 
pay for sharply rising expenditure on the Vietnam War because he feared 
that Congress would exploit the opening to cut his Great Society 
programmes. In late 1965, the Federal Reserve stepped into the breach, 
raising the discount rate and tightening up the supply of credit. By mid 
1966 a credit crunch had begun to materialize which threatened to pre- 
cipitate a cyclical downturn. But the Fed eased up once again to prevent 
recession and, as military spending continued to rise rapidly, it pursued 
an accommodating, highly expansionary monetary policy until the last 
quarter of 1967. In January and August 1967, Johnson finally did pro- 
pose first a 6 per cent, then a 10 per cent, tax surcharge to slow the econ- 
omy down but, despite the powerful stimuli already in place and 
increasing inflationary pressures, Congress failed to enact it. By the end 
of the year, the Fed was once again having to worry about inflation, but it 
failed to tighten credit for fear it would bring down the very shaky 
British pound—a futile consideration, as things turned out. In spring 
1968, the government finally did pass the tax surcharge (a case of too lit- 
tle, too late since it seems to have had little effect in depressing con- 
sumption demand) and the Fed raised interest rates. But by this time a 
major Crisis was maturing.*> 


At almost exactly the same moment that the US economy was avoiding a 
cyclical downturn but also fuelling inflation by means of increased fed- 
eral deficits and easy money, both the German and Japanese economies 
were experiencing serious recessions—Germany in 1966-67 and Japan 
in 1965. These cyclical downturns sharply slowed the growth of costs 
and prices in each country. With competitiveness thus improved, both 
economies immediately entered into dynamic, export-led booms, which 
brought record-breaking current account surpluses (especially at the 
expense of an increasingly inflation-bound US economy) and, ultimately, 
the massive increase in imported inflationary pressure (again especially 
from the us). 


During the first half of the 1960s, consumer prices in the us had not 
risen faster than 1.7 per cent ın any year. But with the sudden step-up of 


44 Por farther discussion of the relationship between subsidies to demand, falling prof- 
itability, and ring inflation, see below, pp 151-3. 

43 Calleo, Inperreas Ecoromry, pp 12-14, 25-8, Gordon, ‘Postwar Macroeconomics’, pp 
136-40, Eckstein, Greet Raasta, pp 25-7 
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spending for the Vietnam War from the second half of 1965, they 
suddenly doubled to 3.4 per cent in 1966. Following the appearance in 
1967 and 1968 of the largest federal deficits since the Korean War, 
inflation accelerated further, reaching 4.2 per cent and 5.4 per cent in 
1968 and 1969. In parallel manner, beginning in 1965, US trade 
balances with Japan and Germany—quite healthy and positive from 
1960 through 1964—fell rapidly. In 1966, the trade deficit with 
Germany and Japan combined reached close to $1 billion; by 1968 and 
1969 it exceeded $2 billion; and in 1971 and 1972, as the trade crisis hit 
its nadir, it grew to (what at that point were considered) the colossal 
levels of $4.1 billion and $5.3 billion, respectively. 


The decline of the combined trade balance with Germany and Japan was 
the dynamic factor determining the collapse of the overall us trade 
balance. Between 1960 and 1964, merchandise imports had increased by 
27 per cent, exports by 29.7 per cent; between 1964 and 1971, imports 
grew by 144 per cent; exports by 66.5 per cent. By 1966, the trade 
balance had already declined by close to 50 per cent with respect to its 
1964 peak; by 1968 and 1960, undercut by the accelerating inflation, it 
had fallen to new postwar lows and, at $635 and $607 million, respec- 
tively, was heading toward disappearance. In 1971, the US experienced 
its first trade deficit of the twentieth century. The merchandise trade 
balance went into the red by $2.72 billion in 1971 and by $6.99 billion 
in 1972—down by a spectacular $13.7 billion in the eight years from 
1964. Meanwhile, the trade balance in manufactured goods fell to zero in 
1971 and to $2 billion in deficit in 1972. These merchandise trade 
deficits were far too large to be counterbalanced by surpluses on trade in 
services and returns on foreign investment and in 1971 and 1972 the 
balance on current account also went negative, by $1.4 billion and $5.8 
billion. 


The US Trade Balance with Germany, Japan, and the World 


1963 

Japan 0.3 

Germany 0.6 
«Japen+ 0.9 

Germany 

World 5.2 

Current 4-4 

Account 


64 65 6 7 B Q pP 77 ARA B 
0.2 -0.5 08 -0.3 -1.2 -16 -I4 -33 -39 -13 
o4 03 OI -025 -I.0 05 04 O8 -I4 -r6 
o6 0.2 -0.9 O55 -2.2 -2.1 -I8 -4I -5.3 -2.9 
68 49 3.8 3.8 0.63 0.61 2.6 -2.3 64 09 
6.8 5.4 3.0 2.6 0.64 0.39 2.3 -14 -58 2.3 


Source. Kosu, Bra of High Sped Growth, p. 177, Liesner, One Hxmdrad Years of Economsc Statistics, p. 104, Table us 15; BRP 
1983, p. 76, Table B-101 


As US external balances fell and those of Germany and*Japan rose, the 
money market inevitably placed renewed downward pressure on the 
dollar and upward pressure on the mark and the yen. In early 1968, after 
having undermined the pound-—despite Us support for it—speculators 
once again attacked the dollar, threatening to bring down the whole 
dollar-based international monetary system. The us was able to prevent 
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the collapse of the Bretton Woods system only by partially dismantling 
it. It ceased to honour its commitment to sell gold to private parties at 
$35 per ounce, thereby endin; ng dollar convertibility and putting the 
system on a purely dollar basis.‘ 


But the matter did not end there. As Germany’s international competi- 
tiveness improved, its current account balance took off once again, rising 
spectacularly from DM1.7 billion in 1966 to DM13.2 billion in 1968. 
Wich the currency implicitly strengthened, speculative inflows reached 
record proportions, leading to pressures to revalue the mark quite analo- 
gous to those of che end of the 1950s. Dollars thus poured into the coun- 
try in search of marks, massively swelling the money supply. Hardly had 
the economy emerged from recession, than it began, bit by bit, to experi- 
ence imported inflation. By autumn 1968, the Bundesbank had decided 
to advocate a revaluation. The German government put off taking this 
step for another year, but ultimately could not avoid it. Following a new 
wave of speculation in September 1969, the government raised the value 
of the mark by 9.3 per cent in late October 1969, posing an immediate 
problem for the continued growth of German exports and, in turn, for 
the extension of the German boom.‘7 


In Japan, too, the rapid growth of the balance of payments surplus from 
1968 and 1969 attracted a huge influx of dollars, the beginning of 
imported inflationary pressure, and a growing demand for yen revaluation. 
Unlike the Germans, however, the Japanese sought to avoid at all cost 
the revaluation of their currency, inviting a wave of inflation that would 
eventually dwarf that of Germany. 


The us government made one last attempt to turn the tide. In the latter 
part of 1968, the Johnson administration finally began to combine fiscal 
austerity and tight money, with the goals of preventing further prices 
rises and of heading off renewed international monetary instability. From 
early 1969, the newly elected Nixon administration extended the 10 per 
cent tax surcharge initiated in mid 1968, reduced the investment tax 
credit, and cut federal spending, while the Fed maintained a tight rein 
on credit. With Us interest rates continuing high, international mone- 
tary turmoil briefly subsided, as short-term money poured back into 
dollars. Meanwhile, a credit crunch developed, leading to the recession of 
1970, and the first full year of negative growth since 1958.48 


Nevertheless, the political costs of sustaining a serious anti-inflation- 
ary policy—-not to mention the alarming fall in the stock market and 


 Calleo, Imperieus Econsary, pp 56-7. The us maintained a formal, hypotherical commit- 
ment to pay out gold ac the official price to central banks, thereby constituting the so- 
called two-nered system. Bur this pledge had already been emptied of substance by the 
combination of US power and economic weakness. ‘America's hegemony over its allies was 


47 Giersch et al., Te ead oe 148-51; O Emminger, “The D-Mark in che 
Conflict Between Internal and External Equilibrium, 1948-75’, Prrecetee Estoy m 
Taternatrenal Finance, no. 122, June 1977, pp 24-6. 

48 For this and che following paragraph, see Ecksein, Greet Recesston, pp 40-1; Calleo, 
Imperionas Economy, pp 58-9. 
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the lengthening string of business failures highlighted by the collapse 
of the Penn Central Railroad—quickly proved unacceptable to the 
Nixon administration. Well before the defeat of the Republicans in the 
congressional elections of November 1970, and as high interest rares 
threatened to choke off the recovery, the government turned once again 
to fiscal stimulus and the Fed accommodated with a policy of easy 
credit. As Nixon was to put it several months later, “We are all 
Keynesians now.’ Even under the pressures of declining competitive- 
ness, rising prices, and the deterioration of the us balances of trade and 
payments, the Nixon administration thus showed itself unwilling to 
take remedial action. By its refusal to act, it signalled to its trading 
partners that it would take no responsibility for the export of inflation; 
countries wishing to avoid the flooding in of dollars and the resulting 
rise of domestic prices should revalue their currencies. Currency reval- 
uations by the us’s trading rivals, as Nixon of course understood, 
would improve US competitiveness, raise profitability on US exports, 
and reduce the pressure from imports on the Us economy. 


Once the us authorities had begun to tum toward macroeconomic expan- 
sion in mid 1970, the international monetary order was as good as dead. In 
Germany, the respite provided by the revaluation of the mark in autumn 
1969—s well as by temporarily high interest rates and recession in the 
uS—turned out to be very brief. In response to the continued increase of 
inflationary pressures, the Bundesbank progressively tightened credit 
from March 1960, taking the discount rate to the record level of 7.5 per 
cent in March 1970. It also began a two-year tightening of fiscal policy. In 
Japan, where no revaluation took place despite the fast-rising current 
account surplus, the authorities also restricted the money supply and 
raised interest rates to try to contain prices. But, when interest rates fell in 
the us while they remained high or were increased in Germany, in Europe 
more generally, and ın Japan, short-term speculative money fled the dollar, 
and the us overall payments deficit (short and long term together) 
exploded to $10 billion in 1970 and $30 billion in 1971. World reserves 
in these years thus rose by no less than 18 per cent and 32 per cent, respec- 
tively, laying the foundations for uncontrollable international inflation. By 
1971 the Us’s gold reserves represented less than a quarter of its official 
liabilities. In 1971, as the US federal deficit reached its highest level of the 
postwar epoch up to that point, the us trade deficit hit a twentieth-century 
record.49 


The pressures for a reordering of international rates of exchange had now 
become unbearable. The Bundesbank had of course raised the discount 
rate with the purpose of cooling down the economy, but from the point 
that the us had begun to loosen, money had flooded into Germany in 
search of marks to exploit the interest race differential, and inflation 
continued to soar. This is exactly what had happened ın 1960, but it now 
occurred on a massively greater scale. The US was exporting inflation 
with a vengeance—it increased in Germany from 3.8 per cent in 1970 to 
5.2 per cent ın 1971—and by May 1971, the German government, 
along with the Dutch, saw no choice but to allow their currencies to float 
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upward. The Swiss and Austrians revalued their currencies. The us 
government seemed to be getting its wish. Speculative dollars now, 
however, flowed into France and Belgium, where they were converted to 
gold, and us gold reserves fell toward the symbolically critical $10 
billion mark. Japan, under huge pressure from the Us to revalue in the 
face of trade and current account surpluses that in 1970-71 smashed all 
previous records, nonetheless stood pat, announcing thar it would 
maintain its currency at 360 yen to the dollar, the level at which it had 
been fixed in the late 1940s. In August 1971, however, Nixon introduced 
his ‘New Economic Policy’, by which he suspended the convertibility of 
dollars into gold and imposed a 10 per cent surcharge on imports, while, 
not coincidentally, introducing new fiscal stimuli into the economy in 
the form of an increased investment tax credit, the repeal of excise taxes 
on cars and trucks, and personal income tax reductions. This was an open 
declaration of war on the US’s economic rivals and an implicit demand 
that they revalue their currencies. In December 1971, the signing of the 
Smithsonian Agreement brought a devaluation of the dollar by 7.89 per 
cent against gold and the revaluation of other currencies against the 
dollar, the mark by a total of 13.5 per cent and the yen by a total of 16.88 
per cent.>° 


The new international monetary dispensation, specifically the attempt 
to maintain fixed exchange rates, failed to secure stability and lasted 
little more than a year. It was well-known that the Smithsonian rates had 
only emerged after hard bargaining, that the us had maintained that 
larger changes would be needed to restore equilibrium, and that key us 
officials regarded the new parities as only provisional. Already ın 
February and March 1972, the dollar was again in trouble and had to be 
bailed out by means of currency purchases by the us government and its 
partners. But with a presidential election coming up in the autumn, the 
Nixon administration placed renewed pressure on the dollar by enacting 
still another round of stimulus. The budget deficit accommodated by 
easy credit helped bring a tripling of the previous record trade deficit in 
1972 and, with it, a new round of capital flight from the dollar. By the 
end of 1972, mainly as a consequence of the sky-rocketing us balance of 
payments deficits, world reserves had doubled their total of 1960, 
increasing as much in the intervening three years as in all previous cen- 
turies of recorded history.5* With Germany and Japan accumulating dol- 
lars at rates that were totally incompatible with any possibility of 
controlling liquidity and inflation, the Smithsonian parities were not 
long for this world.5? 


Prices were now ready to go through the roof. Nixon’s wage-price 
controls had briefly restrained inflation. But in January 1973, these 
controls were unexpectedly lifted, and the annual rate of increase of 
consumer prices exploded from 3.9 per cent in the last quarter of 1972 to 
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6.2 per cent in the first quarter of 1973. By February 1973, the outbreak 
of inflation in the us detonated a new foreign exchange crisis, and the US 
and its allies quickly agreed to a further devaluation of the dollar by 10 
per cent. Even so, the us authorities made clear that they were in no way 
committed to support the new parities or, by implication, even to the 
maintenance of a fixed rate regime, almost inviting further instability. 
Between January and March 1973, DM27.8 billion flooded into Germany, 
and after a brief attempt to defend the new parities, the advanced capitalist 
countries formally abandoned the fixed mate system of exchange, resorting 
to the float.°3 During 1973, the mark was revalued upward by 20.4 per 
cent against the dollar, making for an extraordinary total of appreciation of 
the German currency against the dollar between 1969 and 1973 of 50 per 
cent. The yen was revalued a further 12 per cent in 1973, making for a 
total appreciation for the two years from December 1971 of 28.2 per cent. 


In the space of a few short years, the US manufacturing sector had secured 
by dollar devaluation the kind of turnaround in relative costs that it had 
been unable to achieve by way of productivity growth and wage 
restraint, even when it was performing at its postwar best during the 
first half of the 1960s. This gain did not, of course, come without a price; 
dollar devaluation meant a decline in purchasing power, and thus living 
standards, but reducing relative wages was obviously its purpose. 
Between 1970 and 1973, unit labour costs in manufacturing (expressed 
in dollars) grew at an average annual rate of 0.6 per cent in the US, 
compared to 17.6 per cent in Germany and 19 per cent in Japan. Over 
the same period, US relative unit labour costs in manufacturing fell on 
average by 9.9 per cent.>4 The average annual growth of US export prices 
between 1971 and 1973, at 9.5 per cent, could therefore achieve rough 
equality with those of Japan, at 9 per cent, and Germany, at 8.7 per 
cent—after having grown at double Germany’s and at close to five times 
the rate of Japan’s between 1965 and 1970. 


The gains in us relative costs made possible by the devaluation of the 
dollar, along with the gains in capacity utilization secured with the 
recovery from recession, had a galvanizing effect on the US economy. 
After having averaged -2.8 per cent per annum between 1966 and 1971, 
investment growth in manufacturing suddenly hit 9.7 per cent and 14.7 
per cent in 1972 and 1973, respectively. Between 1970 and 1973, 
helped out by the recovery of capacity utilization, labour productivity 
growth in manufacturing also increased spectacularly, at an average 
annual rate of 5.2 per cent (5.3 per cent net), and outran the average 
annual growth of product compensation, at 4.5 per cent for these years. 
In the same period, capital productivity also slightly increased. 
Manufacturing profitability, which had dropped precipitately, by 50 per 
cent between 1965 and 1970, ceased to fall and staged something of a 
comeback, increasing by 20 per cent in the subsequent three years, leav- 
ing the total decline in profitability between 1965 and 1973 at 40.9 per 
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cent. Meanwhile, by 1973, the us trade balance, on a downward 
trajectory from the mid 1960s until 1972, was suddenly restored to 
surplus, as merchandise exports hit an all-time high. 


The outcome of the international monetary crisis, set off by intensifying 
international competition leading to declining profitability and nsing 
external deficits in the US, was thus a partial recovery of US campetitive- 
ness, leading to somewhat improved profitability and international bel- 
ances. The impact, however, on the German and Japanese economies of 
the revaluations of the mark and yen which marked the disintegration of 
the Bretton Woods system was just the opposite—they now began to 
shoulder the burden of the world crisis of profitability. 


2. The Crisis of the German Economy, 1969-73 


From 1969, profitability in the German economy, especially its manu- 
facturing sector, declined sharply, continuing the pattern whereby 
German manufacturing profitability murrored that of the us but in 
reverse—tising through much of the 1950s while ıt fell in the us, falling 
from the latter part of the 1950s through the mid 1960s while it was 
recovering in the us, and then rising again between 1965 and 1969 as US 
profitability fell. The decline in German manufacturing profitability in 
the years immediately before the onset of the oil embargo represented, in 
important respects, a continuation, and a serious worsening, of the 
decline in manufacturing profitability of the late 1950 and early 1960s. 
Both declines were largely the result of the tendency of German relative 
costs to be driven up by the revaluation of the currency as a by-product of 
Germany’s particular form of export-oriented development, and, by the 
rise of competition abroad. Germany’s descent into crisis at the end of 
the 1960s was thus the consequence both of the vertiginous rise of the 
mark and of the simultaneous and closely related exacerbation of interna- 
tional over-capacity and over-production in manufacturing. Between 
1969 and 1973, the German economy thus joined the whole of the 
advanced capitalist world ın entering the long downturn, driven by the 
international profitability crisis in manufacturing. 


Manufacturing profitability had fallen by 12 per cent in 1961 and at an 
average annual rate of 5.3 per cent between 1961 and 1965, before 
recovering at an average annual rate of 2.6 per cent between 1965 and 
1969. Between 1969 and 1973, it fell again, at an average annual rate 
of 8.35 per cent, or by 30 per cent in total. At the same time, profitability 
in the private business economy as a whole fell at an average annual 
rate of 5.1 per cent. 


A rising demand for labour no doubt conditioned the squeeze on 
profitability, but could hardly be said to have caused it, since the labour 
market remained looser than it had been in the early 1960s. Following 
the large-scale introduction of immigrant workers in 1966-67, and the 
policy decision to integrate them and their dependants on a long-term 
basis, the labour force was never again as fully employed as it had been in 
the early 1960s.55 The fact remains that increased labour militancy did, 
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in these years, for the first time, express the growing organized power of 
German workers, and did bring serious pressure to bear on profitability. 
Between 1969 and 1973, the manufacturing real wage increased at an 
average annual rate of 6.6 per cent, compared to 4.9 per cent between 
1965 and 1969, and 5.7 per cent between 1960 and 1965. Average 
annual labour productivity growth in manufacturing fell to 3.9 per cent, 
compared to about 5.2 per cent for the years 1960-69. 


During the mid 1960s, following the Social Democrats’ entry into the 
Grand Coalition and the government's adoption of a voluntary incomes 
policy and wage-price guidelines, the unions had continued to accom- 
modate the requirements of capital accumulation in the face of the 
employers’ powerful offensive to restore profitability at workers’ 
expense, deliberately adopting a policy of restraint ın the hope of allow- 
ing the economy to firmly re-enter a solid path of growth following the 
severe recession of 1966-67. But wage growth dropped below and prof- 
itability rose above even the levels recommended by the semi-official 
Council of Experts.5° In autumn 19669 a series of major wildcat strikes, 
emanating not from the official unions but from the rank and file, shook 
German industry—employers and union bureaucracy alike. The unions 
were thus obliged to try to make up for the losses sustained during the 
previous period, as well as to protest the intensification of work intro- 
duced after the cyclical downturn of 1966-67. They were highly suc- 
cessful. Whereas during the period from January through August 1969, 
wage gains had fallen within the 6.0-7.1 range, from September 
through December they reached the 8.5 per cent-12.1 per cent range, 
smashing the guidelines set at 5.5-6.5 per cent. To regain control, 
union officialdom henceforth adopted a more aggressive bargaining 
stance, securing an especially large real wage increase in 1970.7 


The rise of worker militancy and the so-called ‘wage explosion’ was thus 
a compensatory reaction to the previous ‘profit explosion’. As Hennings 
puts it, ‘The profit explosion generated high wage demands.’>® As it 
turned out, then, the average annual growth of the manufacturing real 
wage over the two periods taken together—between 1965 and 1973— 
was thus, at 5.7 per cent, almost exactly the same as the 5.6 per cent 
registered between 1960 and 1965, while the average annual growth of 
manufacturing labour productivity, at 4.7 per cent was only slightly 
lower than the 4.9 per cent registered between 1960-65. 


Given domestic factors alone, the resulting fall in profitability would have 
been minor. This is evident from the fact that, although the average annual 
growth of unit labour costs between 1969 and 1973 in the private sector 
outside manufacturing was, at 9.4 per cent, actually higher than that in 
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manufacturing, at 8.0 per cent, the non-manufacturing sector was able to 
avoid a serious decline in its profit race because it was able to raise its prices 
at an average annual rate of 8.5 per cent, compared to just 5.8 per cent in 
manufacturing. Between 1969 and 1973, therefore, the average annual 
decline of the non-manufacturing profit share was just 2.05 per cent, that 
of the profit rate 2.3 per cent, for a total of 9.1 per cent over the four years. 
The fall in the manufacturing profit rate in this period was, by contrast, 30 
per cent. It was only because the profit rate decline in manufacturing wes 
more than three times as great as in non-manufacruring that there was, in 
these years, a significant decline in the profit rate in the private business 
economy as a whole, of about 20 per cent. 


Tt was an increase in relative costs in international terms ther determined 
that German manufacturing profitability would, by 1973, fall signifi- 
cantly below not only its level of 1969, but also that of 1965. 
Throughout the long boom, Germany had, of course, based its economic 
growth on the rapid increase of exports. It had done so by restraining the 
growth of domestic costs by political and socio-economic means, and by 
exploiting its historic comparative advantage in the production of capital 
goods, chemicals, and the like at a time in which international demand 
for these products was rapidly rising. Between 1960 and 1973, exports 
grew at an average annual rate of 7.5 per cent, while domestic absorption 
grew only half as rapidly, at an average annual rate of 3.6 per cent.°9 But, 
as repeatedly stressed, the fact that the German economy’s ability to 
export was so dependent upon the repression of domestic demand to 
keep costs down meant thar trade and current account surpluses were, in 
the medium run, an inevitable by-product of export dynamism—and, 
sooner or later, a barrier to it. This structural limitation of export- 
oriented German development, in combination with the growing 
threat posed by Germany's overseas competitors, had already proved an 
impediment to German growth in the late 1950s and early 1960s, and 
declining German competitiveness had been heavily responsible for 
declining manufacturing profitability in thar period. The same syndrome 
manifested itself once again in the tumultuous economic environment of 
the late 1960s and early 1970s. 


The reduction in the growth of costs following the government’s defla- 
tionary measures and the recession of 1966-67 had made possible, as we 
have seen, a new boom in exports, an associated rise of external surpluses, 
an implicit strengthening of the currency, speculative upward pressure 
on the mark, and ultimately a revaluation of the currency by 9.3 per cent. 
But the revaluation of autumn 1969 could not stabilize the international 
monetary order, for it could not prevent the intensification of the same 
trends that had brought it about. Between March 1969 and December 
1971, although the German current account fell, the combination of us 
loosening to stumulate growth and German tightening to control inflation 
produced intolerable pressure on currencies that forced first the float and 
ultimately the further 16 per cent revaluation of the mark that came 
with the Smithsonian Agreement of December 1971. Of course, the 
Smithsonian Agreement itself soon fell apart, bringing about the final 
collapse of Bretton Woods and still another round of revaluation in 
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February-March 1973. All told, between 1969 and 1973, the effective or 
trade-weighted exchange rare of the mark increased at an average annual 
rate of 6.1 per cent. 


Faced with such a sizeable increase in the mark’s value, German manu- 
facturers, heavily dependent as they were upon exports, were obliged to 
choose between two routes. Were they to attempt to maintain their 
profit rates by accepting higher relative prices, they could not but sustain 
declining export growth and declining shares of the world market. 
Were they to try to maintain their export growth by holding down their 
prices, they could not but sustain declining profitability. 


In fact, as Carlin has demonstrated, German manufacturers took the latter 
route. Between 1969 and 1973, Germany’s relative unit labour costs grew 
at the very large average annual rate of 6.1 per cent, a development entirely 
attributable to the increased value (effective exchange rate) of the mark. 
Nevertheless, German exporters held down the increase of their export 
prices in terms of marks to an average annual rare of only 3.7 per cent. Even 
though the revaluation of the mark imposed a further average annual effec- 
tive increase in their selling price of 6.1 per cent, they were thus able to 
keep the selling price of their goods competitive, as world export prices 
were increasing in these years at an average annual rate of 9.1 per cent. 
German manufacturers were therefore actually able to slightly increase 
their share of world exports and world manufacturing exports between 
1969 and 1973, although it should be noted that, because the growth of 
world trade was already slowing, the average annual increase of German 
exports, at 7.2 per cent, represented a significant fall-off from the boom 
levels of 10 per cent achieved berween 1965 and 1969. 


Table 11 
Costs, Prices and Profitability in Germany, 1969-73 
(percentage rares of change) 


NPR NPSh PW LPy NW ULC PPri NY/NK NY/NK NEPfi 
real 
mfgr -8.35 -77 59 3.5 12.0 80 5.8 -08 -0.8 5.7 
omfgr -2.3 -2.05 3.7 2.9 125 94 8.5 3 -2.6 6.6 


Source: see Note on Main Sources of Dara Key to legend on page 265. 


German producers, to retain their markets, were thus obliged to refrain 
from raising their prices ın marks in accord with increased costs, and 
even so had to accept declining export growth. But holding down prices 
in the face of rising costs had an inevitable result: while protecting in the 
short term its capacity to export and thus its main engine of growth, the 
German manufacturing sector could not but sustain a major decline ın 
its rate of profit on capital stock, and thus a profound blow to its longer 
term prospects for growth.® In the non-manufacturing sector, because 
the (relatively restricted) fall in profitability represented only a short-term 
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out-running of labour productivity by product wage growth, there was no 
reason to expect it to precipitate irresolvable longer term problems. 
Adjustment to the fall in the profit share could—and did—take place 
through the subsequent restraint of wage growth. But in manufacturing, 
because the fall in profitability represented not so much a local problem 
of rising wages relative to profitability, as a system-wide problem of over- 
capacity and over-production resulting from intensified international 
competition, the road to recovery was far less direct, and would turn out 
to be very much more difficult to negotiate. 


3. The Crisis of the Japanese Economy, 1970-73 


After 1970, profitability in Japanese manufacturing——end in the economy 
in general —tumed down, suddenly and sharply. In so doing, 1t continued 
to track the evolution of profitability in German manufacturing, while 
mirroring in reverse that of the us, as it had done throughout the postwar 
era. Japanese profitability thus tmpled over the course of the 1950s 
(through 1961), fell back temporarily during the first half of the 1960s, 
then exploded upward from 1965 to 1970. In Japan, the culminating rise 
in profitability over the second half of the 1960s was far more spectacular 
than that in Germany, reaching record levels for the postwar period, and 
was made possible by a much more powerful explosion of exports. The 
Japanese export boom, like the German, was fed by the us government’s 
fiscal and monetary expansion—and the Japanese government's ongoing 
fiscal and monetary moderation—and brought massive current account 
surpluses. Like the German expansion, therefore, ıt proved ultimately self- 
undermining, as it placed inexorable upward pressure on the yen. With the 
fall of the dollar and the revaluation of the yen over the years 1971-73, the 
Japanese manufacturing economy lost much of its cost advantage ın the 
world market, suffered a substantial fall in profitability, and sustained a 
definitive reduction ın its potential for growth. 


The fall in the profit rate and the descent into crisis of the Japanese economy 
took place in two stages. The first downward step in profitability occurred 
during 1970-71, and was precipitated by the petering out of the massive 
wave of investment undertaken by Japanese industry in the second half of 
the 1960s, the Japanese government’s sharply deflationary measures of 
1969-70, and Nixon's 10 per cent import surcharge and de facto move to 
devalue the dollar in August 1971. The second downward step in 
profitability took place over the subsequent two years, 1972 and 1973. 
Beginning in 1971, the government applied a massive monetary and fiscal 
stimulus designed to counteract the shock to business confidence that had 
followed the revaluation of the yen, to raise domestic demand so as to 
compensate for the sudden fall in exports, and, above all, to force the value 
of the yen back down so as to revive export dynamism. But this policy 
ended in failure. In the face of the intransigent pursuit of expansion, 
inflation, and international deficits by us policy-makers, the stoking of 
demand was unable to bring down the yen. Nor, alternatively, could the 
subsidy of demand precipitate the very difficult, if not impossible, damestic 
structural adjustment that was required to maintain the economy’s 
momentum: specifically, the substitution for the loss of opportunities to 
profit from sales overseas by the creation of opportunities to profit from 
sales at home, through the creation of a domestic market that could grow 
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dynamically with only limited help from exports. The result was runaway 
inflation and ultimately a further squeeze on profits. 


Step 1. Deflation and Contraction 


After a brief slowdown in the early 1960s, Japanese real exports had, 
’ from 1964 or so, once again begun to grow at annual rates of close to 20 
per cent. Even so, as late as 1967, the Japanese trade surplus stood at only 
$800 million dollars, no threat to international stability. But, as US 
federal deficits suddenly leapt higher, us external balances abruptly 
deteriorated and Japanese external balances exploded upward. For Japan, 
as for Germany, the years 1968-69, when the US economy sustained a 
major growth ın inflation and an accompanying fall in its trade balance, 
seem to have marked the turning point. In 1968, the Japanese trade 
surplus tripled, reaching $2.5 billion, and averaged $3.75 billion in 
1969 and 1970. Japenese foreign currency reserves which, at around $2 
billion, bad changed little from 1961 to 1968, reached $4.4 billion at 
the end of 1970 and $7.6 billion in June 1971.7 


Table 12 
The Japanese Trade Surplus ($ billions) 


191 62 63 64 65 66 67 68 69 7 7 72 B 
OI 05 OO 10 19 22 08 25 36 39 77 89 3.7 


Source: Kosai, Ere of High-Speed Growth, p 177, Uchino, Japan's Postuner Economy, p. 174 


The sharp increases in the trade and the current account surpluses intro- 
duced, as they had in Germany, major imported inflationary pressures 
into the Japanese domestic economy. Starting in 1968, for the first time 
since the start of the boom, not only consumer but also wholesale prices 
grew rapidly. From the standpoint of its overseas rivals, and most notably 
the US government, Japan should have attacked inflation, as did 
Germany, by bringing down its external surpluses by revaluing the 
currency. But- the Japanese government did roughly the opposite. It 
adopted a series of cosmetic trade liberalization measures to quiet foreign 
critics. At the same time, to quell inflation in a fashion that would make 
possible the continuation of export-oriented growth, it implemented a 
policy of tight credit. 


The turn to deflationary policy in 1969-70 proved remarkably successful 
in its own narrow terms, for the economy immediately turned down and 
the growth of prices for manufactures and exports came to a halt by the end 
of 1970.6 It can hardly be doubted, however, that its overriding impact 
was precisely the opposite of that intended by the authorities. In 1971, the 
Japanese trade surplus broke all records: its global total doubled, reaching 
$7.7 billion and accounting for more than 75 per cent of the total trade 
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surplus accrued by the OBCD countries taken together; 1n manufactures it 
reached $17.1 billion; and with the us, it grew by almost two-and-a-half 
times.“ By cooling down the Japanese economy at the very moment at 
which the us was heating up, the Japanese authorities hed thus bought 
the simmering international monetary crisis to a boil, creating unstop- 
pable pressures for yen revaluationdollar devaluation. Next came Richard 
Nixoa’s New Economic Policy, and, with it, the effectrve end of the ‘era of 
high speed growth’. 


The ‘Nixon Shock’ occurred on 15 August 1971. Before the month was 
out, it had precipitated the float of yen and the worst stock market crash 
in Japanese history, deepening and extending the recession which, hav- 
ing begun in the middle of 1970, lasted until the end of 1971. In 1971, 
the growth of manufacturing output and of GDP fell drastically from 
average annual rates, respectively, of about 15.8 per cent and 12.3 per 
cent for the period 1965-70 to 6.2 per cent and 4.7 per cent, respec- 
tively. Behind the recession was the spectacular collapse of investment 
which, after having grown at an average annual rate of well over 20 per 
cent in both manufacturing and the private business economy between 
1965 and 1970, actually fW in 1971 by x10 per cent in manufacturing 
and by 3.1 per cent in the private business economy. Capacity utiliza- 
tion fell by about 6 per cent in manufacturing and half that in the pri- 
vate business economy. In the space of this one year, the rate 
of profit declined ın manufacturing by 16 per cent and in the private 
business economy by 22 per cent. 


The cause of the fall in the rate of profit during 1971 was not, as in the 
supply-side story, an autonomous acceleration of wages or slowdown of 
productivity, but quite obviously a fall in demand. The latter may have 
bad its origins in an exhaustion of the cyclical investment boom of the 
second half of the 1960s. The extraordinary expansion of new plant and 
equipment that took place in those years was not indefinitely sustainable 
and it seems to have begun to falter in 1970, in much the same manner as 
had its equally impressive predecessor of the second half of the 1950s in 
1961. In any case, the government’s tightening of credit in 1969-70 
intentionally reduced the growth of demand, which was further slowed 
by the Nixon Shock with its import surcharge on US imports and by yen 
revaluation. Reduced demand brought down profitability in both manu- 
facturing and the private business economy as a whole by causing major 
falls in both the profit share and the output-capital ratio, as well as 
capacity utilization. 


A sharp decline in measured productivity growth was the main source of 
the decline in the profit share. But this reduction in productivity 
increase represented no decline in the efficiency of production. It was 
rather an artefact of the reduced growth of demand. Japanese business 
was committed to avoiding layoffs unless absolutely necessary. Despite 
the sharp slowdown ın growth and the accompanying fall in capacity 
utilization that took place during the 1971 recession, unemployment 
therefore failed to increase. Labour productivity fell because there was no 
downward adjustment of labour inputs in keeping with the reduction in 


4 Uchino, Japan's Pestisar Economy, pp. 173-4, Kosai, Ers of High-Speed Greeeh, p. 177. 
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output. That no autonomous downward trend in labour productivity 
growth was behind the Japanese economy's slipping into crisis is 
confirmed by the fact thar, after having increased at average annual rates 
of 13.4 per cent and 10.7 per cent in manufacturing and in the private 
business economy, respectively, over the years 1965-70 (and by 11 per 
cent and 12 per cent in these sectors, respectively, in 1970), labour 
productivity suddenly plunged to 5.3 per cent and 3.9 per cent, res- 
pectively, in the recession year of 1971, but immediately returned to 11 
per cent and 9.4 per cent in manufacturing and the private business 
economy, respectively, in 1972. 


The growth of nominal and real wages in 1971 was actually slightly 
lower in both manufacturing and the private business economy than it 
had been in the previous several years. Nevertheless, in both sectors, 
increased product wage growth was sufficiently high to squeeze profits 
because in 1971 firms in manufacturing and the private business sector 
could raise their product prices at average annual rates of just o per cent 
and 2.6 per cent, respectively, whereas they had been able to raise them 
at average annual rates of 3.55 per cent and 4.7 per cent, respectively 
between 1965 and 1970. Wage growth brought down profimbility 
because, due to the fall in demand, manufacturers could not mark up 
over costs to the degree they had previously. 


The final factor depressing profitability in 1971 was a reduction in the 
outputkapital ratio, which fell by 5.7 per cent and 11.6 per cent in man- 
ufacturing and the private business economy, respectively—after having 
performed impressively in both sectors between 1965 and 1970. 
Reduced demand was the main determining factor. If the manufacturing 
output/capital ratio is adjusted for capacity utilization, the registered fall 
is virtually eliminated. 


Step 2. Inflation and the Failure of Recovery 


The Japanese economy had experienced slowdowns in 1957-58, 1961-62, 
and 1965, but had in each case quickly regained its momentum. The cycli- 
cal downturn of 1971 was distinctive in two major respects. First, it was a 
good deal longer than any previous one. Secondly, and most significant, 
even after it ended, the economy never regained its former momentum. 
The question is why. 


Whar discouraged an economic revival, I would argue, was simply the 
narrowing of Japanese export prospects, resulting from the revaluation of 
the yen, as well as the dramatic reduction in the growth of world demand 
and world trade that was part and parcel of the generalized slowdown of 
growth of the advanced capitalist economies. In the years 1972 and 
1973, the average annual growth of exports (in yen terms) was 4.6 per 
cent, a reduction of almost three-quarters from the average annual 
increase of 17.2 pet cent between 1965-70 and clear-cut evidence of the 
suddenly trensformed conditions facing Japanese producers. When the 
government’s record-breaking stimulus programme of these years failed 
to restore the economy's dynamism by shifting its foundations to the 
domestic market, there could be little doubt that an historic tuming 
point had been reached for the Japenese economy. 
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As early as autumn 1970, the government had begun to back off from its 
restrictive monetary policy, because manufacturing and export price 
inflation had been just about brought under control. During 1971, the 
government had eased up further to counter the unexpectedly severe 
slowdown, sharply increasing the supply of credit while taking fiscal 
policy in a stimulative direction. In the wake of the Nixon Shock, mean- 
while, the state had sought to prevent businesses from suffering losses 
from dolar devaluation by buying up an enormous quantity of dollars at 
the old exchange rate for several weeks in August before going to the 
float. Finally, with export prospects so profoundly reduced by the yen 
revaluation of December 1971, the government unleashed a monetary 
and fiscal stimulus of historic and (many would say) foolhardy proportions. 
The 1972 budget called for spending increases that amounted to 22 per 
cent (and the supplementary budget approved later in the year added 
expenditures amounting to a further 1.4 per cent of GNP). The money 
supply, having already grown by a stunning 24.3 per cent in 1971, 
increased by 24 7 per cent in 1972.9 


In embarking on its inflationary course, the government had several ends 
in mind. Because of the enormous investment in fixed capital, much of it 
debt-financed, made by Japanese producers during the second half of the 
1960s, a really serious recession threatened massive realization problems 
and devastating losses. The government hoped to prevent these effects by 
substituting its own expenditures for lost export demand. Because the in- 
tial yen revaluation had failed to dissipate Japan’s large current account 
surplus, there was further international pressure to revalue. Rather than _ 
accede to this pressure, the government sought through subsidizing 
demand, to suck in more imports, correct the current account balance, and 
force the yen back down. 


By the end of 1972, the historically unprecedented government stimulus 
had failed to restore the economy's momentum. The growth of manufac- 
turing output for 1972, at 10.6 per cent, was still at only 60 per cent of 
the average for 1965-70, while the growth of output for the economy as a 
whole (real GDP), at 8.2 per cent, was not much better. Investment 
growth fell another 7.2 per cent, making for a total reduction of 18 per 
cent over two years, and capacity utilization failed to recover, and by 
some measures fell further. In December 1972, the OCD Economsc Ontlook 
described business investment as weak, referred to sizeable over-capacity, 
and characterized the growth of GNP during 1972 as ‘insufficient to 
reduce the margin of slack’. Manufacturing profitability fell another 4 
per cent 1n 1972 beyond the 16 per cent it had fallen in 1971. 


There had been at best partial recovery because the government-generated 
subsidy to demand had been unable to compensate for the collapse of 
exports. In 1972, export growth in yen terms had collapsed to 4.1 per 
cent, down from the 16 per cent increase 1n 1971 which was pretty close 
to the average for the previous five years. Profits were squeezed by much 


© Ackley and Ishi, ‘Fiscal, Monecery, and Related Policies’, p. 230. Japan's 1972 budget 
called for spending increases that were 20-30 per cent over the ongunal budgets for 1971 
aod which amounted to 18 per cent of GNP. 

6 Ackley and Ishi, ‘Fiscal, Monetary, and Relaced Policies’, p. 209, n. 43 (quotation) 
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increased product wage growth, combined with somewhat reduced 
productivity growth, along with a further reduced output-capital 
ratio—developments which were themselves reflective of increased 
competitive pressure on prices, as well as the further fall in investment 
growth and the still-reduced level of capacity utilization. 


Money wage growth in manufacturing in 1972 returned to the average 
annual level achieved between 1965 and 1970—15 per cent—and 
turned out to be a major factor forcing down profits. But a 15 per cent 
increase in the nominal wage in 1972 would have meant no increased 
pressure on profitability had it not represented a product wage increase 
of 14 per cent, up 40 per cent from the 10.1 per cent average annual 
increase in the product wage which chat same nominal wage figure had 
represented during the years berween 1965 and 1970. It was the reduc- 
tion in the rate of growth of manufacturing output prices that brought 
the increase in product wage growth. In 1972, the manufacturing 
output price deflator rose by a scant 0.9 per cent, less than a quarter its 
average rate of increase between 1965 and 1970, and the reason is not 
hard to find. 


With the appreciation of the yen, Japenese manufacturers suddenly faced 
intensified competition from abroad. In 1972, unit labour costs in 
manufacturing in terms of the national currency rose by just 1.1 per 
cent, but in terms of a trade-weighted currency by no less than 11.8 per 
cent,® and in terms of the dollar by a stunning 20.3 per cent. Like their 
German counterparts in the same period, Japanese manufacturers had 
two possible responses to their reduced competitiveness: to maintain the 
profitability of their exports by raising prices and accept the resulting 
reduction in export sales; or, to maintain the level of their export growth 
and their share of international export markets by keeping price 
increases down and accepting the implied fall ın profitability. Like their 
German counterparts, Japanese exporters generally chose the second 
route. In an effort to maintain exports in the face of the revaluation, 
Japanese manufacturers limited their export price increases in dollar 
terms to only 8 per cent, which required a radwction in their export prices 
in yen terms of 3 per cent, compared to an average annual increase of 
almost to 2 per cent over the previous five years. Given that manufactur- 
ing exports made up about 30 per cent of manufacturing ourput, the 
sharp increase in costs of Japanese production in international terms was 
evidently behind the squeeze on prices, thus on markups and profits. 
Even so, Japan sustained, as noted, a 75 per cent fall in export growth, 


Labour productivity growth in 1972 was 10.8 per cent, which was 
insufficient to counteract the huge product wage increase and was still 
noticeably below the average annual labour productivity increase of 
13.4 per cent between 1965 and 1970. Nevertheless, in terms of the 
increase in actual efficiency of production that it denoted, the labour 


&% Unit Labour Costs in Manufacturing Industry and in the Whole Economy’, arepaes 
Bewwemry, no. 11, March 1982, p 106 
& Kranse and Selaguchi, ‘Japan and the Wocld Economy’, pp 401, 420. 
© The output/capical ratio also fell in 1972 by 3.51 per cent, but this reduction disappears 
when sdjust is made for prices 
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productivity performance of 1972 may have been at least as good as 
that of the second half of the 1960s. It was achieved despite the fact 
that, while capacity utilization remained at its low 1971 level, the jobs 
open to jobs wanted ratio actually rose to 1.4/4, while the unemploy- 
ment rate grew only very slightly (from 1.2 per cent to 1.4 per cent), as 
employers continued largely to refrain from layoffs. In other words, 
employers honoured their commitment to retain labour, despite their 
inability to make full use of ıt. 


In early 1973, following the new explosion of prices in the us which 
finally brought down Bretton Woods, the yen was allowed to float and 
by March had increased irs value against the dollar by a further 8 per 
cent. By July 1973, the yen was worth 280/$, a total revaluation of 22 
per cent for the two years since the Nixon Shock.7° 


At the beginning of 1973, with the economy’s recovery still to be secured 
and the yen’s value still to be stabilized, the Japanese authorities extended 
their stimulus programme, providing for even greater annual expenditures 
than in 1972. But the outcome was not what they had intended. The accre- 
tion of foreign currency that was the inevitable concomitant of sharply 
increasing current account surpluses since the later 1960s had already been 
placing strong upward pressure on prices. Liquidity had also been 
increased by the huge influx of foreign exchange in the run up to the yen 
revaluation. To this was added the gigantic private borrowings that were 
stimulated by much-lowered interest rates. A huge inflationary surge, 
beginning in autumn 1972 with a noticeable growth in manufacturing 
output prices and spreading to consumer and export prices by the end of 
the year, could not be avoided. In 1973, the consumer price index and the 
wholesale price index grew by 11.8 per cent and 22.6 per cent respectively, 
up from 4.6 per cent and 3.2 per cent, respectively, in 1972.7" 


The most immediate manifestation of the runaway inflation was the 
explosion of land prices, a trend exacerbated by rising speculative invest- 
ment, itself encouraged by lenders’ increasing ability to borrow by 
making use of increasingly valuable land as collateral. The stock market 
boom had a similar dynamic. Both were facilitated by plummeting real 
interest rates, as nominal rates which had recently been forced down by 
government action were at first unable to keep up with inflation. With 
interest rates down and prices rising uncontrollably, some corporations 
were placed in an extraordinarily favourable position. Through 
purchases and delayed sales, but also by way of a certain amount of 
productive investment, they could exploit yawning gaps thar had 
temporarily opened up between costs and prices.7? 


Nevertheless, even inflation-based capital gains could not restore the 
health of Japanese producers. Manufacturing investment did increase 
sharply, by 19.4 per cent in 1973, and it was accompanied by a further 
increase in annual manufacturing output growth to 13.8 per cent 





T Uchino, Japan's Pestinar Ecomenry, pp. 192-6. 

7! Ihid , pp 196-200, 222; Kosu, Era of High-Speed Growth, pp. 184-7. 

? Ackley and Ishi, ‘Fiscal, Monetary, and Related Policies’, Uchino, Japen’s Petter 
Ecomenry, pp. 190-2. 
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(almost comparable to the annual average during the 1965-70 boom), 
although also by a falling back of GDP growth to 7.5 per cent. Stall, the 
level of manufacturing investment growth remained below what it had 
been in 1970. It was therefore inadequate to bring about either 
increases in productiveness compared to product wage increases or to 
stimulate gains in capacity utilization sufficient to raise profitability. 


Under the impact of the enormous stimulus, the economy overheated 
and the ratio of jobs wanted to jobs open reached 1.9:1 in November 
1973. With inflation out of control, workers in manufacturing won 
nominal wage increases of 21.3 per cent in 1973. Nevertheless, the rise 
in manufacturing prices cancelled out much of the negative effect of 
wage growth on profitability. At 10.3 per cent, product wage growth in 
1973 was actually around 25 per cent less than it had been in 1972. But 
this was not enough of a reduction to allow for any increase in profitability 
since the growth of labour productivity was 9.1 per cent. Because capac- 
ity utilization, though still not fully recovered, did increase by 4 per cent 
and because the outputcapital ratio did grow slightly, manufacturing 
profitability did not drop significantly further, yet, on the other hand, it 
failed even slightly to improve.73 


In sum, between 1970 and 1973, there was something of the appearance, 
but little of the reality, of a wages-productivity squeeze on profits caused 
by tight labour markets and the power of labour. The achievement of fall 
and hyper-full employment had not caused Japan's economic problems. 
Between 1965 and 1970, the jobs available to jobs wanted ratio had gone 
well above unity, but both profit shares and profit rares had risen impres- 
sively ın manufacturing and actually skyrocketed in the private business 
economy as a whole. Neither an acceleration of nominal wage growth nor a 
problem of productivity growth had brought the squeeze on profits in 
manufacturing between 1970 and 1973. Manufacturers had sustained a 
fall in profitability because they were unable to mark up over costs as they 
had in the past. Markups had been reduced in 1971 by the government’s 
contractionary policy, which had issued in recession and reduced demand 
across the board; they had failed to sufficiently recover in 1972 and 1973 as 
a consequence of the rise of Japanese relative costs in manufacturing in 
international terms brought on by the sharp revaluation of the yen. 


It is true that, following the recession of 1971, in the business economy 
as a whole, unlike in manufacturing, the level of nominal wage growth 
was sufficient to bring about a squeeze on profits despite producers’ rela- 
tive immunity from international competition. But such rapid money 
wage growth is itself incomprehensible apart from the profoundly 
stepped up pressure on the labour market caused by the historically 
unprecedented subsidy to demand. And the latter can itself be under- 
stood only as a response to an elracdy-ongoing crisis, set off mot by height- 
ening pressure from labour, but by the yen revaluation. It was the 
government's attempt to reverse yen revaluation and its disastrous 
impact on Japanese competitiveness, as well as to compensate domesti- 
cally for the resulting loss of overseas demand for Japanese goods, that 


D The manufacturing rate of profit ectually fell by a further 1.3 per cent ın 1973 (after 
declines of 19.2 per cent in 7.75 per cent in 1971 and 1972 respectively). 
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explains its unprecedented stimulus programme, and the latter that 


explains the subsequent overheating and (very temporary), outrunning by 
wage growth of productivity growth outside manufacturing.’4 


Even those large nominal wage increases could most probably have been 
accommodated, as had the wage explosion that had followed the 
analogous (if less extreme) anti-recessionary measures 1n 1965, 1f the 
stimulus had been more successful in raising capacity utilization or in 
bringing about the growth of investment. That the stimulus failed was 
not due to the appearance of difficulties in either raising productivity or 
in holding down wage demands, but of the general depression of 
investment prospects that had come with the sharply deteriorated inter- 
national situation. Had the Japanese economy been able to avoid yen 
fevaluation—not, of course, a realistic counter-factual—it would have 
accommodated the growth of wages and maintained its established 


growth trajectory. 
The Deepening Crisis: A Summary 


To sum up my argument on the onset of the long downturn, in both its 
negative and positive aspects: between 1965 and 1973, aggregate 
manufacturing profitability in the G-7 economies declined by about 
25.5 per cent. Considering the Us, Japanese, and German cases, there is 
little evidential basis for. the supply-side argument that the increased 
power of and pressure from labour leading to the outrunning of produc- 
tivity growth by wage growth was responsible for this fall. This conclu- 
sion can be extended to cover the G-7 economies taken together. From 
the middle 1960s through the early 1970s, for the G-7 economies in 
aggregate, the average annual growth of the product wage, at about 
5.45 per cent, barely exceeded that of labour productivity, at about 5.15 
per cent, while the average annual growth of capital productivity (the 
real output-capital ratio) was about -o.2 per cent. Since labour did not 
therefore bring down either the profit share or the output-capital ratio 
to any significant degree, it can hardly have brought down the profit 
rate. 


Rather, aside from the increased growth of the costs of raw materials, 
the fall in G-7 aggregate profitability in manufacturing was deter- 
mined entirely by a fall in the nominal output-capital ratio. Since what 
lay behind that fall was the inability of output prices to keep up with 
the growth of capital stock prices, it seems reasonable at least to 
advance the hypothesis that what caused a good part of the decline was, 
once again—es in the cases of the us, Japan, and Germany, taken indi- 
vidually—the inability of manufacturers to mark up sufficiently over 
costs due to international manufacturing over-capacity and over-pro- 
duction. That proposition is given further credence by the fact that, 
between 1965 and 1973 aggregate profitability in the G-7 economies 
outside of manufacturing fell by only about 19 per cent—compared to 


74° | yen revaluation and, by extension, the "Noa shock” resulted in enormous losses 


infi distornng 
Uchino, Japan's Postwar Economy, p 188. 
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25.5 per cent in G-7 manufacturing—despite the fact thar unit costs of 
production seem to have risen considerably faster outside manufactur- 
ing than within it.75 


By 1973, the advanced capitalist world had, in a sense, come full circle. The 
massive injection of low-cost Japanese, as well as German, manufactures 
into the world market during the second half of the 1960s had precipi- 
tated international over-capacity and over-production, forcing down 
manufacturing profitability in the advanced capitalist economies taken 
in aggregate, with Us producers initially bearing the brunt of the fall. 
Nevertheless, the very form in which thar crisis had developed—charac- 
terized by Japanese and German expansion at the direct expense of us 
manufacturing, leading to German and Japanese international surpluses 
and Us international deficits—had forced dramatic revaluations of the yen 
and mark against the dollar that soon brought about a major realign- 
ment of relative costs. Since there was rather little movement out of 
manufacturing to other lines, the underlying system-wide problem 
remained the same—an over-supply of manufacturing capacity and 
output resulting in downward pressure on product prices that lowered 
the rate of return on capital stock. But, with the realignment of relative 
costs that came with the movement of currencies, it was now Japanese, a8 
well as German, producers who had to forego their high rates of return if 
they wished to maintain their sales. The world economy had thus failed 
to recover between 1969 and 1973, but the effects of its slide had now 
become more evenly proportioned in international terms. 


7 For the previous two paragraphs, Glyn et al., The Ruse and Fall of the Golden Age’, 
p. 80, Tables 2.7 and 2.12. The nate of profit tn G-7 non-manufacturing was extrapolated 
from the rate of profit in G-7 mannufecturing and G-7 private business, using the G-7 gross 
capital stock (constant) of esch sector ss weights. Armstrong et al., Capitalism Stace 1945, 
data appendix, Tables A1, A2, A5, AO. 
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CHAPTER FOUR 
THE LONG DOWNTURN 


The advanced capitalist world entered into crisis well before the end of 
eet 3, experiencing falling profitability, especially in manufacturing, 

and increased rates of inflation. The oil crisis of 1974-75 could not therefore 
have been the original source of its economic difficulties. It did, however, 
exacerbate them. The cost of oil rose everywhere, although with uneven 
effects—very great in oil-dependent Japan, relatively mild in the oil-rich 
US and in fiscally disciplined Germany. Since wages and technology did not 
immediately adjust to the rise in energy costs, rates of profit fell further, 
and inflation accelerated. At this point, governments had little choice but 
to put on the brakes, raising interest rates and limiting the supply of 
credit. A sharp deflation thus followed immediately upon the inflationary 
crisis, bringing about another step down in profitability and the greatest 
recession since the Depression of the 19308. 


But that was only the beginning. During the next two decades, neither 
manufacturing nor private business profitability in the us, Germany, 
Japan, or in the G-7 economies in aggregate surpassed the level to which 
it had fallen by 1973, let alone recovered the peak level it had reached 
during the boom; investment growth fell sharply with the reduction in 
profitability, especially in manufacturing; and the capitalist world expe- 
rienced a long economic downturn that continues to this day." Between 
1973 and 1990, the manufacturing gross capital stock of the G-7 
economies in aggregate grew at a rate 35 per cent below thar of the years 
between 1950 and 1973, and that figure fell to around 50 per cent for 
the years between 1980 and 1990.” With the capital stock growing so 
slowly, the growth of lebour productivity naturally fell off in tandem: 

between 1973 and 1990, the average annual growth of labour productiv- 
ity in manufacturing for the G-7 economies taken together was about 30 
per cent below what it had been between 1950 and 1973—and the drop- 
off was more like 50 per cent for the whole economy.’ Given the reduc- 
tions in productivity growth and profitability, real wage growth was 
bound to be constrained and fell far more rapidly than did output per 
person. With the growth of both investment demand, especially in manu- 
facturing, and consumer demand, so much reduced—as an expression of 
the slowdown of the growth of the capital stock and of the growth of 
wages—the growth of output had to fall too; as it did, the manufacturing 
sector shed much labour, and unemployment increased precipitously. 
Between 1973 and 1995, the unemployment rate in the G-7 economies 
averaged 6.5 per cent, more than double the average of 3.1 per cent for 
the years 1960-73.4 With output and demand suppressed, the growth 
of international trade had to fall as well: between 1973 and 1990, the 
average annual growth of world trade was just 3.9 per cent, compared 


1 For a comprebensrve account of the quannutarive dimensions of the long downturn, see 
Armstrong et al., “The Great Slowdown’, in Capstalum Sims 1945, pp 233-61. 

a Armstrong et al , Caprtalsom Stmce 19.45, p. 356, Table As. 

3 OBCD, Hutercel Statistes 1960-95, Pans 1997, pp 33-4, Tables 3.7, 3 10, AGH for 
1950s. The fall in manufecturing productivity growth after 1973 from what it had been 
during the years 1960-73, was more than 40 per cent. 

4 oncD, Huterical Statistes 1960-95, P- 45, Table 2.15. 
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to 7.1 per cent between 1950 and 1973.7 Meanwhile, the advanced cap- 
italist world was subjected to a series of cyclical downturns substantially 
deeper and longer than any it had experienced since the 19303. 


I. Why the Long Downturn? 


There was, from the start, one force, one trend, which tended to bring 
about the restoration of profitability and thereby recovery. As was 
entirely predictable, employers throughout the advanced capitalist 
world, backed up by their governments, sought to offset the fall in 
profitability at the expense of workers. Almost everywhere, employers 
attacked unions, in same instances—most notably the us—profoundly 
ctippling them. Almost everywhere, they also assaulted bastions of 
workers’ strength on the shop floor, seeking to revise traditional work 
rules and speed up production. To reduce indirect labour costs, as well as 
to soften up labour resistance, governments across the advanced capitalist 
world launched severe austerity drives—tight credit to drive up 
unemployment and reduced social services to weaken workers’ safety 
net. At least in appearance, moreover, employers realized their goal to a 
significant degree, achieving an ever greater shift in the balance of class 
forces in their own direction. 


The apparent success of the employers’ offensive must constitute the 
point of departure for any attempt to explain the long downturn. For if 
ever-intensifying assaults on working-class economic and political orga- 
nizations, in the context of high and growing unemployment, did 
profoundly weaken labour resistance and bring about decisive reductions 
in the growth of workers’ private and social wage, why did profitability 
fail to recover and the long downturn continue? 


I. Success and Failure of the Employers’ Offensive 


This issue is particularly acute for advocates of the supply-side approach. 
If employers did succeed in reasserting their power over workers, it 
would follow from the supply-side thesis that they should also have 
restored the conditions for successful capital accumulation. Does the fact 
that they failed to accomplish this contradict the theory? 


To this question, advocates of the supply-side approach have replied, in 
essence, that the appearance of a definitive shift in the balance of class 
forces in favour of capital was just that, an appearance. The long down- 
turn continued because labour forced capital to pay too high a price for 
what turned out to be a Pyrrhic victory. Employers, with the help of their 
governments’ tight money and austerity policies, certainly achieved 
reductions in the growth of wages and social services; bur they did not 
actually succeed in sufficiently reducing workers’ power, for they lost as 
much from reduced employment and capecity utilization, as well as 
declining revenues from sales, as they gained from the reduced growth of 
wage and social welfare costs. Had governments stimulated the economy 
to bring down unemployment, employers would have found themselves 
having to pay for direct and indirect wage increases at the levels that got 


3A Maddison, Messterrry the World Economy 1820-92, OECD, Parts, 1995, P- 239, Table 1-4. 
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them into trouble in the first place. In the formulation of the Social 
Structure of Accumulation school, because the trade-off between 
increased capacity utilizarion and sales, on the one hand, and increased 
labour costs, on the other, did not improve; whatever was gained from 
the subsidy of demand in terms of an increase in profitability would have 
been more than counter-balanced by what was lost from the outrunning 
of productivity growth by wage growth. In the formulation of 
mainstream macroeconomics, because the NAIRU (the non-acceleraring 
inflation rate of unemployment) did not fall, whatever could be gained 
from a stimulus to demand in increased output and employment would 
have been more than offset by the return of wage-driven inflation to 
unacceptable levels.® 


The consensus of economists, from Right to Left, has therefore been thar, 
just as it set off the long downturn, labour’s institutionally based power 
perpetuated it by standing in the way of the proper functioning of the 
labour market. Either unions succeeded, by directly preventing the grow- 
ing masses of non-union or unemployed ‘outsiders’ from effecting the 
wage bargain; or, the level of welfare state support allowed the unem- 
ployed to refrain from entering the labour market at an insufficiently 
reduced wage; or a combination of both. They thereby prevented wage 
growth from falling to its ‘equilibrium’ rate, as was indicated by the appar- 
ent rise, across the advanced capitalist world during the 1970s and 1980s, 
of ‘wage gaps’—that is, of the wage share adjusted to what its level would 
have been at full employment. 


Now, as is universally acknowledged, wage gaps are notoriously hard to 
measure, and calculations thereof have been highly controversial.” But, 
even if it could be successfully shown that labour’s share of the product, 
however measured, increased over the period, it seems exceedingly difficult 
to see how this could be attributed to the perpetuation of workers’ power. 


The notion that capital failed to reassert its hegemony during the 1970s 
and 1980s flies in the face of common knowledge, especially of the us, 
where, by every standard measure, labour’s power plummeted catastrophi- 
cally during these years, or of Japan, where workers’ efforts to assist capital 
to respond to the fall in profitability by means of restraining real wage 
growth and increasing productivity are almost legendary. In those cases, it 
strains credulity to assert that workers’ power and pressure prevented the 
recovery of profitability over the course of two decades. Yet, ın both these 
places, the profitability crisis continued, at least into the 19908. 


Still, the really fundamental point is that, in the wake of the generalized 
fall in profitability between 1965 and 1973, labour was obliged to, and 
did, adjust its returns downward, not slowly and continuously, but 
sharply, virtually instantaneously, and ever increasingly, just as it was 
supposed to have done. Having averaged nearly 4.4 per cent per annum 


é Bowles, Gordon, and Weisskopf, ‘Business Ascendancy and Economic Impasse’, Jeserma! 
of Hcomenesc Perspectives, vol. ui, Winter 1989, p III, 118, and pessim; P Krugman, ‘Slow 
Growth in Europe: Conceptual Issues’, in R.Z. Lawrence and CL Schulme, eds, Berrsers te 
Eerepeca Growth, A Transatlantic View, Washington, DC 1987, pp. 37-64. 

7 See, for example, Krugman, ‘Slow Growth in Europe’, p. 62-3 

140 


in the years 1968-73, the growth of hourly real wages in manufacturing 
in the G-7 economies taken together averaged only 1.4 per cent per annum 
in the years 1973-79 and 0.5 per cent per annum in the years 1979-89.° 
Having averaged about 5.5 per cent per annum in the years 1960-73 and 
about the same amount between 1965 and 1973, manufacturing product 
wage growth in the G-7 economies taken together averaged only 2.7 per 
cent per annum between 1973 and 1979.9 Having averaged 7.6 per cent 
per annum between 1960 and 1975, the growth of real social expendi- 
tures in the G-7 economies averaged only 4.2 per cent per ennum in the 
years between 1975 and 1981, and about 2.6 per cent per annum for the 
1980s. 


Table 13 
The Growth of Real Social Expenditures 
(average annual per cent change) 

1960-75 1975-80 1980-85 
us 6.5 2.0 2.7 
Germany 4.8 20 0.7 
Japan 8.5 8.2 3.2 
G-7 7.6 4-2 2.6 


Source: OBCD, Sase] Expenditure 1960-89, Parts 1985, p. 28; OBCD, The Fatare of Social Pre- 
tectren, Paris 1988, p. I1. 


Having averaged 3.2 per cent per annum between 1960 and 1973, the 
growth of real government final consumption expenditure averaged only 
2.4 per cent per annum between 1973 and 1979 and 2.2 per cent 
between 1979 and 1989. 


Table 14 
The Growth of Real Government Final Consumption Expenditure 
(average annual per cent change) 


1960-73 1973-79 1979-89 1989-95 
Us ~ 23 1.7 2.5 O.I 
Japan 59 49 2.7 2.0 
Genmany 4-5 3.0 1.3 1.8 
G-7 3.2 2.4 2.2 0.9 


Source. OBCD, Hester Statrstes 1960-95, p 61. The G-7 and us figures for the 19808 are inflated 
by the huge increase ın U8 military expenditure ın that decade 


In light of these immediate, very substantial reductions in privare and 
social wage growth which took place from 1973 and which continued 
through the 19803s—and into the 1990s—it seems question begging to 
locate the source of the long downturn’s perpetuation in an ongoing 


$ OECD, Hastertael Statıstas 1960-84, Paris 1986, p. 91, OECD, Histerscal Statins 1960-95, 
p- 100 
9 Glyn et aL, ‘The Rise and Fall of the Golden Age’, p. 80, Table 2.12. 


squeeze by labour on profits. On the contrary, to explain why the down-- 
turn has been so extended, what must be explained 1s why the advariced . 
capitalist economies were suddenly unable to accommodate real wage 
growth, product wage growth, social spending growth, and state spending 
growth that was, respectively, less than one-quarter, less than one-half, 
less than one-half, and about two-thirds what ıt had been during the boom. 


The supply-side theorists do have an explanation for the sharply reduced 
capacity of the advanced capitalist economies to accommodate increases 
in returns to lebour over the course of the 1970s and 1980s. They account 
for it in much the same terms as they do the long downturn’s origins—as a 
function of a major reduction ın the underlying rate of growth of labour 
productivity below even the reduced rare of growth of product wages. It 
was the intensification of the productivity crisis, from this standpoint, 
that is the ultimate source of the long downturn’s extension through the 
1970s, 1980s, and beyond. 


There can be no doubt that a sharp fall in productivity growth after 1973 
made a recovery of profitability significantly more difficult, but the 
question is, how can the advocates of the supply-side approach explain 
this? It is hard to see how it can be covered by their fundamental thesis of 
‘labour inflexibility’, or the failure of the power of labour to decline 
sufficiently. This is, in the first instance, because there is little evidence 
that pressure from labour brought down productivity growth sufficiently 
to squeeze profitability even in the period when profitability first fell 
between 1965 and 1973, when militancy and assertiveness on the part of 
labour were palpably on the upswing. Having been insufficient to do so 
in that period of high boom and cresting workers’ struggle, could pres- 
sure from labour really have ixcreased sufficiently to have done so in the 
subsequent period of apparently accelerating labour retreat? 


Workers’ resistance and slacking could not have caused much decline in 
labour productivity growth in the years when profitability first fell 
(before 1973) for the simple reason that, during that period—despite an 
undeniable growth in labour militancy and asserti 

productivity growth, at least in manufacturing, failed to drop. In the us, 
manufacturing labour productivity growth was maintained during the 
initial period of profitability decline (1965-73) and in Japan it also failed 
to fall (once the decline in capacity utilization and the retention of labour 
in the face of that decline is taken into account). Nor, in either of these 
countries can labour productivity growth be shown, all else equal, to 
have been insufficiently high to keep up with workers’ upward pressure 
on wages. In the G-7 economies taken together, hourly labour productivity 
growth in manufacturing maintained itself at a steady rate through the 
height of the boom and into the period of profitability drop-off, increasing 
at the average annual rates of 5.4 per cent in the early 1960s, 4.7 per cent 
in the later 1960s, and 5.6 per cent in the early 1970s (through 
1973).*'As has been emphasized, moreover, it was high enough to match 


10 There was 2 decline in the average annual growth of hourly manufacturing labour pro- 
ductivity in Germany from about 6 5 per cent between 1960 and 1969 to about 5 o per 
cent between 1969 and 1973. 

1 Glyn et aL, The Rise and Fall of the Golden Age’, p 80, Table 2.12. 
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the accompanying increase in product wage growth for the G-7 
economies in aggregate and thereby to prevent any aggregate G-7 wages- 
productivity squeeze on the profit share before 1973. Yet by the time 
that manufacturing labour productivity growth did fall—and it fell by 
almost half, to an average annual rate of 3.0 per cent, between 1973- 
79—the level of labour resistance was well past its peak.'? The fall in 
manufacturing labour productivity efter 1973 was discontinuous and pre- 
cipitous: but was there really a corresponding increase in resistance from 
labour-—or even a maintenance of existing pressure—to account for it? 


What makes the supply-side interpretation’s inability to account for the 
sharp, discontinuous decline in productivity gtowth in the years after 
1973 in terms of workers’ power and resistance so very problematic is 
precisely the fact that the productivity growth decline took place at the 
very same time that individual and social wages were falling so dramati- 
cally. Since direct (and indirect) wage costs to employers were so sharply 
reduced ın the period after 1973, the profit share could obviously have 
been significantly higher than it actually was had the rate of productivity 
growth been maintained at anything like the level which prevailed 
between 1960 and 1973. Indeed, had a wages-productivity squeeze driven 
by the power of labour actually been at the root of the profitability problem 
in the period 1965-73, the sharp reduction in wage growth after 1973, 
in combination with the failure of the power and resistance of labour to 
increase, should have prepared the ground for a solution. With wage 
growth so reduced after 1973, the way was open for employers to sharply 
raise their profit shares and profit rates by maintaining productivity 
growth at even close to the same level as before 1973. Since they had 
prevented productivity growth from falling for the thirteen-year period 
right up to 1973, it is hard to see why they should suddenly have been 
unable to do so in the immediately succeeding period, had they been 
willing to keep up former levels of investment growth. That they failed 
to maintain their former levels of investment growth would seem to 
indicate that something other than the power and pressure of labour was 
behind not only the initial fall in profitability, but also the failure of 
profitability to recover, and would therefore appear extremely damaging 
for the supply-side interpretation. 


Because there tums out in fact to be such a close temporal correlation 
between the sharp end discontinuous decline in labour productivity 
gtowth which took place after 1973 and the correspondingly sharp and 
discontinuous decline in the growth of investment, it is difficult to believe 
thar the latter was not largely responsible for the former." Just as average 
annual manufacturing productivity growth for the G-7 economies taken 
together fell by 42 per cent, from about 5.2 per cent to 3.0 per cent 
between 1960-73 and 1973-79, over the same interval the average annual 
growth of gross capital stock for these economies fell by 35 per cent, from 


™ Ibid. 
13 A vermon of the supply-side account which has recently become prominent abyures the 


problems with such a view. These are discussed below, see pp. 239-44. 


5.5 per cent per annum to 3.6 per cent per annum. While average annual 
manufacturing labour productivity growth for these economies failed to 
recover but also failed to fall further during the years 1979-89, during the 
same interval, the average annual growth of the gross capital stock for these 
economies also failed to make a comeback and even fell somewhat fur- 
ther.“ In a similar manner, in both Germany and Japen, the decline in the 
average annual growth of manufacturing labour producnvity closely 
traced the simultaneous fall in the growth of capital with respect to labour 
inputs (the capital-labour ratio), as can be seen in the following table:75 


Table 15 
Labour Productivity as Against Manufacturing Capital/Labour Ratio 
(average annual per cent change) 


1960-73 6.2 4.8 10.9 10.0 
1973-79 3-7 3-45 75 4-25 
1979-90 15 1.8 4.2 3.2 


Sources OBCD; AGH. Key to legend on page 265 


Since the decline in the growth of the capital stock was largely determined 
by the ongoing problem of reduced profitability, which was not itself 
explicable in terms of an outrunning by wage growth of productivity 
growth resulting from the power and pressure of labour, the fall tx productry- 
ity grousth must be seen as a result, not a canse, of the economic downturn. While the 
sharp fall in productivity growth no doubt helped to perpetuate and exacer- 
bare the fall of profitability, it was itself a consequence of that fall. 


Finally, and perhaps most tellingly from the standpoint of this text, the 
advanced capitalist economies did make a more or less immediate — 
although pertia|—adjustment to the fall in profitability, despite the sharp 
reduction in productivity growth. The manufacturing sectors of the G-7 
economies taken in aggregate, as well as individually, having already been 
hit by sharp reductions in their profitability between 1965 and 1973, 
could not prevent a further mayor fall in profitability over the course of the 
1970s, despite the immediate, steep, fall in manufacturing real and prod- 
uct wage growth that took place in those years. But, symptomatically, the 
private business economies outside of manufacturing, were able to respond 
fairly successfully to the (less severe) fall-off in profitability thar they had 
suffered before 1973, warding off all but very minor further falls in 
profitability during the 1970s precisely by holding down real and product 
wage growth. They thereby succeeded in stabilizing themselves in a way 
the manufacturing sector could not. Equally significant, after 1973, in the 


4 Armstrong et al , Capitalism Simes 1945, pp. 239, 241, Glyn et al., “The Rise and Fall of 
the Golden Age’, p. 80, Table 2.12; A. Glyn, ‘The Costs of Stability’, p 86 It 1s true thar 
these aggregate figures conceal a great deal of complexity and variation among national 


economies 
13 The pattern of productivity growth ın the us during the years 1973-79 is less clear-cut 
and more difficult to interpret, for a variety of reasons. 
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manufacturing sector, the growth of output, the labour force, and the 
capital stock fell drastically and increasingly, clear evidence of the over- 
capacity end over-production that had gripped that sector and led to 
falling profitability. But in the non-manufacturing sector, the growth of 
output, of the labour force, and perhaps most crucial, of the capital stock 
maintained themselves for the most part at or above their pre-1973 rates 
throughout the whole period of the long downtum, as that sector avoided 
the over-capacity and over-production that prevailed in manufacturing, 
and responded to improving profitability. 


The diverging trajectories of the manufacturing and non-manufacturing 
profit rates and, in turn, of the growth rates of manufacturing and non- 
manufacturing output, labour force, and capital stock before and after 
1973 reflected what I have argued to be the fundamental source of the 
long-term systemic crisis of profitability—downward pressure on prices 
resulting mainly from over-capacity and over-production in manufacturing, 

itself deriving from the intensification of international competition. 

Because the non-manufacturing private economy was largely immune 
from the intensification of international competition, it had, up to a 
point, a fairly clear-cut path to recovery. This sector was seriously held 
back by the secular fall in the growth of demand for its output that 
resulted from the slowed growth of the manufacturing sector. But, over 
time, it could go at least a good distance toward securing its own recovery 
simply by holding down wage growth. Because, in contrast, the source of 
the profitability decline in manufacturing was for the most part systemic 
over-capacity aad over-production, the reduction of wage growth could 
offer at best a partial solution. For there to be a full recovery of the 
manufacturing profit rate, not only had the growth of output, the labour 
force, and the capital stock to slow to a crawl over an extended period, 
exerting in the process e strongly depressing effect on the growth of 
demand for the economy as a whole; in addition, much of the redundant, 
higher-cost, less profitable capital stock, output, and labour force that was 
the expression of manufacturing over-capecity and over-production had 
somehow to be eliminated, opening the way to much increased instability. 


Jee E PEA Galea TAANE then’ shen dee ines A 
ity growth hit both the manufacturing and non-manufacturing sectors 
after 1973: but, whereas the manufacturing profit share for the G-7 
economies in aggregate fell by a further 14.5 per cent between 1973 and 
1978, then made up more than half that loss by the end of the 1980s, the 
non-manufacturing profit share for the G-7 economies failed to fall at all 
between 1973 and 1979, then increased to a point 8 per cent above its level 
of 1973 by the end 1980s. The G-7 manufacturing profit rate was hard hit 
in the deep international recession of 1974-5, fell by a total of 25 per cent 
between 1973 and 1978, and did not improve appreciably during the 
1980s—despite the profound reduction of employers’ direct and indirect 
wage costs. But, in contrast, the non-manufacturing profit rare, falling 
only slightly in the oil crisis recession, declined by only 4 per cent in total 
between 1973 and 1978, and had, by the later 1980s, actually risen 
slightly above its 1973 level, precisely by virtue of the profound reduction 
of employers’ direct and indirect wage costs.‘® (See Figure 11, p. 186). 


16 For the aggregate profit rate for G-7 non-manufactuning, see above, p 137, footnote 75 
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The divergent trajectories of the manufacturing and non-manufacturing 
profit rates and profit shares were reflected in the divergent races of 
ıncrease of output and inputs in these sectors. Between 1960 and 1973, 
in the G-7 economies taken in aggregate, the average annual rate of 
growth of output in manufacturing, at 6.4 per cent, was substantially 
higher than in services, at 5.2 per cent. But, with the appearance of 
manoufactunog over-capacity and over-production in the late 1960s and 
early 1970s, these trends were suddenly, sharply reversed, as the average 
annual growth of output in manufacturing fell precipitously to 2.5 per 
cent between 1973 and 1979 and 2.1 per cent between 1979 and 1989, 
while that in the service sector actually increased to 6.5 per cent between 
1973 and 1979, before falling back to 3.0 per cent between 1979 and 
1989.77 Similarly, between 1960 and 1973, in the G-7 economies taken 
in aggregate, the average annual growth of the capital stock was about 
20 per cent higher in manufacturing, at 5.5 per cent, than ın non- 
manufacturing, at 4.5 per cent. But, between 1973 and 1979, and 
between 1979 and 1990, the average annual growth of the manufactur- 
ing capital stock fell to 3.8 per cent and 3.25 per cent, respectively, while 
thar of the non-manufacturing sector rose above it to 4.5 per cent and 4.3 
per cent, respectively. Virtually all of the docltne in the rats of growth of the 
capital stock for the G-7 economies in aggregate after 1973 was thus the result of 
the reduction that took place in manxfacturing.*® 


As shall be seen, the same pattern that obtained in the G-7 economies 
taken together also largely held good in the us, German, and Japanese 
economies taken individually. Had the performance of the man 

sector after 1973 compared to its performance before that date, been 
remotely as good in relative terms as that of the non-manufacturing sector, 
the long downturn would have been very mild indeed. Because the perfor- 
mance of the manufacturing sector after 1973 could not stabilize itself, 
unless and until there was a profound reallocation of its productive power, 
the downturn turned out to be long and difficult to resolve. 


To conclude in the simplest terms, the employers’ offensive, which was 
provoked by the fall in profitability from 1965 through 1973, was very 
powerful and very successful ın its own terms. Indeed, it appears to have 
brought a surprising level of stability to the non-manufacturing sector of 
the advanced capitalist economies from 1973 onwards, despite the fall in 
demand for that sector’s goods which resulted from the stagnation of the 
manufacturing sector. But the employers’ offensive had limited ability to 
bring the long downturn to a conclusion because the source of the prof- 
itability problem was not, at root, a maldistribution of power or 19come 
in favour of labour, but rather the continuation of that same failure of 
adjustment to over-capacity and over-production in the manufacturing 
sector that was responsible for its onset. 


" oRCD, Huterxal Statistic 1960-95, p. 52, Tables 3.5 and 3.6 The growth of the labour 
force followed the same partem. Whereas the average annual growth of employment in 
manufacturing in the G-7 economies fell sharply from 1.3 per cent between 1960 and 
1973 to o 3 per cent between 1973 and 1979, and to minus 1.2 per cent between 1979 
and 1989, that for services remained pretty stable, at 2 4 per cent between 1960 and 
1973, 2.6 per cent between 1973 and 1979, and 2.2 per cent between 1979 and 1989. 
OECD, Histerroel Statistics 1960-95, pp. 32-3, Tables 1 10 and 1.11. 

18 Armstrong et al, Capitalism Sra 1945, Pp. 355,356, Tables A5, a6. 
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2. Why Did Over-Capacity and Over-Production Persist? 


Nevertheless, my invocation of an ostensibly continuing, long-term failure 
of adjustment to over-capacity and over-production in manufacturing to 
explain the persistence of the downturn would seem to raise problems 
and paradoxes as formidable as those confronting the supply-side argu- 
ment. I have, of course, explained the initial descent into crisis as 
resulting from the failure of the decline in profitability, precipitated by 
the over-capacity and over-production that resulted from the intensification 
of international competition from around 1965, to set off the standard 
processes of adjustment. Incumbent high-cost manufacturers, first in 
the us, then in Japan and Germany, maintained production in their 
lines, despite the reduced rates of return on their toral (sunk) capital 
stock, because they could still make a satisfactory rate of return on 
their circulating capital. But, even if this account were correct, and 
this mechanism of maladjustment actually did explain the initial phase 
of long downturn of the advanced capitalist economies, a question 
would still immediately impose itself how could that same 
mechanism explain the downturn’s perpetuation? That mechanism 
ostensibly began to operate in the period when profitability first fell, 
from the mid to late 1960s through the early to mid 1970s; but the 
downturn continued long after that point. Firms might very well have 
continued producing at a lower than average rate of profit on their 
capital stock, while profiting on their circulating capital, for a limited 
period of time. But eventually, most would presumably have either 
seen their fixed capital wear out, or discovered better opportunities to 
profit in other lines, or have gone out of business. In these ways, the 
original problem of over-capacity and over-production should have 
been resolved. It is one thing, in other words, to explain a ‘medium 
term’ profitability decline in terms of the aforementioned maladjust- 
ment mechanism, but quite another to account for a downturn lasting 
more than two decades. 


Why, then, did the crisis persist beyond the point that could be 
explained by the initial failure of adjustment? It did so, I would argue, 
because the fwrther strategies individual capitalists found ıt best to 
adopt to restore their own profits, like the initial ones, continued 
to bring about an insufficiency of exit and too much entry, exacer- 
bating the initial problem of manufacturing over-capacity and over- 
production. 


Insufficient Exit 


The idea tbat incumbent firms saddled with low profitability and high 
relative costs on their fixed capital stock can be counted on to leave their 
line once farther investment in circulating capital ceases to be profitable 
turns out, as noted earlier, to be an over-simplification. The corporations 
that dominated manufacturing across the advanced capitalist world had, 
through years of experience, built up invaluable tatengible assets in their 
own line but not others—information about markets, relationships with 
suppliers and customers, and above all technical knowledge. They could 
therefore hardly have been expected to close up shop merely because the 
returns to their existing fixed tangible stock suffered decline. 
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In fact, over the course of the 1970s, in the face of reduced profit rates, 
us manufacturers launched an all-out counterattack, designed to hold 
their place in the market by accelerating technical change through 
refusing to reduce the rate of growth of investment and, on this basis, 
increasing the rate of growth of their exports. But their leading com- 
petitors, in Germany and especially Japan, far from backing off, 
responded in kind. To compensate for the slower growth of global 
demand, they sought to increase their share of international export 
markets. To accomplish this, they showed themselves not only willing 
to absorb the same sort of reductions in their profit rates that US manu- 
facturers had initially sustained, but able to do so successfully by virtue 
of their capacity to elicit the requisite financial support from under- 
standing banks and stockholders. The unavoidable outcome of this 
widespread attempt to maintain the growth of output in over-subscribed 
manufacturing lines was an exacerbation of the very tendency to over- 
capacity and over-production that had set off the downturn in the first 
place. 


Firms stuck to their lines not only because of the incentive provided by 
their intangible assets, but because of the barriers against their entering 
new lines. With the growth of profits—and thus of investment and 
wages—suppressed, aggregate demand grew more slowly. The rapid 
increases in discretionary wcome that had hitherto facilitated the easy 
reallocation of means of production into new industries through most of 
the postwar epoch thus came to an end, and alternative lines yielding 
adequate rates of return became correspondingly scarce. The problem 
was made all the more formidable because it had a major structural 
aspect. A disproportionate part of the fall in demand resulted from the 
disproportionately large slowdown in growth of the manufacturing 
sector. Obliged to confront a new pattern of economic needs, firms faced 
greater difficulties in discovering just where the slower growing demand 
was to be found, or, indeed created, a problem made much more onerous 
by their reduced capacity to fund research and development.’ 


For the German and Japanese and many other economies, the problem of 
eliminating redundant productive forces from over-subscribed manufac- 

turing lines was made all the more difficult to the degree thar this 
entailed transferring means of production into the service sector. On 
average, levels and rates of productivity growth in manufacturing lines 
were significantly higher than in services. So if a reallocation of investment 
from manufacturing into services was to be undertaken with no loss of 
profitability, reductions in wage levels and wage growth would tend to 
be required. But employers in Germany and Japan, and elsewhere, found 
it no easy task either to further reduce wage growth in services or to 


19 Note also: ‘On the one band, stagnation and shnokege in some traditional growth 
industries have been apperent since 1973/1974 and have destroyed a great number of jobs. 
On the other band, not enough new actrvites have emerged to meet the job demands of all 
the labour force participants. Transitional difficulties involved ın changes of the output 
and input stracture [thus] contribute to current employment problems... full employ- 
ment can be regained only :f new, and, ar che moment possibly unknown, patterns of pro- 
duction and technology can be found.’ G. Fels and F. Weiss, ‘Structural Change and 
Employment. The Lesson of West Germany’, in H. Giersch, ed., Capital Shortage and 
Unemployment zn the World Economy, Tabingen 1979, p.31 
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increase the disparity in wages received by manufacturing and service 
workers in an era in which returns to labour were already being slowed 
very substantially. In fact, in Germany wage dispersion (wage inequality) 
actually declined in the 1970s and 1980s. One therefore witnesses in 
both economies (as in the US) a striking shift into finance, insurance, and 
real estate, where productivity and profitability were evidently on the 
rise, but difficulties of profitable entry into service sector lines where 
productivity was low, such as retail and wholesale trade. By contrast, in 
the us, where wage inequality grew very strikingly, employers were able 
to take advantage of historically unprecedented downward flexibility not 
only of real wage growth, but of real wage levels, and, in this very impor- 
tant respect, ultimately found the path to adjustment—the recovery of 
profitability and the reduction of unemployment—far easier than most 
of their counterparts throughout the advanced capitalist world. 


Increased Entry 


While the struggle of manufacturers in the leading capitalist economies 
to hold their places within over-subscribed world manufacturing 
markets, combined with their difficulty in finding suitable alternatives, 
perpetuated the problem of over-capacity and over-production from the 
exit side, the challenge by new producers, especially those based in East 
Asia, exacerbated the problem from the entry side. Like their Japanese 
predecessors, manufacturers in Korea, Taiwan, Singapore, and Hong 
Kong—and later Southeast Asta—combined cheap bur relatively skilled 
labour with relatively advanced techniques, often under the auspices of 
Japanese-style state intervention and Japanese-style structures of bank- 
manufacturing, inter-firm, and capital-labour relations to secure even 
more rapid rates of growth of manufacturing exports than had the 
Japanese and to seize comparable shares of the world market in a similar 


length of time. 


Like Japan in the postwar epoch, these economies premised their develop- 
ment on the destruction (or absence) of landlordism, as well as on 
preventing the emergence of an autonomous class of financiers. The East 
Asian states were therefore freed to foster, much as had their Japanese 
predecessors, the development of an export-oriented manufacturing 
capitalism, and to do so, like Japan, on the basis of institutional 
arrangements that made for the closest links between financiers and 
manufacturers and among manufacturers. Operating through government- 
owned or government-dominated banks, as well as on the basis of 
government-owned giant firms andor great private corporations 
organized in conglomerates, the East Asian, like the Japanese, states 
saw to the provision of cheap investment funds, either through 
overseeing highly regulated lending from Western and Japanese banks 
or through encouraging high rates of domestic savings, or both. They 
meanwhile went to great lengths to socialize the risks entailed by huge 
fixed capital investments, offering a high degree of protection to 
nascent manufecturers through quotas, tariffs, subsidies, and limitations 
on direct foreign investment, giving special support to industries with 
the capacity for high rates of productivity growth and for whose 
products the income elasticity of demand was high. On the other hand, 
again as in Japan, they made access to their multiple forms of assistance 
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conditional on firms’ performance, demanding that they subject 
themselves to the price-cost discipline of the world market through 
exporting. The export-dependence of the East Asian statist ‘organized 
capitalisms’ reached extraordinary proportions and was one of the 
central foundations of their ability so rapidly to raise productrvity, for 
it allowed them to nurture large manufacturing sectors, where the best 
opportunities to raise productivity were to be found. Finally, the East 
Asian states made sure not only to provide public goods at high levels — 
infrastructure, education of workers and technicians, and research and 
development—but also to deliver, through a combination of repression 
and material gains, relatively ‘cooperative’ labour forces. Unheard of 
rates of capital accumulation, growth of output (especially in manufac- 
turing), and technological advance ensued, which made possible the 
seizing of huge shares of the world market for exports.”° 


Even by the years 1965-1973, the East Asian economies were making a 
palpable impact on the advanced capitalist world, and probably con- 
tributed not insignificantly to the initial rise of international over-capac- 
ity and over-production in manufacturing. Between 1963 and 1973, the 
share of exports from the East Asian ‘Gang of Four’ in total us imports 
quadrupled, rising from 1.6 per cent to 6.7 per cent, and ın total German 
imports doubled, increasing from 0.9 per cent to 2.2 per cent.?! Over the 
course of the long downturn, these economies would expand their share 
of world exports to a greater extent than had the Japanese during the 
long boom, and would thereby make a substantial contribution to the 
international problem of over-capacity and over-production in manu- 
facturing that the Japanese had helped bring into being. 


3. The Growth of Debt 


It was, however, one thing for firms to refrain from exiting increasingly 
over-subscribed manufacturing lines, and to show themselves willing to 
sustain, on average, further reduced profitability even as other firms were 
entering; it was quite another for them to be able to follow such a course 
over an extended period and still survive. The system might, in other 
words, fail to adjust through the smooth reallocation of resources across 
lines; but, to the extent it did so fail, it invited rising business failures 
and serious crisis. As the average rate of profit, especially in manufactur- - 
ing, declined sharply across the G-7 economies between 1965 and 1973, 
and further between 1973 and 1979, an ever greater proportion of firms 
found themselves on the brink of bankruptcy, vulnerable to the sort of 
shock that generally catalyzes cyclical downturns or even depressions. 
Economic instability thus became the order of the day, with a full-fledged 
crash a real possibility, as the economy grew ever more susceptible to the 
sort of domino effect thar, results from multiple bankruptcies bringing 
about large scale defaults on debts. In 1974-5, 1979-82, and ın the early 
1990s, the advanced capitalist world did indeed sustain a series of reces- 
sions more severe than any since the 1930s, after each of which the level of 
unemployment was generally higher and the rate of growth of output 
See A. Amsden, Anes Next Great, Oxford 1989; R. Wade, Governing the Market: 
Eeanemsc Theory and ibe Rels of Government ta East Asian lndustrialsxatesn, Princeton 1990 

™ Giersch et al., Fealsag Meracie, p. 224. 
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lower than following the previous ones. Had it not been for the unprece- 
dented expansion of both public and private debt in response to these 
recessions, the world economy could not easily have avoided a depres- 
sion. Yet, the same expansion of credit which ensured a modicum of sta- 
bility also held back recovery. For, by cutting recessions short—and 
more generally making possible the survival of those high-cost, low- 
profit firms which perpetuated over-capacity and over-production, and 
prevented the average rate of profit from recovering—the subsidy to 
demand through Keynesian debt creation prolonged the downturn. 
Keynesianism made the downturn both milder and longer. 


Staving Off Depression 


In the late 19608 and early 19708, Keynesian deficit spending accommo- 
dated by loose money had been the initial response to the onset of crisis. 
Keynesian subsidies to demand were, moreover, largely responsible for 
bailing the world economy out of the severe recession of 1974-75 and 
keeping it turning over through the remainder of the decade. The turn to 
monetarism at the end of the 1970s—as a response to the ever worsening 
stagflation that accompenied the implementation of Keynesianism— 
was, It 1$ true, supposed to put an end to the subsidy of demand, and gov- 
eroment authorities in Germany and Japan, as well as in most of the 
other advanced capitalist countries, did make a more or less permanent 
commitment to tight money and fiscal austerity. The fact remains chat 
the dual process of debt deflation and industrial shakeout thar was deto- 
nated in 1979 by the introduction of unprecedentedly restricted credit 
by Paul Volcker in the Us and Margaret Thatcher in the UK, turned out 
to be indiscriminate in impact and uncontrollable in extent, with the 
result that the large scale subsidy of demand could not, in the end, be 
discontinued. In 1981-82, as business failures and unemployment hit 
levels unmatched since the Great Depression, the uS Federal Reserve 
eased its draconian monetary regime, and the Reagan administration 
undertook the greatest programme of Keynesian pump priming that the 
world had ever seen. Through its record budget deficits, the us federal 
government massively raised demand so as to bail our yet again not just 
the us, but also the Japanese and German, economies from the recession 
of 1979-82 and to keep the whole system turning over during the 1980s. 
In addition, by making it clear that it would intervene decisively to 
counteract any liquidity crisis that might threaten to precipitate depres- 
sion, as for example at the time of the stock market crash of 1987, it 
helped reduce risk and thus maintain favourable conditions for the 
expansion of private borrowing. Both corporations, strapped for funds as 
a result of reduced profits, and consumers, in need of money to offset rad- 
ically reduced wage/income growth, could and did sharply increase their 
borrowing. It was the unprecedented growth of debt of all types—gov- 
ernment, corporate, and consumer—which kept up capacity utilization 
and ultimately secured stability throughout most of the length of the 
downturn. 


Preventing a Shakeout and Slowing Recovery 
But while the growth of debt, both public and private, was helping to 
stave off depression, it was also slowing down that recovery of profitability 


151 


which was the fundamental condition for economic revitalization. What 
the advanced capitalist economies needed to found a new boom was a 
rollback of thar redundant manufacturing capacity end output which 
bad resulted from the intensification of international competition and 
which had been made all the greater by debt creation—-specifically the 
elimination of that great ledge of high-cost, low-profit means of produc- 
tion which stood in the way of the recovery of the aggregate rate of profit 
in manufacturing. The series of severe recessions that occurred from the 
end of the 1960s through the early 19903 constituted the world econ- 
omy’s main instrument for accomplishing this task, and they certainly 
did something to wipe out redundant productive capecity. But the 
increased demand created by rising debt tended to cut short the 
processes of destruction unleashed by recession, and more generally to 
soften the impact of competition. Higher cost/lower profit firms were 
thus able to long occupy economic positions that could, in the abstract, 
eventually have been assumed by more productive, higher profit, and 
more dynamic enterprises. But allowing the less productive, less prof- 
itable firms to go out of business by letting the business cycle take its 
natural course would very likely have turned the long downturn, with its 
relatively serious but nonetheless limited recessions, into outright 
depression. Simply put, the precondition for restoring the system to 
health was a debt-deflation, leading to what Marx called ‘a slaughtering 
of capital values’. But since the only systematic way to achieve this was 
through depression, the only real alternative was continuing debt expan- 
sion, which contributed both to stagnation and financial instability. 


Stimulating Inflation 


While the successive rounds of Keynesian stimulus, and the growth of 
debt that these facilitated, staved off depression, they also exacerbated 
inflation, at least through the end of the 1970s. Because the rate of profit on 
capital stock had been reduced, especially ın over-subscribed manufacturing, 
firms were, on average, left with reduced surpluses available for invest- 
ment. Put another way, assuming that the dispersion of profit rates 
remained constant, with profitability reduced, many more firms found 
themselves impoverished or berely on the edge of survival, with little or 
nothing in the way of funds for capital accumulation. In this situation, 
firms were, as a rule, less able than previously, when the rate of profit was 
higher, to meet the rising demand created by Keynesian fiscal deficits 
and the private loans that those deficits facilitated with rising output; 
they could invest less and thus raise productivity less. By the same token, 
firms were generally more obliged than previously to meet that rising 
demand by simply purchasing labour power and making greater use of 
existing capacity. Indeed, for those firms that were just saved from going 
out of business by Keynesian deficits, the growth of demand could do lit- 
tle more than allow survival, making possible little or no increases in 
output at all. The outcome was that any given stimulus to demand 
tended, all else being equal, to bring about relatively smaller increases in 
output, than hitherto, and, correlatively, grearer increases in price (‘less 
bang for the buck’). Put another way, firms raised prices rather than 
output relatively more than they had previously when profitability was © 
higher. Keynesian increases in demand could not, then, restore the econ- 
omy's dynamism because the fundamental problem was not that of 
152 


realizing high potential profits through greater investment and employ- 
ment of unused capacity and unemployed workers; it was, instead, over- 
capacity and over-production in manufacturing which brought about 
falling profitability in chat sector by making for prices that were too low 
in relation to costs. Increases in aggregate demand did not then tend to 
cause inflation by bringing about tighter labour markets leading to 
higher wage costs and, as a result, higher prices, as in the supply-side 
story. They did so, rather, because, while failing to evoke greater supply 
and lower costs by stimulating greater investment and growth of pro- 
ductivity and outpur, they made it possible to raise prices. 


4. The Deepening Crisis 


At the end of the 1970s, easy credit, and Keynesianism in particular, 
gave rise to its opposite. Throughour the advanced capitalist world, 
monetarism became the order of the day, even if its impact was somewhat 
diluted by massive deficit spending in the us. Over the course of the 
1980s and through the 1990s, governments steadily reduced the growth 
of their spending, sought increasingly to balance their budgets, and 
imposed more or less permanently tight credit. 


Ever more restrictive macroeconomic policy was supposed, of course, to 
restore the economy’s dynamism by undoing the inertial effects of 
Keynesianism, to bring about the recovery of profitability and invest- 
ment growth by flushing from the system redundant, high-cost means of 
production and by reducing direct and indirect wage costs. Nevertheless, 
like Keynesianism, while accomplishing part of what it set out to do, 
monetarism ultimately proved inadequate, largely because it operated 
only through changing the level of aggregate demand, when the 
fundamental problem was over-capacity and over-production in manu- 
facturing, resulting from the misallocation of means of production 
among economic lines and sectors. To the extent that major restrictions 
on the availability of credit were seriously undertaken, they tended to 
prove counterproductive, as the sudden, sharp reductions of aggregate 
demand thar they provoked struck over-stocked and under-stocked lines 
todiscriminately and brought down both well-functioning and ill- 
functioning firms without distinction. The reduction of aggregate 
demand also caused problems by making the reallocation of means of 
production into new lines that much more difficult. In a sense, the 
problem with monetarism as a solution to the problem of international 
over-capacity and over-production in manufacturing was the opposite of 
that with Keynesianism. Keynesianism, by subsidizing aggregate 
demand, slowed exit from over-supplied lines, but it did create a more 
favourable environment for the necessarily risky and costly entry into 
new ones; monetarism, by cutting back aggregate demand, did force a 
more rapid exit from over-supplied lines, bur it created a less favourable 
environment for entry into new ones. 


In the context of what turned out to be trends toward increasing 
demand for loans and declining rates of saving, monetarist policies 
depressed growth prospects by making for exceedingly high real inter- 
est rates on a quasi-permanent basis. The call for loans grew discontinu- 
ously and rapidly from the start of the 1980s, mainly as result of the 
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record deficit spending by the Reagan administration, but also the 
steady rise of government debt in Europe, which grew by about 25 per 
cent as a proportion of GDP between 1980 and 1986, apparently as a 
function of the sharp rise of unemployment and of expenditures related 
to it.** The demand for loans was also pushed up by the massive growth 
of private borrowing by straitened workers attempting to keep con- 
sumption up in the face of stagnant wages, by capitalists seeking lever- 
age for their mergers and acquisitions, and by profit-starved firms 
seeking funds to invest. At the same moment, the supply of credit was 
restricted as a consequence of a sharp decline in corporate retained earn- 
ings and a major fall in the personal savings rate in the Us and through- 
out most of the advanced capitalist world,?3 as well as the Federal 
Reserve's refusal to accommodate increased deficit spending by easing 
up on the money supply. The Fed was, it should be said, probably lim- 
ited in its ability to loosen credit, because it had to maintain high inter- 
est rates and to keep the dollar from falling to make possible the 
borrowing from abroad that was needed to cover the fiscal deficit. 
During the 1980s, real interest rates thus skyrocketed from their 1970s 
levels to reach historic highs for periods of comparable length—espe- 
cially in the US, where the change from what were essentially negative 
rates in the previous decade was most severe.™4 


Because the turn to more or less permanent macroeconomic restrictive- 
ness at the aggregate level could not much alleviate the over-capacity 
and over-production that was focused on the manufacturing sector of the 
international economy, it could not significantly raise profitability. As a 
result, the surge of investment that was supposed to follow from the 
slowdown in the growth of costs never appeared. On the contrary. In the 
context of still-reduced profitability and exceedingly high real interest 
rates, the growth of investment in over-supplied manufacturing plum- 
meted, and the growth of investment outside of manufacturing failed to 
compensate. The reduced growth of investment demand was thus added 
to the reduced growth of consumer demand that followed from the 
slowed growth of wages, as well as the slowed growth of government 
demand that came with the cuts in state expenditures, to make for the 
reduced growth of aggregate demand and, by the same token, of output. 
The advanced capitalist economies of the 1980s and 1990s were even less 
vital_—grew significantly more slowly——_than in the 1970s. 


As the economies of the advanced capitalist world lost steam over the 
course of the 1980s, uneven development proved, in central respects, 
self-limiting. But, far from helping to resolve the underlying problem of 
over-production and over-capacity in manufacturing, the achievement of 
more even development exacerbated it. This was because the relative 


aT. Helbling and R. Wescott, The Global Real Interest Rate’, IMF Staff Stedas, 

September 1995, G. Davies, ‘A Mountain of Reasons to Reduce Public Debt’, The 
(Londan), 9 October 1995. I wish to thank Robin Blackbur for calling my 

acrention to the latter article. 

3B. M Enedman, Dey of Raksarag. The Consequence: of Amerscan Econems Polscy ander 

Reagan and After, New York 1988, pp. 156-8; ce Capstaliem Stace 1945, P- 
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revival of the US economy which had the effect of evening out develop- 
ment on an international scale was largely secured through a limiting of 
the growth of the Us market and, ultimately, the world marker, 


The forms of development taken by both the Japanese and German 
economies in the postwar epoch featured of course the restriction of the 
growth of domestic demand in the interest of export growth. The 
dynamism of both economies was thus ultimately dependent upon the 
growth of the world market and, as already stressed, predicated espe- 
cially upon their ability to appropriate growing shares of that market. The 
quite different form of development assumed by the Us economy thus 
proved to be the perfect—and indispensable—complement to those of 
Japan and Germany, for it instantiated both relatively slow growing pro- 
ductivity and ever greater reliance on the Keynesian subsidy to demand 
through federal deficits in the interest of domestic (and international) 
stability. The us thus offered to Germany and especially Japan not only a 
huge, but also an easily permeable, market. 


Nevertheless, the operation of this symbiosis tended, as has been stressed, 
to undermine the conditions for its own perpetuation. First, the export- 
oriented growth of the German and Japanese economies in combination 
with the domestically oriented production and foreign direct investment 
of the Us economy—highlighted by subsidy to demand and slow growth 
” of productiveness—issued in ever greater US external deficits and Japanese 
and German external surpluses. These deficits and surpluses brought 
about the devaluation of the dollar and thus the decline of us purchasing 
power. Moreover, while German and Japanese living standards tended to 
rise with their currencies, so also did German and Japanese production 
costs, leading to declining competitiveness. Second, especially under the 
stress of intensified overseas competition, US firms were obliged to push 
ever more fiercely to reduce wage growth. As they did, the growth of the 
US market was further slowed. Third, eventually us budget deficits had to 
be reduced, for, given the reduced profitability of us manufacturing, they 
could provide only minimal stumulus to investment and growth, and 
tended to keep real interest rates up. The increase of us demand was 
thereby reduced still more. But with the us market providing a declining 
stimulus to world demand because of the devaluation of the dolar, reduced 
wage growth, and falling federal deficits, the Japanese and German 
economies saw their growth prospects doubly undermined: whereas they 
had derived their dynamism from increasing competitiveness and fast- 
growing productivity in rapidly expanding markets for manufactures, 
they were obliged to confront not only rising relative costs and slower- 
growing markets for manufactures, bur also the limitations on the poten- 
tial growth of productivity in their non-manufacturing sectors. 


Throughout the 1970s, despite the falling value of the dollar, us deficits 
continued to subsidize the German and Japanese manufacturing 
economies. Both Germany and Japan found it increasingly difficult to 
export profitably, suffered downward pressure on manufacturing profit 
rates, and engaged in much increased foreign direct investment. US pro- 
ducers slightly improved their performance, making noticeable gains in 
export growth and sharply reducing the growth of their foreign direct 
investment. Bur, especially in the face of domestic inflation and the 
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refusal of their chief overseas rivals to yield export share despite reduced 
profitability, they were unable to create the conditions for restoring 
manufacturing profitability and dynamism. 


During the first half of the 1980s, on the basis of Reagan's record fed- 
eral deficits, along with the skyrocketing dollar that resulted from the 
accompanying high interest rates, the German and Japanese economies 
secured further, if meagre, extensions of the same sort of export-led 
growth that they had experienced in the 1970s. Over the same period, 
in some contrast, the US economy, thrust into crisis by Volcker’s 
extreme monetary tightening and then the high dollar, began a major 
process of self-transformation. Largely by ridding itself of a great mass 
of high-cost, low-profit plant and equipment and labour (downsizing), 
avery much slimmed-down manufacturing sector began to umprove its 
productivity sharply and, in the long run, to make a comeback. By 
achieving in these years an bistorscally-wuprecedented repression of wage 
growth, US capital was also able to make profitable a large-scale transi- 
tion into low-productivity services that their rivals in Germany and 
Japan found difficult to duplicate. Perhaps most spectacular of all, the 
US financial sector underwent an accelerated expansion—both domes- 
tically and internationally—benefiting massively from an array of state 
policies designed to subsidize and support it. 


From the mid 1980s, with the very large-scale and long-term revalua- 
tions of the yen and the mark that followed upon the signing of the 
Plaza Accord, US producers began to achieve major gains in competi- 
tiveness and, especially as the 19908 progressed, significant improve- 
ment in their profitability. Nevertheless, since the US rise in 
competitiveness came by means of dollar devaluation (especially 
against the yen and the mark), the reduction of wage growth in relative 
(and absolute) terms, and government macroeconomic austerity, its 
effect on the evolution of the advanced capitalist economies was not 
only to undermine the growth prospects of Germany and Japan, but, 
more generally, to depress the already slowed growth of world demand. 
In the absence of a major investment boom in the us (or anywhere else), 
improvements in relative costs which allowed us producers to main- 
tain or increase their export shares were experienced by their overseas 
rivals as a loss of markets. This was obviously a zero-sum game. 


But what made matters decisively worse for the system as a whole, was che 
Us's definitive turn in 1993 to fiscal austerity, not just monetary ught- 
ness, with the ascendancy of Clinton. This removed what had been 
perhaps the most important remaining counter-tendency to the contrac- 
tionary trend unleashed with the turn to monetarism—the ongoing 
experiment by Reagan and Bush in military Keynesianism for the rich. 
Much of the world had been progressively restricting the growth of 
domestic demand through the repression of wage growth and increas- 
ingly tight fiscal and monetary policy through the 1980s in the interest of 
reducing costs and raising profitability. But when the US, too, turned to 
budget balancing, international deflationary tendencies were increased 
qualitatively. In response, most economies had little choice but to radi- 
cally step up their dependence on manufacturing exports, but this only 
exacerbated already intensifying international competitive pressures. 
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By the midpoint of the 1990s, a certain recovery of the Us economy had 
therefore been purchased at the cost of exacerbating international stag- 
nation. Neither Europe nor Jepan had definitely transcended their 
early 1990s recessions. International over-capacity and over-produc- 
tion had been made even more threatening through the shrinkage of 
market growth and the resulting intensification of downward pressure 
on profits by slow-growing, or even falling, prices of tradeable goods. 
It is true that an investment boom was finally beginning to materialize 
in the US in response to the creeping growth of profitability. But 
whether it would be great enough and sufficiently long-lasting to pull 
the world economy definitively from its doldrums remained an open 


question. 


u. The Failure of Keynesianism, 1973-79/1982 


To surmount the deep recession of 1974-75, set off by runaway inflation 
and the consequent recourse to tight credit, and to keep the world 
economy turning over throughout the remainder of the 1970s, the 
governments of the advanced capitalist countries, led by the us, incurred 
steadily greater budget deficits, accommodated by easy money. 
Nevertheless, by the end of the decade, the advanced capitalist 
economies had returned to much the same point at which they had 
started it, although to get there they took a rather different route than 
previously. 


During the second half of the 1960s, the entry of lower cost German 
and Japanese producers and the subsequent failure of higher-cost US 
producers to leave their lines, had brought about over-production and 
over-capacity and a falling rate of profit on an international scale, 
focused on the manufacturing sector. Likewise, over the course of the 
19708, over-production and over-capacity was perpetuated and exacer- 
bated, when a counter-offensive by Us-based capital, designed to bring 
about lower costs of production and re-establish profitability, compet- 
ittveness, and the hegemonic position of US production, was met by 
the failure of higher-cost German and Japanese—as well as higher-cost 
Us—manufacturers to retire from the field, despite their own reduced 
profitability. This large scale failure to exit-was made possible above 
all by Keynesian deficits which allowed for the parallel growth of pri- 
vate debt, but also by the willingness and the ability of manufacturers, 
especially in Germany and Japan, to accept ever lower rates of profit. 


Because profitability failed to recover, the subsidy to demand that kept 
the system turning over could not but bring about the same succession of 
developments as in the late 1960s and early 1970s: the build-up of 
increasing numbers of high-cost, low-profit firms that in the absence of 
the subsidy would have gone under; a reduction in the growth of output 
that could be obtained by any given increase in demand due to firms’ 
reduced access to surpluses and correspondingly reduced ability to 
invest; the corresponding acceleration of inflation, as any given increase 
in demand brought a smaller response in terms of supply than previously 
when profit rates were higher; nsing interest rates and tight credit 
policies to combat inflation; and, ultimately, a new cyclical downturn. 
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Another round of the same sort of go-and-stop cycle that had issued in 
the recessions of 1970-1 and 1974-5 thus culminated in the recession of 
1979-82 and testified to the persistence of the economy’s underlying 
problems. 


1. The US Economy in the 1970s 
Ensuring Demand 


In response to the onset of the Great Depression of the 1930s and the 
accompanying federal budget deficits, the Republican Hoover admin- 
istration had sought to reduce spending to balance the budget. But, in 
response to the oil crisis recession of 1974-75, the Republican Ford 
administration, following the precedent set by the Republican Nixon 
administration, effected the largest tax reduction in US history, imple- 
menting the first in a series of stimulus packages which were adopted 
annually by the us federal government through the remainder of the 
decade.?> During the second half of the 1970s, the Ford and Carter 
administrations incurred deficits, which, as e percentage of GDP, rose to 
triple the level of the later 1960s. They thereby signalled to the private 
economy that they would do whatever was necessary to prevent the 
economy from falling into depression and helped to create the condi- 
tions for a parallel increase of borrowing in the private sector. Between 
1975 and 1979, public and private annual borrowing taken together 
reached record levels, averaging 19.2 per cent of GDP, almost double 
that for the Vietnam years between 1965 and 1970, and provided the 
foundations for a brief period of stability and growth.** 


US Manufacturing’s Counter-Offensive 


Beginning about 1971, rather than cede the field ın the face of sharply 
intensified international competition, US manufacturers, strongly 
supported by the state, had launched a sustained counter-attack. 
Already by the end of 1973, they had somewhat raised profitability, 
and had also achieved significant gains in competitiveness by means of 
a major devaluation of the dollar, by preventing real wage gains as 
large as those secured by German and Japanese workers, and by the ele- 
vation of productivity growth in manufacturing, at least for a few 
years. During the oil crisis of 1974-75, US producers were able to fur- 
ther improve their position, since their dependence on imported oil 
was much smaller than that of their main competitors. In the years that 
followed, they were able to make even greater gains through launching 
new assaults on labour domestically and on their main manufacturing 
rivals internationally. 


>> Calleo, Imparrexs Economy, pp 139-45 

* The dare on the growth of borrowing came from the us Federal Reserve, Flow of Funds 
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Having suffered progressive decline under the accelerating attacks of 
capital from the end of the 1950s, the trade union movement, under 
pressure from its rank and file, had launched a major comeback in the 
late 1960s and early 1970s. But, with the oil embargo recession, which 
brought unemployment to 8.5 per cent in 1975, firms were able to bring 
this upsurge to an end, opening the way to a further dramatic reduction 
in the growth of labour costs, both direct and indirect. 


During the latter part of the 1970s, employers virtually ceased to accept 
without resistance petitions from their workforce for union representation 
elections filed under the National Labor Relations Act. As late as 1965 
they had acceded to 42 per cent of such petitions, but, as we have seen, 
that figure had already fallen to 16 per cent by 1973, and it dropped 
further to 8 per cent by 1978. The number of illegal actions committed 
by management against workers in the course of union organizing drives 
also continue to increase: between 1973 and 1979, charges against 
employers for unfair labour practices rose by 60 per cent, the number of 
workers awarded back pay or ordered reinstated to their jobs as a result of 
employers’ ıllegal actions increased by about two-thirds, and the number 
of illegal firings for union activity rose by about 50 per cent. Whereas 
unions had won 60.4 per cent and 56.4 per cent of umon representation 
elections in the periods 1960-65 and 1965-73, respectively, they won 
just 48.3 per cent of union representation elections between 1973 and 
1979. In the same period, union density fell precipitously, in the private 
sector from 27 per cent to under 22 per cent, in manufacturing from 38.8 
per cent to 32.1 per cent (in 1980). Strike action also fell off noticeably in 
these years, with the percentage of work time lost to strikes decreasing 
by almost a quarter compared to 1966-73.77 (See Figures 6 and 9, pp. 60 
and 111). 


As worker resistance waned and the political influence of the labour 
movement collapsed, employers secured remarkable reductions in the 
growth of their labour costs. Between 1973 and 1979, real wage growth 
decelerated sharply, averaging 1 per cent per annum in manufacturing 
and 0.4 per cent per annum in the non-manufacturing private business 
sector, compared to 1.9 per cent per annum and 2.6 per cent per annum, 
respectively, for 1965-73, and 2.9 per cent per annum and 2.8 per cent 
per annum, respectively, for 1950-65. The growth of real social expendi- 
tures simultaneously plummeted, averaging just 2 per cent per annum 
between 1975 and 1980 (2.35 per cent per annum for 1975-85), 
compared to 6.2 per cent per annum between 1960 and 1975.78 


17 Seeber and Cooke, The Decline in Union Success in Representation Elections’, pp. 42- 
3, Freeman, “Why Are Unions Faring Poorly in NLRB Elections’’, p. 53; Goldfield, Dedisse 
of Organrısd Løber, pp. 90-1; Freeman, ‘Contraction and Expansion’, p. 64; H Farber, The 
Extent of Unionizarion in the United Seates’, in Kochan, ed , Challenges and Chexas Farag 
Amertcan Leber, p. 16; H Farber, The Recent Decline of Unionrrstion in the United 
Staes’, Sassa, vol. coocrviu, 13 November 1987, p. 916; L Troy and N. Sheflin, US 
Unea Sexrcebeek, West Orange 1985, p. 3-15, Wock Scoppages in the United Stres, 
1927-80’, table supplied by us Department of Labor, Bis, Office of Compensation and 
Working Conditions, Drvision of Development ın Labor-Management Relations 
28 OECD, The Futurs of Secial Protection, Pans 1988, pp. 11-12. 
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The Further Weakening Dollar and the Falling Cost of Credit 


US manufacturers also gained at the direct expense of their international 
rivals. With the collapse of the short-lived Smithsonian regime in 
February-March 1973, the us had made clear its preference for floating 
rates and opposition to any return to a fixed rate system, however flexi- 
ble. Under the new regime, with the dollar continuing as the key cur- 
rency, US governments were left free to pursue the politically preferable 
option of keeping the economy moving through nsing federal deficits 
and could finance the rising trade and current account deficits that 
would inevitably ensue, simply by printing dollars. In fact, as had 
Nixon, Ford and Carter actually invited what turned out to be the 
record current account deficits that resulted from their record federal 
budget deficits because the former inevitably brought down the dollar's 
value and improved US export competitiveness. During the oil crisis 
recession, the US had run current account surpluses, which reached 1.1 
per cent of GDP in 1975. But with the further turn to Keynesianism, 
external deficits came back with a vengeance, the current account 
deficit reaching $14.5 billion and $15.4 billion, respectively, in 1977 
and 1978, about 0.7 per cent of GDP, and about three times the level of 
1972. 


The rise of external deficits, accompanied as they were by the parallel 
growth of Japanese and German surpluses, did put heavy downward 
pressure on the dollar. Between 1975 and 1979, the dollar fell by 26 per 
cent and 27 per cent against the yen and mark, respectively, with the 
result that manufacturing wages in Japan and Germany, expressed in 
dollars, grew in this period almost twice as fast as in the US, increasing at 
annual races of 16.4 per cent and 17.1 per cent, respectively, compared to 
9.3 per cent in the us. The average annual rate of growth of manufacturing 
unt labour costs in dollar terms ın the US was, similarly, only half that in 
Japan and Germany—%5.9 per cent in the US, compared to 11.2 per cent 
in Japan and 11.4 per cent in Germany. 


In addition to reduced real wage growth end improved relative costs in 
international terms, US producers were able to benefit from a sharp 
reduction in the real cost of borrowing. The fall in the cost of credit was 
the intended effect of the government's policy of easy money. It seems 
to have been exaggerated by the sudden increase in the international 
supply of loanable funds resulting from the recycling of petrodollars 
from the oil-exporting states of the Middle East and the declining 
demand for credit from the now slower-growing advanced capitalist 
world. For the years 1973-79, real interest rates went below zero, aver- 
aging -0.1 per cent, compared to 2.5 per cent for 1960-73, and allowed 
manufacturers to sharply increase the degree to which they financed 
investment on the basis of debt at minimal cost. During most of the 
postwar period, manufacturers had barely relied on debt to finance pro- 
duction: between 1950 and 1965, interest payments had constituted a 
mere 1 per cent of profits, although net interest as a percentage of prof- 
its had jumped to 11 per cent between 1965 and 1973, as profitability 
fell sharply. Between 1973 and 1979, with profits down and the cost of 
credit reduced, that figure increased by another one-third to 15 per 
cent. 
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The Growth of Investment, Output and Productivity 


Motivated by these improvements in their cost position, US manufacturers 
made a concerted effort to maintain, or even raise investment in aid of 
increased output and productivity growth, even in the face of reduced 
profitability. Between 1973 and 1979, to help increase investment out of 
profits, manufacturing corporate managers reduced annual dividend 
payments as a proportion of profits to just 16 per cent, compered to 26 
per cent for 1950-73. In so doing, they helped allow the manufacturing 
sector to increase its investment in these years at an average annual rate 
of 5.6 per cent, about the same rate as between 1950 and 1973, when it 
was 5.8 per cent, and simultaneously its net capital stock at an average 
annual rate of 3.6 per cent, which was just about the same as between 
1950 and 1973, when the figure had been 3.7 per cent.?® The results, 

moreover, were not unimpressive. Between 1975 and 1979, with the end 
of the oil crisis, manufacturing output rose at the average annual rate of 
7.2 per cent, about the same rate as during the high boom years of 1958- 
65. In the same period, following a disastrous drop-off during the oil crisis 
recession, manufacturing labour productivity grew at the average annual 
rate of 2.6 per cent, not all that far below the average annual increase of 
3.0 per cent for 1950-73 (especially considering that the figure for 1979 
was in the negative, due the onset of the new recession). 


The improvement in us relative costs made possible quite respectable 
export growth in the face of the slowdown of the growth of world trade. 
During the years 1973-79, US exports increased at the average annual 
pace of 5.8 per cent. This figure was only a bit higher than the 5.3 per 
cent achieved between 1965 and 1971, but, since world trade grew in 
this period at only half the rate of the later 1960s and early 1970s, it 
must be seen to represent a significant improvement. It was achieved 
through a very major increase in US dependence on world trade, with 


exports increasing as a proportion of GDP by 35 per cent, manufacturing 
exports as proportion of manufacturing output by almost 50 per cent. 


Just as increasing US compettiveness made for a significant improvement 
in the US capacity to export, it dramatically reduced the incentive to invest 
overseas. By 1970-73, as a reflection of declining US competitiveness, US 
corporations were investing almost 30 per cent as much abroad each as 
they were at home, up from 11 per cent in 1957. But by the second half of 
the 1970s (1975-79), that figure had fallen back to just 21 per cent.3® 


By the eve of the second oil crisis in 1979, despite the not insignificant 
reductions in input costs and the decent performance of investment, 


2° The BL8's measure for capital inpurs in manufacturing between 1973 and 1979 sver- 
aged 4 7 per cent per annum, compared to 4.15 per cent per annum between 1950 and 
1973 “Multifactor Productivity Trends, 1995 and 1996,’ Table 6. 
» Fahim-Nader, ‘Capital Expenditures by Majocity-Owned Foreign Affiliates of us 
Companies’, p. 63 Similarly, whereas the value of the stock of foreign direct investment 
in the US as a percentage of the value of the stock of us direct investment abroad had, as an 
expression of the declining relative profitability of the us, fallen from 28.8 per cent in 
1950 to 17 5 per cent in 1966, ıt rose again to 23 5 per cent in 1977 B-E. Lipsey, ‘Forergn 
Direct Investment in the us: Changes over Three Decades’, in KA Froot, ed, Forms 
Derat Investment, Chicago 1993, p. 117, Table 5.3. 
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productivity, exports, and growth, there was little sign that the US 
economy was on its way to revival, mainly because profitability in the 
manufacturing sector had fallen further. Outside of manufacturing, 
capital’s ability to stamp out wage growth stabilized the profit rate. 
The average annual growth of product compensation was thus reduced 
by three-quarters to just 0.7 per cent between 1973 and 1979—from 
2.8 per cent between 1965 and 1973—with the result that the average 
level of the profit share between 1975 and 1979 rose 15 per cent above 
its level 1n 1973. In those four years, therefore, the rate of profit out- 
side manufacturing was, on average, 8 per cent above that in 1973, 
with the result that profitability in the private business economy as a 
whole was able to maintain itself at slightly above its 1973 level, 
despite the further drop-off in profitability that took place in manufac- 
turing. In manufacturing, profitability fell during the oil crisis of 
1974-75 by a further quarter or so from its level in 1973, when it wes <- 
already more than 40 per cent below its peak level of 1965. Between 
1975 and 1979, profitability in manufacturing remained, on average, 
perhaps 15 per cent above its level at the bottom of the oil crisis, and 
by 1978 was still about 12 per cent below its 1973 level. In 1979, as 
the economy re-entered recession, manufacturing profitability fell 
back to its levels of the first oil crisis on its way to even more debilitat- 
ing lows. Why had the apparently positive combination of cost 
improvement and subsidy to demand failed to yield better results in 
terms of manufacturing profitability? 


The answer would seem to lie, largely if not wholly, in the paradoxical 
persistence of over-capacity and over-production ın the manufacturing 
sector in the face of reduced profitability, a phenomenon to which the 
Keynesian subsidy to demand contributed mightily. The expansion of 
manufacturing which took place during the 1970s thus encompassed the 
output not only of that segment of firms that had improved their 
productiveness in aid of better profits, but also that segment of firms 
that had failed to reduce costs. Firms with high costs and/or low produc- 
tivity growth stayed in business, despite their low profit rates, by virtue 
of the unprecedented subsidy to demand. The large-scale failure of exit of 
low-profit firms was not, moreover, confined to the US; it was an interna- 
tional phenomenon. The growth of Us government deficits was critical 
therefore not only in keeping the economy of the us turning over during 
the 1970s, but in providing indispensable demand for export-dependent 
firms ın Germany and Japan as well. Meanwhile, the striking ability of 
manufacturers in both Germany and Japan to attract support from 
financiers and stay in business, despite their much reduced profitability, 
only exacerbated the systemic problem of manufacturing over-capacity 
and over-production. 


The Failure of Exit 


Despite reduced profitability, relatively few manufacturing firms appear 
to have reduced their means of production or transferred them out of 
over-supplied manufacturing lines or went out of business. During the 
period 1973-79, manufacturing output as a percentage of total private 
business output stayed level, and manufacturing investment as a 
percentage of total private investment actually grew by about 10 per 
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cent. But what may be most telling—especially in light of the major 
fall-off in profitability which must have sharply raised the proportion of 
firms on the edge of bankruptcy—is the fact thar, far from increasing, as 
might have been expected, the annual rate of business failure sharply 
declined, averaging 20 per cent less between 1973 and 1979 than between 
1960 and 1973.3! That the proportion which survived actually increased 
seems inexplicable apart from the record subsidy to demand. By con- 
tributing to the economy’s stability during the 1970s, through keeping 
in business large numbers of low-profit firms, Keynesianism helped to 
perpetuate the economy’s underlying lack of dynamism by preventing 
greater increases in the growth of productivity and prices, and thus, of 
course, of profitability. 


When the us federal government began to incur ever greater deficits 
from 1975, it helped to revive not only the us, but the world economy as 
a whole. The oil crisis struck the Japanese and German economies much 
harder than that of the us. The Japanese and German economies were 
held back, moreover, by their governments’ overriding concern to con- 
trol inflation in the interest of export growth, and their consequent 
reluctance to stimulate demand through budget deficits and reliance on 
tight money. It was only the deficit-driven expansion of Us demand that 
allowed these economies to emerge from their recessions. Both Japan and 
Germany based their recoveries almost entirely on the growth of exports 
so the rise of the US trade and current account deficits was therefore the 
key to their revival. 


Tt remains the case that the us external deficits which emerged, deter- 

mined as they were by us budget deficits, seem even larger than they 
‘should’ have been, larger, that is, than would seem to have been war- 
ranted by the evolution of relative costs in international terms. 
Manufacturing unit labour costs in the us fh dollar terms grew only half 
as fast as did those in Japan and Germany between 1975 and 1979. One 
can reasonably ask how Japanese and German producers were able to 
raise imports into the us so rapidly in this period and, beyond that, by 
what means they were simultaneously able to maintain, or even slightly 
increase their share of the international market, while the us share 
declined. 


As we shall shortly see in detail, the German and Japanese manufactur- 
ing economies were able to undertake export-led expansions only by 
accepting much reduced rates of profit. One need only note here that, 
while Japanese and German manufacturers sustained average annual 
increases in their unit labour costs thar were in both cases 5 per cent 


31] wish to thank Bob Pollin for forwarding to me the time series on business failures, 
which was constructed from the May issues of the Servey of Carrest Burress and the 
Statestecal Abstract of the Unsted States See also AB. Frankel and J D. Montgomery, 
‘Financial Scructure: An International Perspective’, Broeekrags Papers ox Ecomemess Adwy, 
DO 1, 1991, p. 264 

3* For example, the us share of the exports of the leading eleven capitalist economies fell 
from 17.7 per cent in 1975 t 15.9 per cent in 1979, while Japan's and Germany's 
remained stable. Netrasa/ Institute Ecomemic Rewesw, 00.96, May 1981, p. 75, Table 23. Foc 
a similar result, see B.R Scott and G C. Lodge, US Comepetitrvemess mm the World Economy, 
Boston 1985, p. 27 
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higher than did those of the us between 1975 and 1979, they charged 
export prices that rose at average annual rates that were, respectively, 7 
per cent and 4.5 per cent lower than those charged by us producers. On 
the basis of their improved relative costs, largely facilitated by the falling 
dollar, Us manufacturers were able to mark up over costs to an extent that 
had been long impossible. Bur they would have succeeded in raising 
prices over costs even further had Japanese and German producers not 
been so willing and able to sustain such reduced rates of return so as to 
increase their export dependence by expanding their shares of the world 
market. 


With the fa:lure of profitability to recover, the record federal deficits of 
Carter and Ford could not bring increases in supply which were in any 
way commensurate with the growth of demand, and accelerating infla- 
tion was the inevitable resule. By 1977 and 1978, the rate of increase of 
the GDP price deflator, at 6.3 per cent and 7.7 per cent, respectively, had 
risen above its pre-oil crisis peak of 5.7 per cent, registered in 1973. In 
the same two years, the exchange rate of the dollar fell by 11 per cent in 
trade-weighted terms, by about 25 per cent and 35 per cent against the 
mark and yen, respectively. It was 1965-68 and 1971-73 all over again. 
Interest rates had to rise or the US government would intervene to raise 
them. In the event both occurred, setting off an epoch-making us-led 
international reorientation of state policy, away from Keynesianism and 
toward a more or less permanent deflationary policy. 


2. Japan in the 1970s 


In the wake of the twin disasters of yen revaluation and the oil crisis, the 
Japanese economy emerged with radically reduced prospects. It 1s hard 
to see how its subsequent process of adjustment could have been 
improved upon. But, despite its impressive response to the new, 
unfavourable structure of international costs, the Japanese economy 
could secure no recovery of profitability and could relaunch no sustained 
investment boom, because it proceeded along the same manufacturing- 
focused, export-oriented trajectory as hitherto. As a consequence of the 
exceedingly slow growth of its prices, attributable in part to its restric- 
tive, anti-inflationary macropolicy, and the extreme difficulty of pene- 
trating its import market in manufactures due largely to the multiple 
networks that linked its firms as one another's semi-permanent 
customers, Japan tended to run ever greater trade and current account 
surpluses, which, sooner or later, would drive up the yen and raise 
Japanese productive costs in international terms. Because, moreover, of 
the already existing international over-capacity and over-production in 
manufacturing lines, the improvement of US competitiveness, and the 
tise of new adversaries in East Asia, Japanese manufacturers found them- 
selves under increasing pressure from their rivals in international mar- 
kets. The Japanese economy wes therefore able to maintain its 
manufacturing export-oriented path only by accepting much-reduced 
levels of manufacturing profitability, levels which would have been even 
lower had not the growth of Japanese wages slowed so drastically. 
During the oil crisis, Japanese manufacturing was badly set back by the 
temporary collapse of the world market. After that, its expansion was 
frustrated not only by the slow growth of world demand for manufac- 
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tures in general, but especially by its inability to grow in the manner 
that it had previously, by (athe aerate great chunks of market share 
from less competitive rivals, above all the us. 


In large part as a reaction to the international and domestic inflationary 
booms through which the advanced capitalist governments in general 
and the Japanese government in particular bad sought to sustain the 
long postwar expansion, Japan was obliged to sustain the sharpest reces- 
sion experienced anywhere in the advanced capitalist world at the time of 
the first oil shock. At the start of 1973, to stem the inflationary tide, the 
Japanese government adopted an increasingly severe deflationary policy 
and, when che oil embargo struck at the end of the year, the economy 
plunged into crisis. By early 1975, both industrial output and capacity 
utilization were down more than 20 per cent from their levels of early 
1973. By the end of 1975, manufacturing employment (in terms of 
hours) had fallen by no less than 12 per cent from its level of 1973.33 


It was only the stepped-up growth of manufacturing exports that kept 
the Japanese economy turning over during the recession.” Accelerated 
export growth appears paradoxical ın light of the sharply reduced 
growth of world demand that accompanied the international crisis. It 
was to be expected, however, of the Japanese manufacturing sector, given 
its unusually high fixed costs. Because of their tendency to rapidly build 
up fixed capital and to do so on the basis of debt, as well as their diffi- 
culty in shedding labour, Japanese firms needed to maintain output and 
capacity utilization at almost any price. During the two years 1974-75, 
export growth averaged 11 per cent and the share of exports in Japanese 
GNP increased by 28 per cent. The trade surplus therefore provided the 
leading source of the increased demand that kept the economy going and 
prevented even worse depression. 


The fact remains that export growth could be secured only at the cost of 
the spectacular collapse of manufacturing profitability. In 1974, with 
wage demands still keyed to a hyperinflation that was in the process of 
vanishing, nominal wages grew by about 25 per cent in manufacturing 
and in the private economy as a whole; in 1975, with deflation now a fact 
of life, they increased a further 13.5 per cent. In the private economy 
outside of manufacturing, these increases were not a serious problem. 
Firms could raise prices almost as much as they had raised wages; despite 
zero productivity growth, they were therefore able to keep product wage 
growth in line and limit the fall in profitability over the two years to a 
total of ‘only’ about 25 per cent. In manufacturing, however, despite the 
fact that the growth of costs was almost identical to thar in non- 
manufacturing, firms could not prevent profitability from plunging by 
6o per cent. Up against a suddenly stagnant world market and intensified 
international competition, but needing to sell at just about any price in 
order to make use of the capital stock thar they had only recently so 
vastly expanded and a labour force that they could not easily lay off, 


3 T. Nakamura, ‘An Economy in Search of Stable Growth: Japan Since the Oil Cusis’, 
Journal sf Japanese Studses, vol. v1, 20. 1, Winter 1980, pp. 156-8. 
M “There is no denying that exports were the prime-mover which nudged Japan out of the 
recession.’ Ibid., p 163 
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Japanese manufacturers simply had no choice but to keep a lid on the 
prices of their mostly tradable goods to maintain output and sales. 
Whereas in the non-manufacturing private sector firms raised prices at 
an average annual rate of 18.3 per cent, in manufacturing they could 
raise prices at an average annual rate of just 7.5 per cent. Even so, firms in 
the manufacturing sector could not prevent capacity utilization from 
dropping a staggering 22 per cent over the two years, compared to only 
4.6 per cent in the non-manufacturing privace business sector. With 
capacity utilization and price increases so much reduced, profits had to 
plummet. 


But Japan’s economic difficulties did not end with the transcendence of 
the oul crisis. Even by 1979, manufacturing profitability had failed much 
to recover, remaining considerably lower than it had been in 1974, only 
about 12 per cent higher than it had been at the depths of the oil crisis in 
1975, and 40 per cent below its level in 1973, when it had already fallen 
22 per cent below its 1969-70 peak. Over the intervening years, the man- 
ufacturing profit share had improved by a scant 10 per cent and the out- 
put-capital ratio failed to do much better, increasing by less than 15 per 
cent. As the direct expression of the sharp deterioration ın the rate of profit 
in manufacturing un these years, the average annual rate of growth of new 
plant and equipment spending fell to zero, compared to more than 20 per 
cent for the years 1965-70, and of gross capital stock to 5.6 per cent, com- 
pared to around 17 per cent for 1965-70. With investment growth so 
reduced, ıt was to be expected that the uncrease of output would also drop 
dramatically, and between 1975 and 1979 the average annual growth of 
real output fell to around 6.6 per cent in manufacturing, compared to 20 
per cent between 1965 and 1970. Nor was there any increase in those four 
years in the size of the manufacturing labour force (measured in hours), 
which remained in 1979 about 12 per cent per cent below its 1973 level. 
The question that is raised, therefore, is what prevented a better recovery 
of the manufacturing rate of profit and of investment after the oil crisis? 


The Cost and Quality of Labour 


As early as the oil crisis of the years 1974 and 1975, the growth of real 
wages was plunging, averaging only 2.8 per cent in manufacturing (and 
3.4 per cent ın the private business economy). Then, with the average 
annual growth of the manufacturing nominal wage falling to 7.7 per cent, 
from about 19 per cent for the years 1970-75, the manufacturing real 
wage ended up growing at an average annual rate of just 3.0 per cent for 
1973-79 (2.65 per cent in private business).3> Manufacturing and private 
business real wages in Japan had increased, on average, at about 8.5 per 
cent per annum over the years 1970-73, approximately the same rates 
that had obtained between 1965 and 1970. In thus accepting reductions 
in the growth of their real wages of some two-thirds, Japanese workers 
could hardly have been much more accommodating in terms of their pay. 


The performance was analogous in terms of labour productivity. Between 
1975 and 1979, manufacturing labour productivity grew at an average 
35 The reduction is even more extreme when measured on an hourly basis, as manufectur- 


ing hourly wages grew at only 1.31 per cent per anoum between 1975 and 1979 
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annual rate of 6.4 per cent (5.1 per cent between 1973 and 1979), a bit 
less than half as fast as it had grown ın the years of high boom between 
1965 and 1970. But this figure is highly misleading. It 1s not adjusted 
for the sharply reduced capacity utilization of the years 1973-79, which 
was, on average, about 15 per cent below its level in the later 1960s and 
early 1970s, nor, equally important, for employers’ retention, in the face 
of that unutilized capacity, of almost the entirety of their old labour 
force—the level of unemployment ın Japan even by 1979 was only 2.1 
per cent. Nor does it take into account the profoundly diminished races 
of growth of the capital-labour rano for the years 1973-79 and 1975-79, 
which were, respectively, one-balf and one-quarter those for the years 
1965-73. In the context of reduced capacity utilization, increased labour 
hoarding, and slowdown in equipping workers with new plant and 
machinery, the growth of Japanese labour productivity in this era actu- 
ally turns out to be rather good. 


The relatively impressive performance of Japanese labour productivity 
was made possible through the more efficient and more intensive appli- 
cation of labour. In what was termed at the time ‘operation scale-down’, 
firms stopped replacing retired personnel, reduced overtime, dispatched 
redundant workers to related units (often within the same ‘group’), and 
replaced male by lower paid female labour. There was also intensified use 
of ‘quality circles’ to elicit more committed and careful labour, or to 
facilitate plain and simple speedup.*® Adjusted for capacity utilization, 
though not for labour hoarding or the reduced growth of the capital- 
labour ratio, the average annual growth of manufacturing labour produc- 
tivity for these years reached 7.05 per cent, not all that much below the 
figure of 9.3 per cent for whole period 1955-73 (although substantially 
below the especially high average rate of 12.5 per cent achieved in the 
later 1960s).37 


The issued thus raise by Japanese economic performance during these 
years is not why the measured growth of labour productivity fell sub- 
stantially, but why more investment funds were not forthcoming to take 
advantage of the combination of sharply reduced rate of growth of wages 
and palpably stepped-up effort and efficiency of Japanese labour so as to 
ruse productiveness and thereby the profit share and profit rate. This 
issue is made all the more acute, given the extraordinary transformation 
of the structure of Japanese industry that took place at this time. 


The Recomposition of Industry 


The Japanese wage and productivity growth figures were achieved as 
part and parcel of a vast restructuring of Japanese industry, designed to 
respond to the upward turn in Japanese production costs in international 
terms that took place during the 1970s. Declining competitiveness was 
the result of the radical increases ın relative wage costs which were 


“Itoh, Japaneses Capitalism, p. 171; Nakamura, ‘Japan Since the Oul Coa’, pp. 159-60 ; 
H. Shimada, The Japanese Labor Market After the Oul Criss: A Factual Report I’, Koso 
Ecomencsc Stuarts, vol. xv, 20. 1, 1977, pp- 60-4. 
37 Baily, “What Has Happened to Productivity Growth?’, Sasa, vol conony, 24 October 
1986, p. 444. 
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brought on by successive waves of yen revaluation, by the sharply 
increased energy costs which resulted from two major oil price explosions, 
and by the entry into the world market of low-priced manufactures orig- 
inating in East Asia. In the space of less than a decade, the Japanese econ- 
omy dramatically reduced its commitment to, or profoundly 
rationalized, the ‘heavy’, energy-intensive, and labour-intensive lines 
that had played such a central role during in the high growth era. At the 
same time, it came to concentrate ever more exclusively on high value- 
added industries (especially cars), and in particular ‘mechatronics’ lines, 
that is, high technology industries that combined electronics and 
machinery (such as numerically controlled machine tools or electrical 
machinery containing programmed integrated circuits).3® 


The speed with which the process of economic restructuring was accom- 
plished was without perallel within the advanced capitalist world and 
was only made possible by the specific institutional framework through 
which the Japanese economy was organized. It is true that in these years, 
as firms increased their capacity to finance themselves and secured 
greater access to alternative sources of funds, the stare intervened far less 
in the investment process and did far less to directly administer the econ- 
omy than previously. Still, its role in facilitating coordination among 
firms and influencing the economy’s direction remained substantial. At 
the start of the 19708, the government issued a ‘vision’ for reorienting 
the economy toward high value-added, high technology lines, and away 
from labour-intensive and heavy industries. It also provided incentives to 
bias investment in that direction by granting low interest loans and tax 
breaks, by organizing consortia of private companies to cooperate ın 
carrying out research and development, and by offering a significant 
degree of protection for new industries. Beginning in 1978, the govern- 
ment also organized a series of ‘depression cartels’ in labour-intensive, 
energy-intensive industries, such as aluminium refining, shipbuilding, 
and petrochemicals, designed to allow firms in these industries to keep 
up their profits by artificially maintaining prices, while they reduced 
their productive capacity. Throughout the period, it should be added, 
the government devoted a substantially bigher proportion of state 
expenditure to investment than did that of any other advanced capitalist 
country. 


Of course, it was private industry which directly carried out the transfor- 
mation. Here, Japanese labour was, as noted, extraordinarily accommo- 
dating, reducing the growth of wage demands and facilitating technical 
and organizational change. At the same tıme, as a result of their commit- 
ment to eschewing layoffs, Japanese firms were very willing not only to 
make huge investments in modernization—as they did for example in 
the steel industry, where they raised the proportion of production carried 
out by continuous casting methods from 20.7 per cent to 86.3 per cent 


3 Thus and the following two paragraphs depend on Imai, Japan's Changing Industral 


yen, 

Japen 1980-81, Pans, July 1981, pp. 37-61; Boomomsc Surwey of J apan 1984-85, Paris, August 
1985, Pp 54-77; Hcowema Survey of Japan 1988-89, Paris, December 1989, pp. 67-82; as 
well as Yamamura, ‘Success chat Sourd’, pp 91-4; Dore, Flactids Rigida, pp. 73-6 on the 
‘depeesaton cartels’ Compare Hatch and Yamamura, Aste ta Japan's Embrace, especially ch 4 
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in the decade after 1973—Dbut also to diversify production into new lines 
where they could make use of what would otherwise have been superflu- 
ous workers. This naturally sped up the process of adjustment. 


The organization of much of the economy into horizontal and vertical 
networks linking banks to firms and firms to one another also played a 
major role in the transformation. Since firms within the groups consti- 
tuted to a large degree one another's markets and since they informed one 
another of their investment plans, they were able to reallocate invest- 
ment toward new lines with a high degree of security and speed. The 
close ties maintained between great firms within and between the 
groups with their subsidiary suppliers contributed to the same effect.3° 


Perhaps most crucial, by virtue of their close relationships with their 
banks, Japanese firms enjoyed an enormous advantage in terms of access 
to finance over their main overseas rivals. Despite their sharply reduced 
profitability, they could still be sure of ample funds from their bank 
creditor-partners to carry out new projects, and could count on the banks 
and firms which held their stock to be understanding when they reduced 
dividends. They were therefore able to sustain investment plans in the 
face of declines in corporate profitability that would probably have pro- 
voked the cut-off of funds from outside investors in much of the rest of 
the advanced capitalist world, notably in the us. They could, moreover, 
expect to be able to borrow at very low interest rates by international 
standards, as households’ high propensity to save continued to yield a 
steady supply of cheap funds. 


Although Japanese annual gross investment in new plant and equipment 
failed to increase during the five or six years following the onset of the oil 
crisis, it remained, as a proportion of GDP, the highest among the 
advanced capitalist economies by a good margin. Even in the depressed 
years between 1973-79, Japanese manufacturing increased its gross capi- 
tal stock at an average annual rate which was 34 per cent higher than that 
of its US counterparts in the same period (5.6 per cent compared to 4.2 
per cent). 


By virtue of their extraordinary transformation, Japanese manu- 
facturing firms were, by the start of the 1980s, able to present their 
international competitors with a new look. In the space of just six 
years, between 1975 and 1981, the share of total manufacturing 
investment allocated to technology-intensive lines grew by 42 per cent 
(from 38 per cent to 54.1 per cent) while the share apportioned to other 
manufacturing investment fell accordingly. Over the years 1973-80, 
output in the advanced electrical machinery and precision instruments 
industries and in other ‘processing’ industries (including other 
machinery, transport equipment, and metal products) grew at average 
annual rates of 15 per cent and 6.2 per cent, respectively, compared to 
just 4.6 per cent in the ‘heavy’ chemical, petroleum, and metal indus- 
tries and 3.6 per cent in the labour-intensive textile and food indus- 
tries. By 1984, the consumption of raw materials per unit of 


2° For this and the following paragraph, Nakatani, “Economic Role of Financial Corporate 
Grouping’; Dare, Flach: Rigraites, pp. 66-8 
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manufacturing output had, remarkably, been reduced to 60 per cent of 
its level in 1973. Between 1971 and 1981, the shares of general 
machinery, electrical machinery, and transport equipment in total 
exports increased by 50 per cent, 25 per cent, and 20 per cent, respec- 
tively, while those of textiles, chemicals, and primary metals fell by 60 
per cent, 30 per cent, and 25 per cent respectively.*° 


Despite such spectacular change, the Japanese economy could achieve 
only a limited recovery in the years after the onl crisis. This was because 
its trajectory of growth became even more reliant than previously on the 
expansion of manufacturing exports, at a time in which international 
over-capacity and over-production were increasing with the sharp decel- 
eration in the growth of world trade, and in which Japan’s own overseas 
sales were proving increasingly self-undermining as a result of their 
inextricable interdependence with the build-up of Japanese external sur- | 
pluses. The gains in competitiveness secured in this period through 
keeping down wages, keeping up productivity growth, and reorienting 
production were thus, to a significant degree, nullified by the halving in 
the growth of world trade and the effective revaluation of the yen by 
more than one-third. While Japanese firms could grow during the latter 
half of the 1970s by significantly increasing their exports, they could not 
make export growth the basis for the restoration of their former 
dynamism because they could not make it the basis for the recovery of 
their profitability. 


‘The us cyclical recovery from 1975, driven by record budget deficits, . 
catalyzed Japan’s cyclical upturn. Between 1973 and 1979, Japanese 
exports increased at an average annual rate of 9 per cent. This rate of 
growth was barely half that of the period of the boom, and gives an 
indication of what export-oriented Japanese producers were up against. 
It was, however, in itself rather umpressive, for it entailed an increase in 
the Japanese share of world exports of better than 10 per cent, from 9.9 
per cent to 11.1 per cent (and 13.7 per cent in 1980), in the space of 
yust half a decade. Between 1973 and 1979 meanwhile, exports as a 
share of Japanese GDP rose from 10.0 per cent to 11.6 per cent (and 
13.7 per cent in 1980) while manufacturing exports as a share of man- 
ufacturing output rose from 27.1 per cent in 1973 to 38.6 per cent in 
1979 (45.7 per cent in 1980). Such stepped-up export-dependence 
was, however, only made possible on the basis of rising us budget and 
external deficits and record Japanese surpluses, and the unavoidable 
concomitant of these deficits and surpluses was a massive revaluation 
of the yen. 


Between 1975 and 1978, the yen’s effective exchange rate increased at 
the average annual rate of 12.4 per cent (7.6 per cent between 1975 and 
1979). Now, when figured in terms of xatioxal currencies, the relative 
unit labour costs of Japanese manufacturing fell at the extraordinary 
average annual rate of 6.7 per cent between 1975 and 1978, by reference 
to the trade weighted average for nineteen main competing countries. 
But, adjusted for yen revaluation, that is, expressed in a common © 


© OECD, Ecowema Survey of Japan 1984-5, Pans, August 1985, pp. 55-7, 69, 74, OECD, 
Ecomemsc Survey of Japan 1581-82, Paris, July 1982, p. 50. 
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currency by reference to the weighted average of these same competing 
countries, this figure rose by 4.9 per cent!* By the same token, whereas, 
in terms of the yen, Japanese manufacturing unit labour costs fell at an 
average annual rate of 2.3 per cent between 1975 and 1978 (1.9 per cent 
through 1979), in terms of the dollar, they increased at an average annual 
rate of no less than 16.9 per cent (11 per cent through 1979), while those 
in the Us rose by at an average annual rate of just 3.8 per cent (5.4 per 
cent through 1979). To make possible the level of export growth thar 
they achieved, therefore, Japanese manufacturers were obliged to reduce 
export prices 1n yen terms at an average annual rate of 2.6 per cent 
between 1975 and 1978 (o per cent per annum between 1975 and 
1979)! Only by doing so could they hold down the average annual 
increase in their export prices in international terms to about 10 per cent 
(-2.6 per cent plus 12.4 per cent for yen revaluation) between 1975 and 
1978 and about 7.6 per cent (o plus 7.6 per cent for yen revaluation) 
between 1975 and 1979. This was no doubt necessary to make sales, 
since average export prices for the twelve members of the European com- 
munity and for the US rose at average annual rates of 9.2 per cent and 5.6 
per cent, respectively, between 1975 and 1978 (and 9.4 per cent and 7.5 
per cent, respectively, between 1975 and 1979). 


The inability of the Japanese manufacturing sector to achieve a greater 
recovery 10 profitability in the years following the oil crisis was thus largely 
the result of ics inability to impose greater markups, the consequence, in 
turn, of its declining ability to maintain competitiveness while it increased 
its export dependence in an epoch of international manufacturing over- 
capacity and over-production. Put another way, to prevent even greater 
reduction in their output and export growth, Japanese manufacturers had 
to accept much reduced manufacturing profitability. Had there been no 
yen revaluation—as in the case of the German mark, a highly unrealistic 
counterfactual—Japanese manufacturers would have been able to mise the 
prices in yen on the 35-40 per cent of the output that they exported at an 
average annual rate of 10 per cent between 1975 and 1978 and still main- 
tain the same export volume, rather than having to lower these prices at an 
average annual rate of 2.6 per cent. As it was, a further sign of the interna- 
tional barriers to the growth of manufacturing 1n Japan, after 1971, when 
the yen started to rise, Japanese overseas investment suddenly took off. 
Having amounted in total to a mere $1.45 billion for the entire period 
between 1951 and 1967, Japanese annual foreign direct investment grew 
from $0.85 billion in 1971 to nearly $5 billion in 1979.43 


Clearly the highly efficient and dynamic Japanese manufacturing export 
growth machine was having to run ever harder just to stay in place. The 
intensity of the international pressures on the Japanese manufacturing 
sector are set, indeed, in sharp relief, when the trajectory of the manufac- 

turing sector during the 1970s is contrasted with that of the economy 


4 Unit Labour Costs in Manufacturing Industry and in the Whole Economy’, Exreqbers 
Economy, 00 19, 1984, p- 124, Table 15. 

A ‘Statistical Annex’, Eerepecs Ecomeary, no. 58, 1994, Table 28. 

43 OECD, Lutermationa! Investment and Maltrmatsonal Enterprises. Recent laternatromal Dirai 
Levestment Trends, Paris 1981, p 81, Tables 30, 31. Inward flows of foreign direct invest- 
ment in this persod were derisory, peaking at $520 million in 1979 (Tables 31, 32) 
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outside it. By 1978-79, the rate of profit in manufacturing remained no 
less than 35-40 per cent below its level of 1973. In contrast, profitability 
outside had risen by around 13 per cent above its 1973 level. The aver- 
age annual growth of unit labour costs in non-man was 
actually about 25 per cent higher over the period than in manufacturing, 
but, being largely immune to the downward pressure on prices that 
plagued manufacturing, it could translate the very sharp reduction in the 
growth of wages into higher profits. With 10s better profitability recovery, 
the non-manufacturing sector was able to attract investment so as to 
increase its capital stock at an average annual rate of growth almost 25 
per cent higher than ın manufacturing, and this despite the fact that any 
given increase in capital stock ın non- -manufacturing was much less 
effective in raising labour productivity than in manufacturing. While 
the manufacturing labour force (in terms of the number employed) fell 
by 7.8 per cent between 1973 and 1979, the non-manufacturing indus- 
nal labour force grew slightly and service sector employment grew by a 
striking 15 per cent. 


Nevertheless the recovery outside manufacturing was a very long way 
from making up for the reduction 1n manufacturing dynamism. By 
1979, profitability in the private business sector as a whole still 
remained 22 per cent below its already sharply-reduced level of 1973, 
with the result that investment remained flat in the intervening period, 
while the average annual increase of business sector gross capital stock 
and output fell sharply to 7.3 per cent and 3.2 per cent, respectively, 
compared to about 12.5 per cent and 10.5 percent, respectively, between . 
1960 and 1973. 


Because Japanese manufacturing export growth took place under such 
inauspicious price-cost conditions, it was insufficient by itself to pull the 
economy fully out of recession, and had to be supplemented by a major 
government subsidy to demand. Having been burned at the start of the 
decade by runaway inflation, the government long delayed any attempt 
to jump-start the economy. However, from 1977-78, under intense 
pressure from the us, the Japanese authorities finally implemented a 
major stimulus programme—as did their German coun 

ing high levels of public investment and sharply increased baliger 
deficits. Responding to this subsidy to demand, the Japanese economy, | 
and especially its manufacturing sector, gathered momentum, and 
investment increased sharply in 1979 and 1980.4 


Nevertheless, the brief and transitory nature of this boom brought home 
the profound structural problems faced by the Japanese economy. The 
descent back into recession followed the pattern charted during the 


4 The peofit rates for che non-manufactunng sector have been constructed from those of 
the manufacturing end of pervate bumness sectoc, weighting cech by its net capiral stock 
Since the methods by which the manufacturing and private business capital stock (from 
which that of the non-manufsctaring capital stock was derrved) were not precisely the 
seme, the non-manufacturing profit rates must be seen as fairly rough, bur their rates of 

sbould not be too inaccurare. : 
45 Itoh, Japanes Capitalism, p 170; Nakamura, Japan Since the Qil Crisis’, pp. 163-5; 
Seill, the level of investment never reached even the 1970 level at any tume during the 
decade, nor did annual GDP growth rise above 5.3 per cent. 
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initial entry into crisis between 1971 and 1973. As earlier, when the yen 
rocketed in the face of exploding Us international deficits (and Japanese 
surpluses), Japanese export growth plummeted, as it had previously 
under similar circumstances, averaging 2 per cent per annum during 
1978 and 1979. When the us auchorities then implemented a deflationary 
policy in response to those same deficits from 1979, and a new round of 
oil price increases soon followed on, the Japanese government saw little 
choice but to follow suit. They had, in any case, already begun to put on 
the brakes of their own accord ın 1979 in response to their perception 
that rapidly rising government deficits were inducing inflationary 
pressures that would threaten export growth. In 1980, domestic demand 
slowed sharply and, somewhat later, export growth fell sharply as the us 
market collapsed with the onset there, and throughout the advanced 
capitalist economies, of a new, serious recession. The Japanese economy 
had entered a cyclical downturn of even greater length, though signifi- 
cantly lesser depth, than that of 1974-75.1° 


3. Germany in the 1970s 


The German economy, like the Japanese, emerged from revaluation and 
oil crisis in straitened circumstances. Unlike the Japanese, it had, under 
the pressure of intensifying international competition, been experienc- 
ing a gradual secular decline, in both relative and absolute terms, from 
the later 1950s and early 1960s, although that decline had begun from 
extremely high levels. The German economy, perhaps even more than 
the Japanese, remained dependent upon manufacturing exports. For this 
reason, the enormous revaluation of the mark of the years 1969-73, and 
the fall in profitability that it had entailed, profoundly weakened the 
foundations of German growth. By 1975, German hourly wages in 
manufacturing, 1n dollar terms, had reached the level of those in the us, 

having been one-half the us level as recently as 1970, with the unsurprising 
result chat significant sections of German manufacturing, mainly in 
standardized and labour-intensive lines, ceased to be viable. 47 To 
transcend their difficulties—which were, more broadly due to interna- 

tional over-production in manufacturing—German producers were 
obliged to pursue one, or a combination, of three options: move sharply 
‘up the product cycle’ so as to produce new, higher technology manufac- 
tures that would face less intense international competition than had the 
standardized and labour-intensive ones in which they had hitherto 
heavily specialized; radically transform productive techniques in 
standardized and labour-intensive lines; or, shift into services. None of 
these was a simple task. The already very major fall in profitability 
tended to make it more difficult to allocate funds to research and 
development. The reduction in the growth of investment and consumer 
demand, disproportionately steep in the manufacturing sector, made the 
introduction of new goods especially problematic. The restricted 
potential for the growth of productivity in services compared to that in 
manufacturing implied lower profitability in services, unless wage 


© OECD, Eeomemzc Survey of Japen 1980-81, Paris, July 1981, pp. 29, 33, OBCD, Eremems 

Survey of Japan 1981-82, Paris, July 1982, p. 32; OBCD, Ecomemese Saroy Japan 1982-83, 

Pans, July 1983, pp. 7-10. 

F BLS, International] Comparisons Among the G-7 Countrees: A Chartheak, May 1995, Table 11. 
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growth could somehow be further slowed or skills or technology could 
be upgraded. As it was, the 1970s saw little in the way of a German 
economic revival.4° 


Since the German authorities had put on the brakes at the start of 1973, 
the oil crisis struck the German economy somewhat less hard than 
elsewhere. Over the two years 1974-75, profitability outside manufac- 
turing fell hardly at all, so that profitability in the private business 
economy as a whole fell by ‘only’ 15 per cent. Still, largely because 
German exports actually fell with the collapse of world growth and 
demand, manufacturing profitability dropped 23 per cent. It is true 
that by 1978-79, the manufacturing sector had made up more than 
two-thirds of that loss, so that profitability stood just 9 per cent below 
that of 1973. But by 1973, the manufacturing profit rate had already 
fallen 30 per cent below its level of 1969, 47 per cent below its level of ` 
1960, and 54 per cent below its level of 1955. Unable to transform 
itself, the German manufacturing sector could not but grow much more 
slowly or, in certain respects, contract, given the trends to rising costs 
domestically and intensifying downward pressures on prices emanating 
from abroad. 


Between 1973 and 1979, the manufacturing gross capital stock grew /ass 
than one-third as fast as it had during the 1960s and early 1970s, plung- 
ing to an average annual rare of just 2 per cent (1.85 per cent between 
1975 and 1979), compared to 6.4 per cent between 1960 and 1973, and 
manufacturing investment stagnated, continuing a trend which had | 
begun between 1969 and 1973.49 Such a profound drop in the growth of 
capital stock and investment naturally had deeply depressing effects on 
the economy’s vitality. It prevented the recovery of manufacturing labour 
productivity, which grew at roughly the same rate between 1973 and 
1979 as ıt had between 1969 and 1973; it set off a major decline in the 
average annual growth of manufacturing output, which plummeted to 
1.8 per cent, compared to 5.0 per cent between 1960 and 1973; and it 
precipitated a sharp fall in the manufacturing labour force. In just five 
years between 1970 and 1975, the manufacturing labour force (in terms 
of hours) fell an astounding 18 per cent, and by 1979 it was 20 per cent 
below its 1970 level (again ın terms of hours) and 10 per cent (in terms of 
numbers employed). Meanwhile, in the wake of the deep recession of | 
1974-75, largely as 2 consequence of the profound slowdown of the 
manufacturing sector and the shrinkage of employment there, 
unemployment suddenly became a major fact of life in Germany for the 
first time since the 1950s, averaging 4.4 per cent between 1974 and 
1979. 


The very mayor and long-term decline in manufacturing profitability 
unquestionably had a profoundly depressing effect on the prospects for 
the German manufacturing sector during the 1970s and, in view of the 
deep decline in investment growth, the very weak performance of that 
sector is all too understandable. Still, one question concerning that 


# Fels and Weiss, ‘Structural Change and Employment’, pp. 32-6. 

B Manufacturing gross investment increased at an average annual rate of 0.7 between 
1973 and 1979 
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investment fall-off does require clarification. Between 1973 and 1979, 
manufacturers succeeded in cutting real wage growth almost by half, to 
an average annual rate of 3.7 per cent, from 6.6 per cent between 1969 
and 1973. Although hardly investing at all, they managed to elicit suf- 
ficient effort and quality of work from the labour force to maintain 
labour productivity growth in those years at almost the same average 
annual rate as between 1969 and 1973 (3.45 per cent, compared to 3.8 
per cent). Since manufacturers had meintdined average annual produc- 
tivity growth at close to 5.5 per cent throughout the 1960s, it is hard to 
believe thar they could not have raised it substantially above the levels 
achieved in the 1970s, had they been willing maintain anything like 
normal levels of investment. Why did they lack the motivation to 
attempt this? 


Whar clearly prevented profitability prospects from improving was the 
further intensification of international competition, reflecting ongoing 
over-capecity and over-production in manufacturing, especially as mani- 
fested in continuing downward pressure on output prices. Between 1973 
and 1979, unit labour costs rose at pretty close to the same average 
annual rates in both manufacturing and non-manufacturing— 4.8 per 
cent versus 4.4 per cent—with labour productivity growth significantly 
higher in the former than the latter, but nominal wage growth rose 
proportionally even higher in the former than the latter. But German 
producers outside of manufacturing were able to raise their prices 23 per 
cent faster than were their counterparts in manufacturing. They were 
thereby able to mise their profitability slightly over the period between 
1973 and 1979, beginning a long-term trend to profitability recovery. 
Manufacturers, by contrast, were not able to prevent their profitability 
from falling at an average annual rate of 1.4 per cent over the same 
period—although it levelled out after the first year of the oil crisis. That 
manufacturers could not mark up as non-manufacturers did seems 
attributable once more to-conditions in the world market, by which 
firms outside of manufacturing were largely unaffected. Given the 
inability to mark up, the manufacturing product wage growth outran 
labour productivity growth, keeping the profit share and, thereby the 
profit rate, from rising.» 


Table 16 
Cost, Prices and Profitability in Germany, 1973-79 
(average annual per cent change) 

NPR NPSH. Pw LPy NW ULC PPri 
mfgr -14 -2.7 4.0 3-45 8.4 4.8 4-2 
nmfgr o4 1.45 1.6 2.3 68 4-4 5.2 


Source. See Note oa Main Sources of Dam Key to legend on page 265 


The relatively slow increase of manufacturing, compared to non- 
manufacturing, prices with respect to unit labour costs gives an initial 
indication of the profound increase in the international competitive pres- 


F For a simular analysis, see Giersch et al., The Fadrag Miradi, pp. 197-8. 
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sures that German manufacturers were having to confront. The German 
economy, like the Japanese, was initially able to surmount the oil crisis 
largely through the growth of exports, and it increased its dependence 
upon exports through the rest of the decade. Again, the Us economy, 
with its massive budget and trade deficits and easy money regime, served 
as the major locomotive, though other advanced capitalist economies 
also helped out’ by inflating. Yet in these years, growth through trade 
proved as difficult for Germany as for Japan. 


Between 1975 and 1979, the German manufacturing sector proved 
quite capable of keeping costs down, as relative unit labour costs exprarsad 
in terms of the national currency, actually fel] at an average annual rate of 3.1 
per cent, with respect to nineteen competing countries.’ It did so, how- 
ever, not through any marked rise in productiveness—its rare of labour 
productivity growth was at the European Community average—but - 
rather through particularly slow nominal wage growth, made possible 
by the government’s restrictive, export-promoting, anti-inflatnionary 
macroeconomic policy. The upshot was therefore not only relatively low 
inflation but also a new round of current account surpluses, which 
together brought about the revaluing of the mark’s effectrve exchange 
fate at an average anoual rate of 6.2 per cent for the years between 1975 
and 1979. Relative unit labour costs, expressed in terms of a trade weighted- 
common currency, with respect to the same nineteen competing countries, 
thus rose at an average annual pace of to 3.2 per cent. 


Over the years 1975-79, German producers held down the annual growth _ 
of their export prices in terms of the mark to an average of only 2.95 per 
cent. But ın view of the fact that the average annual increase of the trade- 
weighted value of the mark was 6.2 per cent in these years, this barely 
allowed them to remain competitive, since the average annual export price 
increase of the fifteen members of the European Community in these years 
was 9.1 per cent. Despite their self-imposed restraint on prices and profits, 
therefore, German producers could increase their exports at an average 
annual rate of just 5 per cent, which was slower than the average annual 
growth of world exports, at 6.4 per cent. By comparison, US producers 
succeeded in increasing their exports at an average annual rate of 5.8 per 
cent in these years, even though they increased their export prices in terms 
of their own national currency at an average annual rate of 7.5 per cent, 
two-and-a-half times as rapidly as did their German counterparts.>* 


Although German manufacturers continued to sacrifice both price and 
proficability to maintain export growth and markets, they were now so 
profoundly hemmed in by their declining relative cost position that they 
could not begin to regain the export drive that had propelled German 
growth forward, if with slowly decreasing power, over the first two 
decades of the postwar epoch. As a further manifestation of the barriers 
they faced in redynamizing the domestic manufacturing sector, and the 
economy more broadly, foreign direct investment sharply accelerated— 
as in Japan. Whereas German net foreign direct investment had averaged 


3° Unit Labour Costs in Manufacturing Industry and in the Whole Economy’, Exrepacs 
Ecomemy, 00. 19, March 1984, p 115. 
3 ‘Sraristical Annex’, Exrgbecs Ecomeary, no. 58, 1994, Table 28 
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$4.6 billion per annum between 1970 and 1975, by 1979 and 1980, it 
was averaging $8.3 billion.’ 


Profitability and prospects had declined nowhere near as much outside 
manufacturing as within it, and the non-manufacturing sector 
displayed, in relative terms, much greater dynamism than manufactur- 
ing. Between 1973 and 1979, the average annual increase of the non- 
manufacturing gross capital stock, at 4.6 per cent, was more than twice 
that of manufacturing, and the average annual increase of non-manufac- 
turing output, at 2.85 per cent, was 55 per cent faster. Between 1970 
and 1980, the number of those employed in services increased by 22.8 
per cent, whereas ıt fell by ro per cent io manufacturing. Clearly, the 
German economy was ın part responding to the profitability crisis ın 
manufacturing lines by reallocating means of production to services. 
But, the relative success achieved in non-manufacturing was far from 
sufficient to make up for the problems in manufacturing and restore the 
vitality of the economy as a whole. Within the private business sector, 
profitability fell a further 4 per cent between 1973 and 1979 and the rate 
of capital stock and output growth fell, respectively, by some 40 per cent 
and 50 per cent, compared to that of the late 1960s and early 19708. 
Moreover, while the average annual growth of GDP fell to just 2.4 per 
cent between 1973 and 1979, from 4.2 per cent between 1960 and 1973, 
the total civilian labour force fell in absolute terms by about 3 per cent in 
those years. With the growth of demand that had once come from manu- 
facturing lines plunging so sharply, ıt was clearly out of the question for 
the economy to elicit the large-scale investment and technological inno- 
vation that would have been necessary to reise productivity and chus 
profitability sufficiently outside of those lines so as to counteract the 
contraction taking place within them. 


By 1977, output was already beginning to stagnate and unemployment 
continued to be high, at least by German standards. The German 
government sought to improve the conditions for growth by way of 
exports by driving down the mark through a policy of easy credit. But, 
with che us trade deficit spiralling out of control, us authorities were 
pushing in another direction, demanding that Germany, as well as 
Japan, shoulder some of the responsibility for keeping the world econ- 
omy turning over by subsidizing demand through fiscal expension. By 
1978, the Germans, like the Japanese, had agreed to implement a major 
stimulus programme, with the budget deficit supposed to reach 1 per 
cent of GNP. The results of the German essay in the subsidy of demand 
were, however, at best mixed. Growth and investment did pick up in 
the short run, in the last couple years of the decade. But the rate of infla- 
tion doubled and export growth, as noted, continued to slip. Perhaps 


33 OECD, Eromena Survey for Germany 1981, June 1981, p. 68 
M A greater increase in service employment through the creation of low-wage, low-pro- 
ductivity jobs wes prevented, it should be emphasized, by che ability of the German 
labour movement to extend its purview to include the service sector and more generally to 
resist the trend. Virtually all of the increase of service sector employment between 1973 
ee oe Cae ean ee 
low-productrvity retail trades, and the seme pattem would pessist through che 19808. 
Giersch et al., Ths Fading Meracie, pp. 199, 201-2; M.C. Burda and J.D. Sachs, ‘Assessing 
High Unemployment in West Germany’, The World Ecomeary, vol. x1, no. 4, 1988. 
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most symptomatically, while profitability outside manufacturing 
did return to the (reduced) levels of 1973, manufacturing profitability 
stagnated. 


The German economy was caught in a bind from which there was no easy 
exit. International over-capacity in manufacturing and the rise of German 
manufacturing costs in internanonál terms had made it ever more difficult 
for the German economy to continue to base 1ts growth on manufacturing, 
via the growth of manufacturing exports. As we have seen, each apparent 
solution to this problem entailed significant costs. Increasing aggregate 
demand through Keynesian deficit spending helped capitalists set up pro- 
duction in new lines. But it had the drawbacks both of allowing high-cost, 
low-profit firms to remain in manufacturing and of making it more diffi- 
cult to control wage costs. Restricting the growth of demand would force 
more rapid exit from manufacturing, but it would make entry into new 
lines more risky and therefore more difficult. It would also tend to reduce 
wage growth and improve manufacturing competitiveness, as well as ease 
the shift into services by belping to make up for the generally more limited 
potential for any given investment to bring about productivity growth 
outside manufacturing than within it. Given their traditional attachment 
to anti-inflation and ‘sound finance’, it was not at all surprising that, like 
their Japanese counterparts, the German authorities soon gave up on their 
brief experiment with Keynesianism—basically imposed upon them by 
the Americans—in favour of what tumed out to be a near-permanent com- 
mitment to austerity and tight credit.>® With the us turn to deflation from 
1979, and the onset of the second oil crisis at about the same time, 
Germany, too, put on the brakes, sharply limiting the supply of credit and 
entering, with the rest of the world economy, once again into recession. 


Recession Once More 


The process that precipitated the international recession of 1979-82/3 
attested to the persistence of the manufacturing over-production and over- 
capacity that lay behind the long downturn, and demonstrated how little 
distance the world economy had come toward recovery. Over the course of 
the 1970s, the growth of us federal deficits, accommodated by easy money, 
and supplemented toward the end of the decade by German and Japanese 
government deficits, made possible the explosive growth of private debt 
and thereby a whole new phase of otherwise unsustainable manufacturing- 

centred growth along the lines established at the end of the 1960s. In chus 
maintaining, both in the us and internationally, a growing mass of 
redundant high-cost, low-profit firms which would otherwise have gone 
out of business, this further expansion of credit did much to prevent that 
reduction in aggregate costs of production and improvement in markups 
over costs that were needed to restore profitability. 


Manufacturers in all three leading capitalist economies took advantage of 
the new phase of debt-based subsidy to demand to improve and grow. 


I Giersch et al., Fading Mirade, 189-92 

36 See Giersch, ‘Aspects of Growth, Structural! Change, and Employment’, pp. 197-9. For 
a couque of German austerity policy, see W Carlin and R. Jacob, ‘Austenty Policy in 
West Germany: Origins and Consequences’, Econom Appliqude, vol. xlu, 1989, 203-38. 
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Effective Ruchange Rates and Relative Unit Labour Costs for 
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With the help of reduced real wage growth, dollar devaluation, lower 
real interest rates, and lower dividends, Us producers launched a decade- 

te long drive to strengthen manufacturing competitiveness and restore 
manufacturing profitability. At the same time, German and Japanese 
producers pursued new expansions along the old, export-based lines, 
although to accomplish this, even with the artificial inflation of markets, 
they were obliged to directly exacerbate systemic over-capacity and over- 
production by accepting reductions in manufacturing profitability. 
Symptomatically, between 1973 and 1979, whereas profitability in the 
manufacturing sectors of the G-7 economies taken in aggregate fell by 
another third, it fell by less than 8 per cent in the non-manvfacturing 
sectors; over the same period, the average annual growth of the capital 
stock, compared to that between 1965 and 1973, fell by one-third in 
aggregate G-7 manufacturing (to 3.8 per cent from 5.8 per cent), but 

os barely at all in non-manufacturing (to 4.5 per cent from 4.95 per cent).>7 
The recovery of the economy outside manufacturing was clearly limited 
by the sharp fall in the demand for its goods that resulted from the slow- 
down of growth and investment in the manufacturing sector. Non-man- 
ufacturers could nevertheless do much to overcome the earlier (relatively 
limited) reduction in their profitability, simply by holding down the 
growth of wages. For those within manufacturing, however, the 
conditions determining their profitability were in critical respects 
beyond their control: all were undermined in their individual pursuit of 
better returns by the general refusal to significantly reduce commitment 
to one’s line of production despite sharply reduced profitability. 


= Because its macroeconomic policy was more stimulative than that of its 
chief rivals, its labour productivity growth slower, and the tolerance of 
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rival capitalists abroad for reduced profitability apparently greater, the 
US economy was obliged, over the years 1975-79, to incur record trade 
and current account deficits. These deficits, like the earlier ones, could 
never be paid back. As they had at end of the 1960s, and again in the 
early 1970s, the German and Japanese manufacturing economies in the 
mid to late 1970s accepted payments ın dollars for their exports that 
could neither be made good in purchased us imports, nor redeemed at 
the exchange value at which they had been purchased. Further dollar 
devaluation was thus inevitable. 


The fact remains that few major economic players outside the us could 
regard a new collapse of the dollar with equanimity. As holders of enor- 
mous dollar reserves, built up through years of current account surpluses 
and of interventions to buttress the us currency in the interest of the 
competitiveness of their own manufacturing sectors, the German and 
Japanese governments stood to sustain enormous losses, as did many of 
their privare citizens. To make matters worse, with every new decline of 
the dollar, the manufacturing sectors of the export-dependent German 
and Japanese economies saw their economic prospects darken. At the 
time of the collapse of Bretton Woods, neither of these surplus-accruing 
economies had much of a basis for protesting the devaluation of the dol- 
lar, for both had profited mightily from years of under-valued currencies 
and had little choice but to accept some adjustment to the system. Yet, 
neither Japan nor Germany nor Germany’s European trading partners— 
nor the Arab exporting economies who did their business in dollars— 
could afford to accept dollar devaluation indefinitely, and, by the last - 
years of the 1970s, in the wake of the dollar's precipitous decline, were 
seeking alternatives to the dollar as the main currency for international 
transactions.%® 


The rising international opposition to the us policy of benign neglect, 
with its attendant inflation and dollar devaluation, coincided with that 
of US international bankers, who not only disliked—as did Us multina- 
tionals—the growing instability in the currency markets, but regarded 
any threat to the dollar’s status as the key currency as a threat to their 
business. US domestic financiers, hard-hit by msing prices throughout 
the 19708, also naturally joined the ranks of opponents of us ‘fiscal irre- 
sponsibility’. The Us government, for its pert, had throughout the post- 
war period placed a high priority on defending the interests of its 
international bankers. Even while it had, during the 1960s, restricted 
capital exports to defend the dollar, it had sought to compensare them by 
neglecting to regulate the Eurodolar market, and, as business conditions 
had become more difficult during the 19708, it had moved to eliminate 
all capital controls. 


Still, had the Us government's expansionary macroeconomic policies 
yielded positive results, it 1s quite conceivable thar even the powerful 
coalition of international and domestic interests arrayed against it would 
have failed. But, with profitability failing to recover and wages stagnating 
in the face of rising inflation, enthusiasm for traditional demand-side 
policies was waning, while the political clout of its most fervent advo- 
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cates, namely the labour movement, was rapidly declining. The way was 
open for a major change of perspective. Almost unbelievably, it was now 
the us which was obliged to accept a programme of ‘stabilization’, and 
the result was something of a revolution. Led by us Federal Reserve 
Board chairman Paul Volcker, the advanced capitalist governments geve 
up on Keynesianism and turned instead to monetarist tight credit and 
so-called supply-side measures aimed at cutting costs. In a sense, the new 
macroeconomic austerity retracted the debt-besed subsidy to demand 
that had been keeping the world economy turning over in the face of 
manufacturing over-capacity and over-production, and made renewed 
deep recession unavoidable.>9 


m. Monetarism and the Heightening 
of the US Counter-Offensive 


At the start of the 1980s, the international economy had not begun to 
transcend the long downturn, held back as it was by further reduced 
profitability resulting from ongoing over-capacity and over-production, 
focused on the manufacturing sector. The Reagan-Thatcher revolution 
advertised itself, in this context, as confronting the underlying economic 
problems that Keynesianism had papered over and perpetuated. 
Through a policy of restriction of credit and of government borrowing, it 
proposed not only to bring down wage growth, but also to destroy that 
ledge of high-cost, low-profit firms which had been maintained by the 
Keynesian-based explosion of credit in the 19708, and which stood in the 
way of the restoration of average aggregate profitability. By removing 
the supply-side burdens on capital ostensibly consticuted by over- 
powerful trade unions, excessively high wages, burdensome taxes, and 
too much government regulation, it sought to further raise profitability 
for the firms that remained. The strength of Reaganism-Thatcherism 
was located in its at least implicit attack on the international economy’s 
very real problem of reduced profitability. But its weakness was to be 
found in the inherent crudeness of its methods for accomplishing this, in 
particular its ability to affect the economy only at the aggregate level. Its 
results were therefore rather different from what its advocates had 
intended. 


From 1979-80, the advanced capitalist countries implemented an 
unprecedented curtailment of the growth of credit, while simultaneously 
committing themselves to a long-term programme of reducing state 
expenditures in the interest of reduced state deficits. This programme did 
precipitate a sharp intensification of competition and, in so doing, put out 
of business many of those high-cost, low-profit firms which had hung on 
through the 1970s. But in making for such a drastic and undifferentiated 
reduction in the growth of demand in the aggregate, monetarist measures 
could not but create problems that were the opposite of those of 
Keynesianism. Because they reduced demand in the aggregate, they 
indiscriminately eliminated the purchasing power required for the sur- 
vival of all firms (whether cost-ineffective or not), and set off a downward 
deflationary spiral thar was hard to control. For the same reason, they also 
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failed adequately to confront the problem of over-capacity and over-pro- 
duction which was essentially confined to the manufacturing sector: in 
contrast to Keynesianism, by restricting demand and credit they reduced 
the ability of high-cost, low-profit producers to survive, but made it more 
difficult for producers to establish themselves in new lines. 


Monetarism could, then, save the economy only by destroying it. By the 
summer of 1982, eighteen months of ultra-tight government credit had 
set in motion a large-scale and extended process of industrial shakeout, 
and the resulting weeding out process and its sequels ultimately did 
work to rationalize the US manufacturing sector. But, in striking an 
ınternational economy profoundly vulnerable to shocks due to its much 
reduced profitability, this same deflationary binge also precipitated the 
worst recession since the 1930s, pushing the US economy in particular to 
the brink of collapse, and forcing the authorities to back off from their 
draconian policies. Disillusioned by their previous (in their own view, 
misguided) attempts to augment domestic demand, the German and 
Japanese governments (with a number of major lapses) persisted through 
the 1980s and beyond with tight credit and fiscal austerity. Their goal, 
as in the past, was to reduce domestic costs so as to revive the economy 
through increased exports. Most of the other governments in the 
advanced capitalist world followed suit. But the us Federal Reserve did 
the opposite: to bail out the economy, it began to make up for the 
attempts by its counterparts abroad by at least partially easing up on the 
supply of credit, ending the monetarist experiment in its pure form. 
Most dramatic, of course, the Reagan administration, which had come to - 
office on a programme of balancing the budget, launched what turned 
out to be the greatest experiment in Keynesianism in the history of the 
world. 


The supply-side programme which accompanied monetarism in the US, 
highlighted by record tax cuts, did succeed in transferring enormous 
sums of money into the hands of capitalists and the rich from the pockets 
of almost everyone else. But it did not lead to the upsurge of investment 
and entrepreneurship expected by its advocates for the simple reason 
that, given the generally poor investment climate, tax reductions could 
not create the anticipated incentives. Yet, precisely because the tax cuts 
totally failed to vindicate their advocates’ predictions that they would - 
pay for themselves by bringing about higher growth and thus higher tax 
revenues, they produced the highest federal deficits of all time. This was 
in a way fortunate, for major deficits were evidently necessary to bail out 
the us, and revive the rest of the world economy. As had been the case 
with every recovery from recession from the start of the long downturn 
10 the later 1960s, economic revival in the 1980s was ultimately secured 
through a dose of deficit spending substantially larger than the one 
before. Monetarism, it turned out, could not be implemented unless 
supplemented by Keynesianism; yet Keynesianism could not but, once 
again, weaken the thrust of monetarism, increasing stability but 
prolonging the downturn. 


Reagan’s record Keynesian deficits, combined with the Fed’s partial 
relaxation of its policy of tight money, like the stimulus programmes 
that preceded them, did bring about a new and lengthy cyclical upturn. 
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But they could do little to restart dynamic capital accumulanon because 
they could not address the underlying difficulties of the international 
economy. The advanced capitalist economies remained burdened by 
manufacturing ovet-capacity and over-production and thus mired ın 
what continued to be a heavily zero-sum struggle for over-supplied 
manufacturing markets. This problem manifested itself in the failure of 
manufacturing profitability to recover in the Us, Germany, Japan, or the 
G-7 economies taken in aggregate, and also in the continuing inability of 
the German and Japanese manufacturing sectors to improve their prof- 
itability except at the expense of the US, and vice versa. It was expressed 
as well in the greater recovery of both profitability and investment in the 
non-manufacturing sectors of all three capitalist economies, as well as 
the G-7 economies taken together, than in their manufacturing sectors 
(see Figure 11, p. 186). As it had in the 1970s, the stepped-up commit- 
ment to Keynesian credit creation in the Us continued to slow down— 
though it did not prevent—that destruction of redundant high-cost, 
low-profit manufacturing producers required to restore profitability. 
Moreover, it exacerbated the underlying problem of reduced returns on 
investment, since the government’s massive accumulation of debt to 
fund its record deficits, in combination with the rise of public borrowing 
throughout the advanced capitalist world, could only lead to real interest 
rates at record highs. This was because the rise in demand for credit 
coming from governments was very much amplified by that coming 
from corporations and workers, and was accompanied by the slowdown 
in the supply of credit that resulted from monetarist restrictiveness, as 
well as the reduced rates of savings that were the unavoidable result of 
low profitability and low wage growth. 


During the first half of the 1980s, high real interest rates, plus the 
soaring dollar which these interest rates induced, spelled disaster for 
broad sections of Us manufacturing. Exports fell, imports rocketed, the 
current account deficit broke all records, and manufacturing profitability 
temporarily collapsed. Still, the Us manufacturing sector did begin to 
rationalize itself and, with the closing down of many of its least productive 
units and the large-scale shedding of labour, its labour productivity 
growth began to recover. As part and parcel of the same evolution, che 
service sector exploded through a vast expansion of low-productivity, 
low-waged jobs, facilitated by the unmatched ‘flexibility’ of the increa- 
singly union-free us labour market. Meanwhile, with low returns on 
capital stock discouraging long-term placement of funds in new plant 
and equipment, money went increasingly to finance and speculation, as 
well as to luxury consumption, the way being paved by an undisguised 
lurch in state policy in favour of the rich in general and financiers in 
particular. 


By serving to raise international demand and reduce US competitiveness, 
the record us budget deficits and the high dollar once again pulled the 
German and Japanese economies from their recessions and created the 
basis for new export-led cyclical upturns. Yet the high real interest rates 
in the US and world-wide that went hand-in-hand with sharply increased 
ent borrowing ensured that the international economic recovery 
displayed little dynamism. In particular, funds flowed en masse away 
from Japan to fund the us budget deficits. One witnessed the extraordi- 
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nary spectacle of Japanese financiers providing the credit needed by the 
US government to subsidize the continuing growth of Japanese exports. 
US Keynesianism drove the Japanese boom, but was itself made possible 
only by Japanese loans; without advances from Japan, interest rates 
would have gone through the roof. It was difficult to determine who was 
more dependent upon whom—the us Treasury on Japanese lenders or 
Japanese manufacturers on US borrowers and their demand. What was 
crystal clear, however, was the degree to which the two leading capitalise 
economies—end thus the world economy as a whole—were dependent 
upon the historically unprecedented growth of debt in the us and the 
willingness of the Japanese to help fund it. What should perhaps have 
been equally obvious was chat this process was self-limiting. The subsidy 
of us demand made possible by Japanese loans was bound to stimulate 
the growth of Japanese exports, undermine US production, further drive 
up the Us external deficit, and push down the dollar. This would decrease ` 
the value of Japanese loans to the US, undermine the ability of Japanese 
goods to compete in the US and world market, and reduce the ability of 
US purchasers to buy Japanese products.© 


By the middle of the decade, the inflated dollar was thus again proving 
self-undermining, with momentous results. Its eventual collapse cat- 
alyzed what turned out to be a truly decisive long-term change in the 
pattern of growth among the three leading capitalist economies. With 
US current account deficits and German and Japanese surpluses hitting 
record levels by the mid 1980s, the exchange rate of the US currency was 
poised to take a fall, much as it had between late 1971 and 1973 and . 
again from 1975 through 1978. In the Plaza Accord of September 1985, 
the leading capitalist states agreed joint action to force down the dollar. 
When the relative level of US interest rates compared to those abroad 
began to fall soon after, the dollar—which had already peaked earlier in 
the year and begun to drift downward—plummeted and the yen and 
mark took off, bringing about a major reversal in competitive advantage 
and a concomitant realignment of the loci of export growth away from 
Japan and Germany and towards the us. This development was further 
aided by the effective capping of real wage growth in the us. 


US manufacturers, though retaining a much reduced labour force, were 
now better able to defend and even improve their position on the world . 
export market; even so, during the decade of the 1980s they could only 
very partially restore profitability ın the face of relentless international 
competition expressed in ongoing international over-capacity and over- 
production. By contrast, faced by sharply increased relative costs and the 
much slowed growth of the Us market caused by dollar devaluation, the 
German and Japanese economies found themselves once more largely 
deprived of their export motors, but no more able than previously to 
reorient toward the home market and services. The US economy, it 
should be emphasized, did not decisively umprove 1ts performance in 
terms of the growth of output, investment, productivity, or wages over 
the decade or so following the Plaza Accord——quite the opposite. But 
improved US competitiveness, and the increase in profitability that 


© On the us-Jepanese economic relationship in this era, see the account in E T Murphy, 
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accompanied it, were paralleled—es they had been in the analogous 
period of the early 1960s and early 1970s—by intensifying difficulties 
for the German and Japanese economies. 


New Competitors 


The problems that resulted from ongoing overcapacity and over-pro- 
duction in manufacturing among the advanced capitalist economies 
were exacerbated during the decade of the 1980s by the accelerated 
intrusion of the four Astan NICs, and East Asia more generally, into the 
world market. East Asian exports became particularly disruptive at this 
juncture, because they continued to grow very rapidly at a time when the 
growth of the world economy in general and of world trade in particular 
was decelerating, and when the leading capitalist economies were 
already struggling with over-supplied manufacturing markets. Whereas 
Japan had increased its share of world exports from 0.9 per cent to 6.0 
between 1950 and 1975, the four Asian NICs increased their combined 
share from 1.2 per cent to 6.4 per cent between 1965 and 1990. By 
1990, the share of world exports of goods held at this point by all of non- 
OPEC, non-Japanese Asia had risen to 13.1 per cent, higher than that of 
the us (11.7 per cent), Germany (12.7 per cent), or Japan (8.5 per cent). 
In the ummediately preceding years, the four Asian NICs had not only 
stepped up their export of heavy industrial, capital-intensive outputs, 
but also begun to venture into technology-intensive lines. They there- 
fore levied a particularly heavy toll on US manufacturing in the period up 
to about 1986, when the latter was crippled by the revalued dollar; when 
the dollar fell and the yen rose after 1985, it was Japan’s turn to feel the 
pressure.* 


Because their currencies were generally pegged to the dollar, the Asian 
Gang of Four, as well as the newly emerging economies of Southeast 
Asia, particularly benefited from the precipitous decade-long rise of the 
yen against the dollar following the Plaza Accord of 1985. Indeed, by 
moving into markets previously held by the Japanese, both in North 
America and in Asia itself, they were able to achieve, for a full decade 
from 1985 through 1995, otherwise inconceivable gains in exports 
which made possible otherwise inconceivable gains in manufacturing 

output, as well as the attraction of otherwise inconceivable flows sf 
overseas loans and foreign direct investment. Yet much of the increase in 
exports from East Asia actually came from Japanese multinationals, 
which, sparked by the high yen, relocated significant portions of their 
production facilities in Southeast Asia, bringing with them their 
networks of suppliers. Indeed, by continuing to progress up the product 
cycle and by improving technology even in supposedly standardized 
manufacturing lines, the Japanese economy was able to make good use of 
East Asia's dynamism to aid in its own process of adjustment to what was 
in effect much higher priced labour. By gaining markets in East Asia for 
its technology-intensive capital and intermediate goods, Japanese 
manufacturers more than compensated for losing to Asian-besed producers 
some of their former share in the trade in labour- (and to an extent 
capital-) intensive goods. Meanwhile, they profited handsomely in the 


& oncp, Ecomemsc Oxtieak, no 60, December 1996, p. A49, Table 46. 
185 











Figure 11 3 
G-7 Mannfactoring and Noc- manufacturing Met Profit Estes, 1932-90 
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latter trade through the rising exports of their multinationals based in 
Malaysia, Thailand, and other places in Southeast Asia into the North 
American market. 


By the time a new cyclical downturn hit the international economy in 
1990-91, neither the US, nor Germany, nor Japan, nor the G-7 economies 
taken together, had come close to transcending the long downturn, 
because the problem of over-capacity and over-production in manufac- 
turing remained unresolved. Profitability in manufacturing failed to rise 
much above its level of the later 1970s (at which point it had fallen 
below its already sharply reduced rate of 1973) in the us, German, and 
Japanese economies, and in the G-7 economies taken together. As a 
result, profitability in the private business sectors of these economies was 
kept from recovering as well. In keeping with the failure of manufactur- 
ing profitability to rebound, the growth of both manufacturing output 
and capital stock fell substantially further, by about 33 per cent and 25 
per cent, respectively, in the G-7 economies in aggregate during the years 
1979-90, compared to the years 1973-79. 


During the cyclical recovery of the first half of the 1990s (through 
1996), the divergence that had begun to open up during the second half 
of the 1980s 1n the economic trajectories of the US economy, on the one 
band, and those of Germany and Japan, on the other, was accentuated, 
with potentially far-reaching implications, not only for their own subse- 
quent developmental patterns, but for the world economy as 2 whole. 


§ Armstrong et al , Capstelism Simce 1945, p 365, Table A5, OECD, Historncel Statsstus 
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The fact remains that the economic performance in these years of the 
three leading capitalist countries, and of the advanced capitalist world 
more generally, was even worse than it had been during the comparable 
upturn of the 1980s, which had itself been somewhat less good than that 
af the 19708.% 


In the us, the sharp cyclical downturn and slow recovery of the early 
1990s precipitated a new round of industrial shake-out, which continued 
the work of the deep recession and overvalued dollar of the early 1980s. 
Through continuing downsizing, out-sourcing, reorganization of the 
labour process, and speedup—end only in small part through invest- 
ment growth—the us manufacturing sector was able not only to main- 
tain, but actually to step up, its already-improved rate of productivity 
growth. Meanwhile, on the basis of a decade-long freeze on wages and a 
stunning collapse of the dollar against the mark and the yen, it also 
achieved a major long-term improvement ın competitiveness, making 
possible a substantial increase in the growth of exports. The outcome was 
of mayor significance: from the middle of the 1990s, US manufacturing 
secured a decisive improvement ın its profitability, the rate of profit on 
its capital stock rising above the level of 1973 for the first time since the 
start of the long downturn, though falling short of its 1950s and 1960s 
peaks. The way was thus opened for a true recovery of the profit rate in 
the economy as a whole, for, outside of manufacturing, profitability had 
not fallen all that much initially, had made certain gains ın the later 
1970s and first half of the 1980s, and, as long as wages remained so 
immobile, had a clear path toward restoration by way of even modestly 
increasing productivity. For the years 1990-96, the mayor macroeconomic 
indicators—output, investment, productivity, and wage growth—were 
even worse than for the years 1979-90. Nevertheless, because a revival of 
profitability had been set in motion, there beckoned the possibility that 
investment growth could be sustained and the level of economic perfor- 
mance, at least in the us, decisively improved. 


In sharp contrast, the still very large and central manufacturing sectors 
maintained by both the Japanese and German economies, which by 
virtue of the vertiginous rise of the dollar, had managed during the frist 
half of the 1980s to partially avoid the reckoning with international 
over-production that had begun to be imposed on their US counterpart, 
faced deepening crisis. When the mark and the yen began their long, 
steep ascent following the Plaza Accord—while wages continued to 
creep up—they were obliged to confront even more serious threats to 
their fundamental, export-driven mechanisms of growth than during the 
previous periods of dollar devaluation between 1969 and 1973, and 
1975 and 1978. In Japan, the introduction of a new phase of ultra-casy 
money from 1986 was supposed to compensate for the fall ın interna- 
tional demand and turn the whole economy towards the domestic 
market. But what ıt actually precipitated was something like a re-run, in 
even more accentuated form, of the progression from speculative boom 
to bust that one had witnessed in the early 1970s—a half-decade ‘bubble 
economy’ through 1990-91, which issued in Japan’s longest and deepest 
recession from 1991 through 1995 and beyond. In Germany, the collapse 


6s See below, Table 17, p 235 
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of oil prices, the short-term easing up on credit and fiscal stringency in 
the wake of the crash of October 1987, and the huge increase in state 
spending to integrate the former GDR brought about an analogous, 
though less spectacular, chain of events to those in Japan—particularly 
an ultimately inflationary boom from the end of the 1980s through 
1991, followed by what was also Germany’s worst postwar cyclical 
downturn. 


In this context, the refusal of the US government under Clinton to resort 
to deficit spending to reflate the Us and world economy following the 
recession of the early 1990s, breaking a pattern going back to the 19608, 
constituted a turning point. Not only did it very much exacerbate the 
economic problems facing Germany and Japan, but, by profoundly 
intensifying the already existing, long-standing and powerful, systemic 
trends toward the reduction ın the growth of demand, ıt could only, in 
the absence of a sufficient countervailing trend to increased investment 
growth, exacerbate the problem of systemic ovet-capacity and over-produc- 
tion ın manufacturing. 


From the start of the long downturn, real wage growth throughout the 
advanced capitalist world bad progressively decelerated, and shrank 
toward disappearance as the 1990s progressed. Wage repression was 
supposed, of course, to raise profitability to prepare the ground for a new 
investment boom. But thar investment boom never appeared, in part 
because the problem of over-capacity and over-production in international 
manufacturing persisted, in part because gains ın profitability were coun- 
terbalanced by rising real unterest rates. As a result, the macroeconomic 
tightening unleashed throughout most of the advanced capitalist world by 
monetarism was bound to intensify the problem of demand that was 
resulting precisely from slower investment growth and slower wage 
. Over the course of the 1980s and the first half of the 1990s, as 
wage growth fell, the growth of credit was increasingly restricted, and the 
gtowth of government spending and the size of government deficits were 
progressively reduced, tending to strangle the world economy. 


During the 1980s, thanks to Reagan’s record-smashing budget deficits, 
the us virtually single-handedly prevented the ever more bitter mone- 
tarist medicine from taking full effect. Through the length of the down- 
turn, the growth of government credit had fallen steadily. Having 
ranged from 12 to 18 per cent between 1973 and 1979, the annual 
increase of the money supply for the us, Germany, Japan, the UK, and 
Canada taken in aggregate had ranged from 7 to 12 per cent between 
1982 and 1990, and from just 2 to 6 per cent between 1992 and 1997.4 
However, 1n telling contrast, the average annual growth of real govern- 
ment final consumption expenditure for the G-7 economies in aggregate 
pretty much maintained itself, slipping to 2.2 per cent between 1979 
and 1989 from 2.4 per cent between 1973 and 1979. The limited nature 
of this decline was made possible entirely by the us, where, as a result of 
Reagan’s runaway military spending and tax reductions, a new round of 
Keynesianism reduced the bite of monetarist austerity. In the us, the 


“4 W Wolman and A. Colamosce, The Judas Economy: The Triumph of Capital and the 
Berayal of Work, New York 1997, P 154, Figure 7 2. 
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average annual growth of real government final consumption expendi- 
ture thus facreased by almost 50 per cent between 1979 and 1989, com- 
pared to 1973-79, making up for the substantial reductions in the other 
six G-7 economies (outside of Italy), where the fall-offs ranged from 
around 33 per cent in Canada and France to 47 per cent and 57 per cent, 
respectively, in Japan and Germany. But, when the us under Clinton 
joined the international consensus behind fiscal as well as monetary con- 
striction—at the very time when Europe was further tightening the 
noose both on the supply of credit and the growth of state expendi- 
tures in the run-up to monetary union—demand emanating from 
governments throughout the advanced capitalist world collapsed. 
Between 1989 and 1996, monetarist austerity thus finally took full 
effect, as the average growth of real government final consumption 
expenditure in the us fell almost to the point of disappearance, to 0.1 per 
cent per annum, with the result that the average annual growth of real 
government final consumption expenditure for the G-7 economies in 


aggregate in these years, compared to thar for 1979-86, fell 60 per cent 
to 0.9 per cent. 


Taken in combination with the longer term trends toward reduced prof- 
itability and investment growth, the macroeconomic squeeze has had 
predictable consequences. During the years 1990-96, the average annual 
growth of GDP in the us and G-7 economies ın aggregate fell by 25 per 
cent and 45 per cent, respectively, by comparison with the years 1979- 
go. Largely as a consequence of the fall in aggregate demand, all of the 
world’s leading manufacturing economies have found themselves 
obliged to sharply step up their manufacturing exports, to seek an exit 
from the recession. In the eight-year economic upturn of the 19808 
(1982-90) that followed the early 1980s recession, the growth of GDP in 
the OECD economies in aggregate averaged 5.0 per cent. But in the five- 
year upturn (1992-97) that has followed the recession of the early 1990s, 
whereas the average annual growth of GDP ın the OECD economies in 
aggegrate fell to just 2.4 per cent, the average annual growth of mer- 
chandise exports jumped to 7.1 per cent, undoubtedly exacerbating the 
already existing trend toward over-capacity and over-production in man- 
ufacturing.© In view of the impressive rebound in profitability secured 
by us firms from mid-decade, a US-led international recovery could not 
be ruled out. But, unless a boom in investment materialized and sus- 
tained itself ın the Us during the second half of the 1990s, the world 


economy risked deeper stagnation, and perhaps worse. 
1. From Reagan to Clinton: Transcending the Long Downturn? 


From the end of the 1970s right through to the present, the Us economy has 
pursued a complex and profoundly contradictory path. Despite the much 
bally-hooed Reagan and Clinton ‘booms’, actual economic performance has 
been poor: each of the long cyclical expansions, first of the 1980s (1979-90) 
and then of the 1990s (1990 onwards), was less vibrant than the one that 
preceded it. Nevertheless, the US economy underwent a major transforma- 
tion, with far-reaching positive implications for capital. The business 


% oncD, Histerscal Statestes 1960-95, p-61, Table 4 7. 
% OECD, Ecomeacic Oxtleak, no 61, Jane 1997, pp-A4, A42, Tables 1 and 42. 


189 


climate wes profoundly improved by the long-term weakening of labour 
and two decades of close to zero real wage growth, an exceptionally long 
period of ever-deeper devaluations of the dollar against the currencies of US 
producers’ leading overseas rivals, and a series of administrations more 
unapologetically pro-capitalist in every aspect of policy than had been seen 
since the 1920s. In the wake, moreover, of two serious recessions and 
extended periods of tight money, a great mass of redundant means of 
production, especially in manufacturing, was finally forced out by gales of 
‘creative destruction’, better known as downsizing. Above all, as the decade 
of the 1990s passed its midpoint, profitability, finally rose decisively above 
its highest previous levels of the long downtum, surpassing the point to 
which it had fallen in 1973 and moving towards the high points of the 
1960s. 


An Overview of the Economy in the 1980s and 19908 


By the summer of 1982, the US economy, subjected to the monetarist 
medicine since 1979, was reeling from the resulting recession. Pulled 
down by high real interest rates at record levels, capacity utilization 
plummeted and manufacturing profitability fell 50 per cent below its level 
of 1978, leaving it 54 per cent below its level of 1973 and more than 70 
per cent below its level of 1965. Unemployment (at 11 per cent), 
bankruptcies, and bank failures reached levels hitherto unapproached dur- 
ing the postwar epoch. With the Latin American debt crisis threatening 
the viability of American's biggest banks and a collapse into depression a 
real possibility, Paul Volcker unceremoniously put an end to the 
experiment in what might be called pure monetarism, and let the growth 
of credit accelerate.” One year previously, Ronald Reagan had transformed 
himself into the greatest Keynesian in history. With the enthusiastic 
support of the Democrats, he had initiated a series of enormous cuts in 
taxes for the rich and combined these with major increases in military 
spending, setting off a record increase in federal borrowing. Meanwhile, 
with its repression of the air controllers’ strike (effectively destroying their 
union, PATCO), the government gave its explicit seal of approval to the 
employers’ ratcheting up still another notch their assault against labour 
The outcome was the effective termination of the growth of real wages 
until the second half of the 1990s. With demand and thus capacity utiliza- 
tion growing rapidly, labour costs held down and tax payments reduced, 
the economy entered a new and lengthy cyclical uprum. 


Over the course of the 1980s and beyond, the economy of the us contin- 
ued to display its superiority over those of other advanced capitalist coun- 
tries most decisively ın its capacity to control wage growth, as the 
employers’ offensive against labour, originating as far back as the end of 
the 19508, reached something of a culmination. Employers had been 
intensifying their long-term assault on workers and unions from the time 
of the deep, oil crisis recession of 1974-75, immensely aided by the gov- 
emment’s programme of deregulation in such industries as trucking, air- 
lines, railroad, and telecommunications, where regulated prices had 


%B M. Fnedman, Dey of Reckousng: Ths Consequences of Asnerscax Economo Polscy U naer 
Rangan and After, New York 1988, pp. 148-9, 173; W Greider, Sacrws of the Temple How the 
Federal Reserve Rans the Country, New York 1987, pp. 495-5344. 
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hitherto generally allowed higher wages. But the repression of PATCO, 
coming as it did in the midst of the worst Us slump since the 1930s, rep- 
resented a turning point, as was immediately recognized at the time. 
During the years 1975-81, the number of union recognition elections 
organized. by the labour movement had averaged about 7,100 per year 
(6,858 in 1980), but in 1982 that number nose-dived to 3,561 and failed 
to recover during the remainder of the decade, averaging 3,463 between 
1982 and 1987. By 1982, moreover, approximately one-third of firms in 
which a majority-of workers voted to unionize were refusing to sign a col- 
lective contract, effectively reversing the supposedly lawful election. 
Whereas the absolute number of union members had held up reasonably 
well into the mid 1970s, despite the ongoing decline in the percentage 
unionized; it plummeted-at average annual rates of 817,000 between 
1979 and 1983 and 361,000 between 1983 and 1987. In 1982, mean- 
while, despite—or perhaps as one major cause of—the sharp decline in 
the number of union elections, unfair labour practices committed by 
management during organizing drives continued to massively increase, 
reaching an average of 7.45 per election, compared to 4.0 just five years 
previously in 1977 and 1.8 in 1960. Almost unbelievably, over the second 
half of the decade the ratio of the number of individuals fired in cam- 
paigns to win union recognition to the number voting at the end of those 
campaigns reached 14 per cent, or about one in seven. During the years 
1982-90, the average number of strikes annually involving 1,000 or more 
workers fell to around 60, compared to 142 for the years 1979-83, 280 for 
the years 1973-79, and 325 for the years 1950-73. Workers involved in 
these strikes represented, on average, just 0.04 percent of the labour 
force's total work time, compared to 0.11 per cent for thè years 1973-79 
and'o.16 per cent for the years 1950-73. Unionized workers as a percent- 
age of the private sector and manufacturing labour forces, at levels of 28.5 
per cent and 38.8 per cent, respectively, as recently as 1973, had fallen, by 
1990, to 12.1 per cent and 20.6 per cent, respectively. 


Slipping downward more or less continuously from the late 19505, wage 
growth plumbed new depths in the 1980s. Between 1979 and 1990, real 


S8 Note the following contribution by Paul Volcker, then head of the Federal Reserve, to a 
Natiooal Bureau of Economic Research roundtable on American economic policy in the 
1980s, held ın 1990: “Volcker added that, in his view, the most important single action of 
the administration in helping the anti-inflation fight was defeating the air traffic controllers’ 
strike. He thought ther this action had had a rather profound, and, from his standpoint, con- 
structive effect on the climate of labor-management relanons, even though ıt bad not been a 
wage issue at the time.’ M. Feldstein, ed , Ameren Ecomemic Polscy tx the 19805, Chicago 
1994, p. 162. 
6 G.N. Chaison and D.G. Dhavale, ‘A Note on the Seventy of the Decline in Union 
Organizing Acuvity’, Indxvrsel‘and Laber Relatrexs Rowse, vol. xii, Apal 1990, p. 369; 
HLS. Farber, The Recent Decline of Uniontranon in the United Scares’, P. 919; R B. 
Freeman sod M.M Kleiner, Employer Behavior in the Face of Unson Organizing Drives 
Industrial and Labor Relations Renew, vol. xlii, April 1990, p. 351; Handbook of Labor 
Statzstxs, BLS Bulletin 2340, August 1989, p. $43, Table 140; E. E. Jacobs, ed., Handbook of 
US Leber Statistics, Lanham 1997, p 287 (After 1980, government scrike data 1s available 
only for walkouts involving one thousand oc moce workers; after 1989, the Bureau of Labor 
` Sortistics discoarmed publication of the Hanabeuk of Labor Stazistxs, which was revived by 
pcivate publishers ın 1997); Leo Troy and Neil Sheflin, MS Uxim Senrcubeok. Mombershsp, 
Erse Galax Dicer West Omnge 1985, Table 3 63; BLS, Hechlepment and Eerntngs, 
vol. xxxix, January 1992, p. 229; and voL xirv, January 1997, p. 211 I wish to thank Mike 
Goldfield foc supplying me with the dare on the numbers voung in unton elections and the 
numbers illegally discharged. 
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hourly compensation in the private business economy grew at an average 
annual rate of 0.1 per cent. The trend in these years for hourly real wages 
aod salaries alone (excluding benefits) was far worse, falling at an average 
annual rate of 1 per cent. At no time previously in the twentieth century 
had real wage growth been anywhere near so low for anywhere near so 
long. 


While upward pressure from wages on profits was thus reduced, down- 
ward pressure on profits from taxes was also alleviated. Tax cuts were, of 
course, the centrepiece of the supply-side revolution. High tax rates 
ostensibly reduced the incentive to invest and to work; lowering them 
was supposed to unleash a new era of accumulation and innovation. The 
Economic Recovery Act of 1981 reduced tax rates on corporations and 
greatly liberalized depreciation benefits. After falling as a proportion of 
profits from 47.5 per cent to 35 per cent during the Kennedy-Johnson 
administrations, the rate of taxation on non-financial corporations had 

averaged around 40 per cent between 1967 and 1980. But between 1980 
and 1990, as the effect of more accelerated depreciation allowed by the 
new tax legislation, as well as the sharp increase in the proportion of (tax 
deductible) interest payments in total profits, taxes as a proportion of 
profits fell far lower, averaging just 26 per cent.7° 


As a result of the cuts in taxes and the simultaneous increases in mili- 
tary spending, the federal budget deficit as a proportion of GDP broke 
all records, averaging 4 per cent over the course of the 1980s (over 5 per 
cent for 1982-87), compared to 2.3 per cent for the 19708 and 1.1 per 
cent for the 1960s. The explosion of the federal deficit established the 
basis for an historic increase in private borrowing of all types—an 
increase much facilitated by the profound deregulation of financial 
markets that had begun to take place in response to the inflation of the 
1970s. During the years 1982-90, total annual borrowing (public plus 
private) as a percentage of GDP rose to an unprecedented peacetime 
level of 22.1 per cent, compared to 17.4 per cent for the years 1973-80, 
11.8 per cent for the years 1960-73, and 8.5 per cent for the years 
1952-60.7! 


On the basis of the massive turn to federal deficits, as well as the parallel 
expansion of private indebtedness, the US economy, and the world ` 
economy more generally, succeeded during the 1980s in achieving the 
longest peacetime expansion in history. But, it was one thing to make 
use of the tried methods of federal debt creation to secure a modicum of 
growth of output, given the massive unused capacity and high unem- 
ployment which initially prevailed; it was quite another to achieve a 
new secular boom. Transferring enormous sums of money to the wealth- 
iest owners of the means of production turned out to be easy, but induc- 
ing these capitalists to accumulate and innovate proved exceedingly 
difficult. 


PL Mishel et al., The State of Working America 1996-97, Economic Policy Institute, 
Armonk 1997, pp 121-4. 

7° 7 with to thank Bob Pollin for providing me with che time seres on Us borrowing, 
derved from the Board of Governors of the Federal Reserve System, Flow of Funds 
Accounts, thar underlie these numbers 
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Although during the course of the boom, the rate of profit for the pri- 
vate business economy rose substantially from its deeply depressed lev- 
els of 1982, it failed, even at its height in 1989, to quite reach its 
previous post-oil crisis peaks, attained during the cyclical upturn of 
1975-79, of to rise above its level of 1973. But this was only part of the 
story. Federal deficits were so huge that us lenders could not come close 
to funding them. It was only the fortuitous and unexpected entry by 
the Japanese into the money market which bailed our the government 
and prevented a bond market crash. Japanese lenders funded perhaps 
one-third of the federal debt throughout the 1980s.7? Even so, real 
interest rates hit their highest levels for a period of comparable length 
in at least a century, rocketing to an average of 5.8 per cent for the years 
1982-90, from an average of minus 0.1 per cent for the years 1974-79 
and about 2.5 per cent for the years 1960-73.73 The actual incentive to 
invest was thus significantly lower than indicated by the profit rate 
itself. 


With the profit rate so reduced and the interest rate so elevated, invest- 
ment growth was bound to fall. Between 1982 and 1990, the average 
annual growth of the net capital stock in the private business economy 
fell to 2.9 per cent from 3.4 per cent between 1973 and 1979 and 4.3 per 
cent between 1965 and 1973. Net investment as a percentage of GDP, 
having averaged 3.3 per cent between 1950 and the end of the 1970s, fell 
to just 2.3 per cent.74 


Productivity growth in the private business economy had already fallen 
substantially in the crisis-mdden 1970s. With investment growth 
declining, it failed to recover in the 1980s, averaging between 1979 and 
1990 the same 1.1 per cent that it averaged between 1973 and 1979. At 
no time during the previous century had productivity growth been so 
slow for so long as it was between 1973 and 1990 and beyond. Nor did 
the growth of output itself improve. Between 1979 and 1990, private 
business value added increased at an average annual rate of 2.7 per cent, 
which was actually slightly lower than the 3.1 per cent fegiateres 
between 1973 and 1979. 


In the 1980s, there was much talk of a “Reagan Boom’ and economic 
turnaround. In reality, the economy showed less vitality than in the 
much-maligned 1970s, especially when one takes into account the two 
major waves of high oil prices that undermined growth in the 19708 and 
the collapse of oil prices that promoted growth in the later 1980s. 


AR Taggart Murphy, The Werght of the Ym, New York 1996, pp 33-4, 147-50. It was 
widely believed at the nume that, when the financial markets became cognizant of the 
combined programme foc spending increases, tax reductions, and (inevitably) federal 
deficics planned by che government, they would sharply raise interest rates. As Federal 


abcoad That inflow was at one point running at t greater rate than all the personal savings 
in the United States and tereed ext te be far larger than | had thought passible’ (p. 148 
Murphy's emphasis.) 

3 R. Pollin, ‘Destabilizing Finance Worsened this Recession’, Challenge, vol xx, no 2, 
March-April 1992, pp 18,22 According to Pollin, real interest rares averaged 3.4 per 
cent between 1890 and 1929 and 0.7 per cent between 1947 and 1979. 
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Clinton’s Deflation 


Nor, when viewed ın all 1ts aspects, was the economy’s performance over 
the length of the cyclical upturn thar extended through Bill Clinton’s 
first administration and into his second better than that of the Reagan- 
Bush years. The fact remains that from the middle years of the decade, 
profitability did begin to rise above its previous highs of the period of 
the long downturn, and the economy did begin to accelerate noticeably 
in terms of a restricted number of key indicators, particularly the growth 
of investment. Whether, and for how long, 1t would maintain this 
momentum was the question of the day. 


When Clinton assumed the Presidency at the start of 1993, the fierce if 
short recession that had gripped the economy in the middle of 1990 had 
been over for eighteen months. Nevertheless, the economy still showed 
little life, with output at that point growing at less than half the average 
rate of the previous five business cycles at analogous points back to 
1959.7 But, as a legacy of the years of deficits under Reagan and Bush, 
the national debt was at an all time high. Net government debt as a 
proportion of GDP, at 21.8 per cent as recently as 1980, had climbed by 
1993 to 46.4 per cent and, in combination with similar mountains of 
government debt accrued in most of the other leading italist 
economies, was placing strong upward pressure on interest rates.”° There 
1s more than a touch of irony ın the fact that, whereas it had been mainly 
Republican presidents from Nixon through Bush who incurred the 
Keynesian budget deficits that kept the us and world economy turning 
over during the length of the long downturn, it was a Democratic chief 
executive who made the first major effort since the 1950s to balance the 
federal budget, ignoring the deflationary consequences. The fact remains 
that Clinton did confront a serious double bind. Unless he sustained fed- 
eral deficits to stimulate demand, the cyclical upturn could be expected 
to limp along. But, uf he took on more government debt by incurring 
major budget deficits, interest rates were likely to go through the roof. 
This was especially so since, at the very moment Clinton assumed office, 
Japanese investors, facing mounting obligations at home as the Japanese 
economy fell into deep recession, were withdrawing their funds from the 
us market for Treasury Bonds, ceasing for the time being to fund the 
long-term government debt.” 


Clinton initially proposed a very mild stimulus package of $16 billion, 
but even this largely symbolic attempt at Keynesian demand manage- 
ment failed to pass Congress. Making a virtue of necessity, Clinton sud- 
denly made balancing the budget the central goal of his administration, 
as legislation passed during the summer 1993 ensured that there could 
be no increase in expenditures for any programme that was not elsewhere 
counter-balanced by an equal decrease. Between 1992 and 1996, the 
federal budget deficit as a percentage of Gpp fell from 4.7 per cent for 
1992-93, to 1.4 per cent, and virtually to zero in 1997.78 Over the same 





T3 ORCD, Economic Survey of the United States 1992-93, Paris, November 1993, p. 11. 
78 oncD, Ecomemx Oxtissk, no 61, June 1997, p- 438, Table 35. 

7 Murphy, Weght of the You, pp. 272-4. 

7 Ecsxsmsc Report of the President 1997, Washington, DC 1997, p 390, Table B-377. 
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Figure 12 
US Strike Activity, 1947-95 
(stoppages involving 1000 or more workers) 
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period, Alan Greenspan and the Federal Reserve complemented 
Clinton’s fiscal austerity by maintaining a tight hold on the supply of 
credit. To fight the previous recession of 1979-82, the Fed, as had 
become routine, had introduced large cuts in interest rates, reducing 
three-month T-bill rates by 39 per cent between 1981 and 1983 (while 
the administration raised the deficit by 263 per cent).’9 But in the wake 
of the slump of 1990-91, the Fed refused to make more than modest 
anti-recessionary interest rate reductions, and soon was raising interest 
rates on four occasions between February 1994 and February 1995—by 
no less the 3 per cent!—when growth looked like it might be gaining 
‘excessive momentum’.® A turning point had clearly been reached. For 
the first time since the days of Dwight Eisenhower, the federal govern- 
ment failed to use Keynesian stimuli to overcome recession and slow 
growth. Especially since long-term interest rates failed to fall very much, 
ic was hardly surprising that the ensuing expansion in the us—and ona 
world scale—was, by any standard, rather feeble. 


Labour continued in retreat, as union density fell to 10.2 per cent and 
17.2 per cent, respectively, in the private economy and in manufacturing 
by 1996, and strike activity declined still further, the number of strikes 
involving 1,000 or more workers averaging just 37 between 1990 and 
1995.5" Between 1990 and 1996 the average annual growth of real com- 
pensation in the private business economy was less than zero. 


TIL Thurow, The Fatere of Capttalism, New York 1996, pp. 213-14 
™ Eoonems: Report of the President 1996, Washington, DC 1996, p. 46 The growth of GDP in 
1993 was a cornd 2.3 per cent. 


"Bis, Employment and Earnings, vol xliv, January 1997, p 213; Hamdboak of US Labor 
Statzstea, p 287. In 1997 private sector unionization fell below 10 per cent. 
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Even in the face of a decade’s worth of the failure of wages to grow, the 
response of investment continued, on average, to be sluggish. Between 
1990 and 1996, as a proportion of GDP, net investment averaged just 
above 2.0 per cent.®? Over the same period, the average annual growth of 
the private business net capital stock fell, on average, to just 2.1 per cent, 
compared to 3.0 per cent between 1982 and 1990. It took until 1993, 
for annual investment to exceed its level of 1989, although then it grew 
rapidly, opening the way perhaps to greater economic dynamism in the 
second half of the decade. 


With the (net) capital-labour ratio growing at an average annual rate of 
just 0.8 per cent between 1990 and 1996, compared to an already-low 
1.6 per cent between 1979 and 1990, output per labour input could 
hardly have been expected to take off. Between 1990 and 1996, private 
business sector labour productivity growth averaged only 1.0 per cent 
per annum, even lower than the meagre 1.1 per cent it had averaged 
between 1979 and 1990. 


A mild economic expansion was, however, just what the political and 
economic establishment wanted. Clinton’s budget balancing and the 
Fed's monetary stringency constituted a slow growth policy, consciously 
designed to fit the quite specific needs of the very much altered US econ- 
omy that had been slowly emerging over the 1980s and early 1990s. 
During this period, us capital had become profoundly dependent on 
close to zero real wage growth, as well as low inflation. Employers 
required the repression of wage growth inside manufacturing to help 
counter intense competition from their leading international rivals; 
they required it outside of manufacturing, so that they could increase 
their profit shares and profit rates, despite the snail-like pace of non- 
manufacturing productivity growth. US capitalists needed low price 
increases as well as low wage increases, because they had profoundly 
increased their involvement in finance and in speculation on the stock 
market, and thereby had become exquisitely sensitive to rises in prices 
that would undercut their returns from lending, or further push up 
their costs of borrowing for purposes of financial manipulation. Not 
only did the rare of price uncrease plummet but, as emphasized, real 
wage increases continued to average less than zero. More than any other 
single factor, ic was the stagnation of wages for well over a decade that 
opened the way for profitability in the private business economy as a 
whole to transcend, for the first time since the onset of the oil crisis 
recession, its levels of 1978 and 1989, by the second half of the 19908, 
to rise above its level of 1973. 


To understand the far-reaching changes that lay behind the palpable 
improvement in US economic prospects, if not actual performance, 
manifested in the revival of profitability, and to grasp the meaning of the 
newly arisen framework of US state policy, viewing the economy as a 
whole can take us only so far. An aggregate perspective conceals the very 
different trajectories of the manufacturing and non-manufacturing sec- 
tors in this period, a divergent evolution that was caused by the major 
upheavals that were transforming the economy’s character from the end 


© OECD, Ecowemac Survey of the U usted States 1994-95, Paris 1995,p 70 
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of the 1970s. Furthermore, it cannot illuminate the decisive lurch 
toward finance that also took place in these years. It was the profound 
rationalization of the manufacturing sector, the rise of a labour extensive 
low-wage economy outside manufacturing, and the turn to finance 
which most shaped the economy that emerged in the mid 1990s. 


Transformation Within the Downturn 


During the 1970s, it will be recalled, Us manufacturing corporations, 
encouraged by a devalued dollar and sharply reduced wage growth, as 
well as declining real interest rates, had launched an impressive wave of 
investment aimed at restoring competitiveness and profitability. Their 
failure to bring about significant improvement in the rate of profit by 
the end of the 1970s must have done much to discourage the continuation 
of such a strategy. In any case, under the combined impact of the deep 
recession of 1979-82, the very high real interest rates which largely 
persisted throughout the decade and into the next, and a new, if temporary, 
rise of the dollar, us manufacturing corporations were left with little 
choice but to cut back and change their modus operandi if they wished to 


survive. 


Volcker’s recession marked the turning point. Between 1979 and 1982, 
interest rates rocketed in real terms from less than 1 per cent to 6.5 per 
cent, and the resulting collapse of demand delivered a decisive shock to 
the manufacturing sector, setting it on a new trajectory. Over these three 
years, manufacturing output decreased by 10 per cent and capacity 
utilization fell from 85 per cent to a postwar low of 72.8 per cent; at the 
same time, manufacturing employment, which had managed to grow, 
albeit slowly, during the 1970s to reach its postwar high of 21.2 million, 
fell by a shocking 10.5 per cent to 18.95 million. The economy now paid 
the price for its success in fending off bankruptcies during the Keynesian 
1970s. By 1982, the annual bankruptcy rate was almost double that of 
1979 and it continued to increase past the middle of the decade.®3 


Meanwhile, during the years between 1978 and 1985, driven by the rise 
in interest rates, the value of the dollar rose at an average annual rate of 
1.75 per cent against the yen and 5.0 per cent against the mark, helping 
to bring about an average annual increase in unit labour costs (in dollar 
terms) of 4.6 per cent, compared to minus 1.4 per cent for both Japan 
and Germany. Already reeling from record costs of borrowing, US firms 
faced unbearable competitive pressure when the record federal deficits 
sucked ın imports from all over the world. 


Having increased at an annual average rate of 5.8 per cent between 1973 
and 1979, exports grew at an average annual rate of just 2 per cent 
between 1978 and 1985 (actually falling by a total of 13 per cent in the 
years 1982 and 1983). Over the same period, having increased from 
about 15 per cent to 19.2 per cent between 1973 and 1978, manufactur- 
1ng import penetration leapt to 33.75 per cent, a jump of more than 70 
per cent, but manufacturing exports as a proportion of manufacturing 
output managed to grow by only 16 per cent, from 18.1 per cent to 21 





83 See abore, p. 163, footnote 31 
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per cent. By 1985, the Us current account, in surplus by $5 billion or 0.2 
per cent of GDP in 1981, was in deficit by $124 billion or a record 3 per 
cent of Gpp.™ 


With the yen so low and the demand for imports so inflated by the rising 
federal deficit, Japanese exports to the Us took off once again: between 
1979 and 1986, they grew at an average annual rate of 18.2 per cent and 
increased their share of total Us imports from 12.5 per cent to 22.2 per 
cent. But that was only half the story, for this was the period in which the 
four dynamic Asian manufacturing economies made their mark on the 
US market. Between 1970 and 1980, Korea, Tuwan, Singapore, and 
Hong Kong, taken together, had increased their share of US imports by a 
not unimpressive 50 per cent, from 5.1 per cent to 7.6 per cent. But over 
the subsequent seven years, they raised the latter figure by an astonish- 
ing 100 per cent to 15.3 per cent, more than double the share of us 
imports held by Germany and higher than the share held by all of the 
European economies combined. These incursions were made all the more 
devastating because not only Japan, but also the East Asian NICs, were in 
these years sharply increasing the proportion of high-technology goods 
in their exports to the US. 


With downward pressure on US prices now reaching unparalleled 
intensity as a result of deep recession combined with sharpened inter- 
national competition, manufacturing profitability could not but cave in, 
especially given the profound fall in capacity utilization. Between 1977- 
78, when it hit its post-oil crisis peak, about 11 per cent below its level 
of 1973, and 1982, when ıt hit its recession low, the rare of profit in 
manufacturing fell by 43 per cent; by 1986, after four years of cyclical 
recovery, manufacturing profitability still remained about 19 per cent 
below its pre-recession peak. By comparison, profitability ın the private 
business economy outside of manufacturing, fell by 33 per cent between 
1978 and 1982, and by 1986 it had recovered its pre-recession peak. It is 
by now a familiar story: profitability in non- manufacturing could 
rebound because non-manufacturing firms were largely immune from 
the international competition that held down prices in manufacturing. 
Between 1978 and 1986, costs in non-manufacturing actually rose a 
good deal faster than in manufacturing, but these could be offset by 
increasing product prices. The revaluation of the dollar, which sharply 
limited us producers’ ability to raise prices over costs on their (mostly 
manufactunng) tradables, was therefore heavily responsible for us 
manufacturers’ profitability problems through the middle of the 1980s. 


During the 19708, managers had sharply cut back dividend payments 
and tried to invest their way out of the profitability crisis. Firms had 
benefited, moreover, from extraordinarily low real interest rates. But, 
from the start of the 1980s, the trends were reversed. Stockholders ran 
out of patience and secured radically increased dividend pay-outs. At the 
same time, encouraged by the new tax breaks which ensured higher 
returns on unearned income and capital gains, by the loose enforcement 
of anti-trust laws, by the deregulation of finance, by the lure of higher 
dividend payments, and by the vulnerability of labour, financial manip- 


%4 OBCD, Ecem Outlok 1996, pp. A53-A54, Tables 50-1. 
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ulators borrowed heavily to purchase controlling interest in companies 
in expectation of wringing increased returns from them. Firms ended up 
financing themselves to a much greater extent than previously through 
debt rather than equity in a period of sharply increased real interest rates, 
and the weight of interest payments on company profits grew accord- 
ingly. The outcome was that average annual retained earnings (the 
residue after interest and dividends are subtracted from profits) in the 
manufacturing sector fell to just 37 per cent of profits between 1982 and 
1990, and 40 per cent between 1990 and 1996, compared to 69 per cent 
between 1973 and 1979, and 75 per cent between 1950 and 1965 (see 
Figure 16, p. 210). 


With interest rates and dividend payments so high, retained earnings 
out of profits so low, and the investment climate so unpropitious, manu- 
facturing corporations were obliged to deeply cut investment. Between 
1979 and 1990, the average annual growth of manufacturing net capital 
stock fell to 1.8 per cent, from 3.6 per cent during the years 1973-79. 
Between 1990 and 1996, it fell a bit further, to just 1.6 per cent. 


It remains the case that, during this extended period of stress and 
stagnation of investment for the manufacturing sector, manufacturing 
labour productivity growth actually improved very markedly, especially 
with respect to its reduced levels of the oil cmsis-plagued 1970s. 
Between 1979 and 1990, it averaged 2.9 per cent per annum, just abour 
its average for the years 1950-73. Between 1990 and 1996, it further 
increased its momentum, growing at an average annual rate of 3.5 per 
cent, a speed of improvement surpassed during the postwar epoch only 
between 1958 and 1965, when manufacturing productivity growth 
averaged 4.1 per cent.55 


In the context of the major reduction in the growth of manufacturing 
capital stock, the achievement of significantly increased growth of 
productivity appears paradoxical. But it becomes immediately less puz- 
zling once it is understood to have resulted as much from the removal 
from operation of outdated and inefficient plant and equipment—along 
with the workers who had manned it—as from the putting into play of 
state-of-the art plant and equipment, and also as much from unmeasured 
increases in labour input achieved through the intensification of work as 
from actual gains in efficiency, that is, output per unit of labour input. 


The revival of manufacturing productivity growth was prepared during 
the recession years between 1979 and 1982. In these three years, manu- 
facturing labour input, in terms of hours, fell by no less than 13.4 per 
cent and, as a direct expression of this decline, the average annual growth 
of the capital-labour ratio leapt to 8.9 per cent. On this basis, labour 
productivity began to rise at what was in fact an impressive average 
annual rate of 2.7 per cent, given chat capacity utilization in manufacturing 


© As to the 1970s, 1f one confines one's view to the bref, inter-oil cnsis years 1975-78, 
manufacturing productivity growth, at an average of 3 6 per cent per annnm, was high; 
but, if one looks at the years 1973-79, which included the two oil-crisis recessions, manu- 
facturing productrvity growth, at an average of 0.4 per cent per annum, must be seen to 
have fallen off drastically. 
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in these years fell by about 15 per cent.® Since manufacturing output 
and investment fell at average annual rates of 0.5 per cent and 2.05 per 
cent, respectively, and since bankruptcies doubled, ıt was evidently 
much more by shutting down old, inefficient facilities than by opening 
up new, efficient ones that Us manufacturing got its labour productivity 
recovery started. 


During the remainder of the 1980s and the first half of the 1990s, 
manufacturers kept labour productivity growing steadily, despite the 
continuing stagnation of manufacturing investment, expressed in a 
manufacturing net capital-labour ratio that grew at an annual average rate 
of just 1.1 per cent between 1982 and 1996, compared to 3.4 per cent 
between 1973 and 1979 and 2.7 per cent between 1950 and 1973. How 
was this made possible? Part of the answer clearly lies in more or less _ 
continuous ‘downsizing’. On the eve of the recession of 1990-91, after the 
longest peacetime expansion in US history, the absolute size of the manu- 
facturing labour force, ın terms of hours, was still 4 per cent below its 
1979 peak and, by 1996, it had fallen further, standing almost 10 per cent 
below that peak. Between 1978 and 1995, the top 100 US companies laid 
off, on a net basis, no less than 22 per cent of their labour force.®” Part of 
the answer also must lie in the accomplishment of significant, efficiency- 
increasing technical advance—secured, for example, by means of roboti- 
zation and the application of computer-aided production and design. 
Even so, possibly contributing as much to productivity increase as any 
other factor was a new form of ‘improvement’ that came into its own in 
this era. Known by the omnibus term ‘lean production’, this represented - 
the (partial) adoption in the US of Japanese methods of making labour 
input more intense, continuous and effective. 


On the shop floor, under the justificatory umbrella of the ‘team 
concept —and with the putative aim of raising productivity by means of 
increasing employees’ skills and their control over the labour process— 
employers carried out the de-skilling of jobs by breaking them down into 
their simplest parts. This secured both the maximum ‘flexibility’ (or 
interchangeability) of the shop-floor labour force and the greatest possible 
labour input per unit of time. The technique has been illuminatingly 
termed ‘management by stress’, the goal of which is not only to remove, as 
far as possible, all ‘specialist’ labour coming from ‘reserve’ off the assem- 
bly line (maintenance, repair, housekeeping, quality checking, and the 
like) and all excess materials at work stations, but also to make sure all 
workers labour constantly when materials are at their station. Initially, 
teams of managers and group leaders work on each job and provide, from 
above, a highly detailed specification of the masks making it up. The 
workers then carry through the tasks under conditions in which, to the 
greatest possible extent, all ‘safety nets’ in the form of surplus materials 
and adjunct workers have been removed. Workers and their teams are not 
allowed to let defects pass, to be dealt with at the end of the line—as on 
the traditional assembly line—but are required to take responsibility for 
quality control by fixing each when it is discovered and, ın particular, by 
tracing the problem back to its source. By these means, workers, as wellas — 


% And despite the fact that productivity failed to grow at all in 1980 
“M.J Mandel, Economic Annety’, Basrness Week, 11 March 1996, p. 50 
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managers, are able to discover which tasks can be allocated in less time 
and which jobs need to redesigned, so that the labour force can be reap- 
portioned in the most effective possible manner. Workers’ enhanced abil- 
ity to carry out an ever greater proportion of the now-simplified 
tasks—which can be called ‘polyvalence’ only if the most attenuated 
meaning of term is intended—is conducive to the same effect. The out- 
come is neither to substantively re-skill labour nor increase workers’ con- 
trol (although jobs might become more varied and less boring), but rather 
to augment employers’ power over production, with the specific goal of 
increasing the number of seconds of every minute on the job that workers 
are actually working.® It is often, in addition—precisely due to the sim- 
plification of tasks—to pave the way to further mechanizanon. 


More and more effective labour input was also sought through outsourc- 
ing operations formerly done in-house. Here the goal, again following the 
Japanese example, was to be able pay lower wages than those paid to 
unionized workers, as well as to get around union work rules, by farming 
out tasks to (often quite large and technologically advanced) independent 
suppliers unburdened by union contracts and work rules. Indeed, the new 
ideal was, as much as possible, to employ, directly or indirectly, what have 
come to be known as ‘contingent workers —non-union employees who, 
because hired for a limited period of time or to complete a particular job, 
will be maximally exploitable, having the least possible leverage to nego- 
tiate decent terms of employment. Allowing for the accelerated adoption 
of these processes ın the 1980s was the new availability of telecommuni- 
cation and computer technologies that made possible unprecedented lev- 
els of coordination between geogeaphically separated productive units (as 
in just-in-time production). It should be added that, since some of the 
jobs farmed out by manufacturing companies were low-productivity ser- 
vices previously counted within the manufacturing sector, the sector was 
able to further raise its rate of productivity advance simply by shedding 
service jobs to the service sector. 


The recovery of productivity growth in US manufacturing did mean the 
transcendence of the manufacturing ‘productivity crisis’ of the 1970s but 
its scale should not be exaggerated nor its significance misconstrued. Its 
contribution was a relatively minor one to the quite major increase in US 
competitiveness that took place during the decade following the Plaza 
Accord. 





% For a path-breaking account of the Japanese-style labour process and team production, 
see M Parker and J. Slaughter, Cheesrag Srdes. Unceas and the Trem Concept, A Labor Notes 
Book, Boston 1988, especially ch. 3. See also J P Womack, D T Jones, and D. Roos, Ths 
Machine That Changed the World, New York 1990, especially chs. 3 and 4 These two stud- 
1es, despite therr very different attitudes toward team of lean production, offer very smi- 
lar, mutually corrobomnng accounts of just whet it entails, heaping scom on those who 
wishfolly believe thar the new system is banging abour the nise of some sort of skilled, 
autonomous neo-artisanate See also M. Parker, Industrial Relations Myth and Shop- 
Floor Reality The “Team Concept” in the Auto Industry’, in N. Lichtenstein and H J. 
Harns, eds, Imalustrae] Demecracy in Amortca. The Ambiguous Promiss, New York 1993, H 
Shaiken et al., “The Work Process under More Flexible Production’, Ind@astrra! Relatren:, 
vol. xxv, Spring 1986. 

5 Eor these aspects of ‘lean production’, as applied in both the manufectunng and service 
sectors, see S. Head, “The New, Ruthless Economy’, Naw York Review of Beeks, 29 February 
1996 
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From the middle of the 1980s, the US manufacturing sector did, then, 
achieve a decisive reduction in its relative costs of production in interna- 
tional terms, making possible a marked acceleration in the growth of 
exports and a corresponding increase in its share of world exports. But 
this umprovement was attributable barely at all to productivity growth, 
and almost entirely to the repression of real wage growth and the pro- 
found decline in the ‘value of the dollar. Between 1985 and 1995 (and 
between 1990 and 1995), average annual US manufacturing productivity 
growth was slightly lower than that of Japan, Italy, and the UK, and 
somewhat above that of Canada and Germany, but in all cases (except for 
Canada) the difference between the us figure and that of the others was 
minimal, no more than 0.5 per cent.” During the same period, the aver- 
age annual increase of real hourly wages in the US manufacturing sector 
was, on the other hand, the /owest among the G-7 economies, averaging 
0.15 per cent per annum, compared to 2.9 per cent in Japan and 2.85 per 
cent in Germany. While real wages in manufacturing in Germany and 
Japan thus both grew by about 35 per cent over the decade, in the us 
they grew by 1 per cent! 


What mattered most, though, was the value of the currency. Between 
1985 and 1990 and then between 1990 and 1995, the exchange value 
of the yen and mark appreciated against the dollar at the extraordinary 
average annual rates of 10.5 per cent and 12.7 per cent, respectively, 
and then 9.1 per cent and 2.5 per cent, respectively. The way was thus 
prepared for an enormous gain in US manufacturing competitiveness. 
Between 1985 and 1995 US nominal wages expressed in dollars rose at 





r C, Sparks and M. Greiner, ‘US and Foreign Productivity and Unit Labor Costs’, Moxthty 
Labor Reveaw, February 1997, P- 29. 
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Figure 14 
Exchange Rate of the Dollar Against the Mark and the Yan, 1968-96 
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an average annual rate of 4.65 per cent, while those of Japan and 
Germany rose, respectively, at the average annual rates of 15.1 per cent 
and 13.7 per cent. Over the same ten-year period, manufacturing unit 
labour costs expressed in dollars rose at an average annual rate of just 

~ 0.75 per cent in the US, compared to 11.7 per cent and 11.3 percent in 
Japan and Germany, respectively. By 1995, therefore, hourly wages for 
manufacturing production workers wete $17.19 in the us, $23.66 in 
Japan, and $31.85 in Germany. 


On the basis of such extraordinary gains in relative costs, US producers 
could make very major gains in overseas sales. US exports grew very 
impressively, at their fastest rate during the postwar period, shooting 
up at an average annual rate of 10.6 per cent in the wake of the Plaza 
Accord between 1985 and 1990, and at an average annual rate of 7.4 
per cent between 1990 and 1995, compared to 2.1 per cent between 
1979 and 1985, 5.8 per cent between 1973 and 1979, and 6.5 per cent 

~ berween 1950 and 1973. By the early 1990s, the us had raised its share 
of world exports back to the levels of the end of the 19708. 


The Plaza Accord marked, then, a major watershed, the opening of a 
‘new era in which, in relative terms, the fortunes of the manufacturing 
economy of the us would dramatically improve, while those of the 
Germany and Japan would deteriorate. Even so, through the 1980s and 
even through the first half of the 1990s, the US manufacturing sector 
achieved only a limited recovery, attesting to the continuing barriers to 
manufacturing dynamism anywhere within the advanced capitalist 
world. The striking fact is that, while us manufacturing productivity 
growth in this period was nearly as high as it had been in any other 
period of comparable length during the postwar epoch, and manufac- 
turing real wage growth was at unprecedented lows, US manufacturing 
profitability fell significantly short of its levels of the boom. At the 
high point of the Reagan boom in 1989, manufacturing profitability 
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did reach its level of 1973, but this was still some 40 percent below-its - 
level of 1965. After collapsing again during the ensuing recession, 
manufacturing profitability rose throughout the cyclical upturn of the 
1990s. Still, only in 1994 did it again reach its level of 1973 and only 
in 1995 and 1996 climbed substantially higher. Even by 1996, ıt 
remained one-third below its 1965-66 peaks, and about one-quarter 
off its average for the 1960s. The fact remains that the rebound 
achieved was in long-run terms substantial. It must have been a signif- 
icant factor in the new acceleration of investment growth that began at 
this tıme, again from very low levels, and it opened up the potential for 
a decisive US economic turnaround. Whether that potential would be 
realized, however, would be determined by developments not only in 
the us, but in the economy as a whole. 


The Rise of the Non-Manufacturing Sector and Deepening Decline 


As the size of the manufacturing labour force hit its ceiling and began 
to decline from 1979, the place of manufacturing employment within 
the economy shrank sharply. Whereas the manufacturing labour force 
as a percentage of the total (measured in hours) had remained roughly 
constant between 1950 (at 25.5 per cent) and 1973 (24.3 per cent) and 
fallen only relatively little between 1973 and 1979 (to 22.2 per cent), 
thereafter it declined sharply, to 19.2 per cent in 1985, 17.4 per cent in 
1990, and 15.9 per cent in 1996. The reverse side of this decline was, 
of course, the rapid rise of service employment. While the manufactur- 
ing labour force (in terms of number employed) fell by 1.1 million | 
between 1979 and 1990 and a further 830,000 between 1990 and 
1996, service employment grew by 20 million between 1979 and 1990 
and an additional 8.6 million between 1990 and 1996. 
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Bur, far from being an expression of economic rejuvenation, the rapid 
net increase in the number of us jobs during the 1980s and 199038, 
all of them outside manufacturing, was a manifestation of US economic 
decline. While the non-manufacturing labour force came to constitute 
an ever larger proportion of the total—84.3 per cent in 1996 
(measured in hours}—non-manufacturing labour productivity 
grew at what were by far the lowest rates in recorded us history. 
Between 1979 and 1990, labour productivity growth in the non- 
manufacturing private business sector averaged a shockingly low 0.3 
per cent per annum, compared to 2.6 per cent per annum for the years 
1950-73, and was actually worse between 1990 and 1996, when it fell 
to 0.2 per cent. 


The key to the collapse of productivity growth outside manufacturing 
can be found in the emergence of the low-wage economy into which the 
US economy began to descend as early as the first part of the 1960s, with 
the turning point located sometime in the middle to late 19708. We 
have seen that the sharp recession of 1974-75 dealt a powerful blow to 
labour, and worker resistance thenceforth rapidly growth, virtually col- 
lapsing ın the 1980s. In the labour force outside manufacturing, the 
level of unionization was negligible. Workers had to take what they 
could get, and this was steadily less given the rapid growth of the labour 
force ın this period. Between 1979 and 1995, the average annual growth 
of the product wage in the non-manufacturing private sector was just 0.4 
per cent, and there were only four years in which product wage growth 
rose as high as 1 per cent. Real wage growth was even worse ın this 
period, averaging just 0.2 per cent per annum. 


But aggregate figures do not begin to tell the story of the rise of the low- 
wage economy. Between 1979 and 1995, average annual real wage growth 
for the bottom 40 per cent of the labour force fell by almost 12 per cent, for 
the bottom 60 per cent by 9.8 per cent. (Even workers in the 80% 
percentile saw their wages fall by 0.4 per cent between 1979 and 1995). 
Put another way, over the course of this sixteen-year period, the bottom 60 
per cent of the us labour force worked for progressively lower real wages 
and, by the end of the period, was working for real wages that were, on 
average, 10 per cent lower than they had been at the start. 


In light of the collapse of real wages, the supposedly beffling us ‘pro- 
ductivity puzzle’ is less mysterious than it might appear. In manufac- 
turing, there is really not much to explain: as has been emphasized, 
excluding the oil crisis recession years of 1974 and 1975 and of 1979 
and 1980 (or, alternatively, the whole period 1973-80), the average 
annual growth of manufacturing labour productivity more than held 
its own, from the boom of the early 1960s, through the initial years of 
falling profitability from 1965 through 1973, right through to the 
middle of the 1990s. Outside of manufacturing, it is not hard to see 
why productivity growth should have fallen sharply. During the period 
1950-73, the product wage in the private non-manufacturing sector 
bad grown at an average annual rate of 2.7 per cent, and the net capital- 
labour ratio in this sector grew at an annual race of 2.0 per cent. But 


9! Mishel et al., State of Worksag America, p 143, Table 3 6. 
205 


berween 1979 and 1996, apparently because the average annual 
growth of the product wage growth collapsed to just 0.4 per cent, the 
average annual growth of the capital-labour ratio fell to just 0.8 per 
cent. With average annual product wage growth reduced to near-zero, 
aod no pressure from foreign competitors, firms outside of manu- 
facturing found it more profitable to add workers increasingly fast as 
against machines, so that the growth of output per unit of worker 
input could not but fall sherply. In addition, because more than half of 
the labour force was available for work at decreasing real wages, firms 
could, with profit, increasingly raise employment in jobs where 
productivity growth was very low and very slow, like restaurant ser- 
vices, and wholesale and retail sales. These lines absorbed at least a 
third of those added to the workforce in this period.” 


The slowdown in the growth in plant and equipment available to each 
worker does not just explain the reduction in the growth of output per 
unit of labour input. It would also seem to explain the simultaneous 
reduction in the growth of output per unit of labour input and capital 
input combined (total factor productivity). This is because the reduced 
speed of equipping each worker would have had as one of its by-prod- 
ucts a slowdown in the pace of improvement in the machinery available 
to each worker and thus a slowdown ın the gains in output from any 
given sum of labour and capital inputs. 


The ‘great American jobs machine’ of the 1980s and 1990s has, then, 
been almost literally just that: the growth of employment taking place 
outside of manufacturing with hardly any parallel increase in the 
equipment at the disposal of each worker and hardly any resulting 
increase in each worker’s productivity. Because there was essentially no 
real wage growth on average, and for much of the labour force declin- 
ing real wage growth, employers could profit even while productivity 
barely edged up. For the same reason, they could profit while precipi- 
tously increasing the numbers hired and bringing down aggregate 
unemployment. In the latter part of the 1980s and in the 1990s, the US 
had the lowest unemployment rate in the advanced capitalist world 
outside of Japan, but, given the terms of employment, this was not 
much to boast about. The upshot has been a truly vicious circle, in 
which low wages have made for low labour productivity growth which 


A A comparison of us developments with those in Germany in this period tends to coo- 
firm the foregoing analysis. In Germany, between 1979 and the early 19908, because 
product wages continued to grow, though more slowly than before (ar around 1.1 per cent 
per annum), and because continuing union strength ousside of manufactunng prevented 
cay inctease OF wise ineiealitg age dispersion actually fell—German employers were 
much more motivated to adopt lebour-saving techniques than were their counterparts in 
the us. At the same ume, because German employers did not get access to increasingly 
low-wage labour, they could not profitably add employees, as did US employers, in lines 
with low productivity such es wholesale and retail trade, resanrents and hotels, and the 
like. Between 1979 and 1990 the number of employees in wholesale and retail trade in the 
US grew by 30 per cent, from 17 6 million to 22 7 million, in Germany, by 8 per cent, 
from 3.35 million to 3 73 mullon. The result was that producuvity growth in non-manu- 
fecturing was much higher in Germany than ın the us in this period, averaging 2.5 per 
cent per annum, compared to 0.2 per cent per annum. OECD, Netremal Income and Product 
Accewats, Vol n, Detailed Tables (vanous issues) See also Burda and Sachs, ‘Assessing 
High Unemployment’ 
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has in turn rendered ‘unrealistic’ any significant growth of wages and 
thereby provided the basis for continued low productivity growth.% So 
much for the Reagan-Bush-Clinton ‘morning in America’. 


A Golden Age for Finance and the Rich 


The other side of capitalists’ refusal to place much of their capital in 
production was their search for alternative ways to make money.™ Wich 
profitability down, interest rates up, and instability heightened, 
investors had increasing incentive to avoid the risks associated with 
longer term placements of new plant and equipment. Still, to profit 
merely by buying cheap and selling dear is normally no simple task: for 
every gain there is an equivalent loss, for every winner a loser. 
Capitalists and the wealthy accumulated wealth with such success 
during the 1980s largely because the state intervened directly to place 
money in their hands—enabling them to profit from their own business 
failure through lucrative bailouts, offering them massive tax breaks 
which played no small part in the recovery of corporate balance sheets, 
and providing them with an unprecedented array of other politically 
constituted opportunities to get richer faster through fiscal, monetary, 
and deregulation policies—all at the expense of the great mass of the 
population. 


The pattern was clearly established under the Carter administration, 
which initiated union-busting industrial deregulation in airlines, 
trucking, and the like. Most definitive of the new trend, though, was 
the bailout of Chrysler in 1980. When Chrysler threatened bankruptcy, 
the government not only intervened, at taxpayers’ expense, to save the 
company, but, as part of the bailout agreement, extracted extensive 
concessions from the Chrysler workers, both to ensure the company a 
more profitable future and to set a pattern for the labour force as a 
whole. 


By the Economic Recovery Act of 1981, taxes on individuals were cut 
by 20 per cent over three years, with the top bracket on unearned 
income—rents and interest—+educed from 70 per cent to 50 per cent. 
The tax reform act of 1986 further reduced that rate to 28 per cent. 
The capital gains tax, which had already been reduced from 49 per cent 
to 28 per cent under Carter in 1978, fell to 20 per cent. By contrast, 
the social secunty tax, which falls disproportionately on working-class 
families, was increased by about 25 per cent over the course of the 
decade.” Between 1981 and 1992, personal and corporate taxes as a 
proportion of GDP thus fell by almost 2 per cent, but the benefits were 
very unequally distributed. Because the explicit objective of the sup- 
ply-side tax reduction was to lower marginal rates, and since only the 


9 The trend towards the low-wage economy was not confined to noa-manufactunog 
Between 1970 and 1992, the degree to which US manufactunng exports were specialized 
ın high-technology and high-wage lines actually fell somewhat OBCD, Imdastrial Policy 
Asana! Reveew 1994, Paris 1994, p. 134. 

% I wish to thank Bob Pollin for many helpful discussions oo the manera! in this section, 

both the dans and its interpretanon. 

BK Phillips, The Palina sf Rech and Poor: Wealth and the Amerscan Electorate im the Reagan 
Aftermath, New York 1990, pp 76-86. 
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well-off saw their incomes increase during the 1980s, only well-off 
families saw any significant reduction in their taxes. According to 
Congressional Budget Office, between 1977 and 1989, the effective 
tax rate fell by 6.0 per cent on persons with income in the top 1 per 
cent, by 2.6 per cent on those in the top 5 per cent, and by 1.7 percent _ 
on those in the top ro per cent, with effectively no gain for the rest of 
the population.” 


The 1980s tax cuts not only benefited the rich directly, but were 
largely responsible for record federal deficits, which had to be covered 
by federal borrowing. Those with great wealth naturally did most of 
the lending. They were able to do so at record-smashing real interest 
rates, helped out by the Federal Reserve's failure to accommodate with 
easier credit the unprecedented pressure on the money markets that 
resulted from the government’s elevated demand for loans. Between ~ 
1950 and 1980, the share of interest payments in the federal budget 
had averaged under 7 per cent, averaging 7.6 per cent between 1974 
and 1979. But between 1982 and 1990, it almost doubled to 13.4 per 
cent. Of the total federal debt owned by us individuals in 1983, the 
richest 10 per cent held nearly 80 per cent and the richest 1 per cent 
about one-third, with the distribution even more skewed if only the 
larger denomination, marketable Treasury securities are considered.%” 
The interest payments accrued by the rich had, of course, to be directly 
covered by tax revenues largely paid for by working-class citizens. As 
the conservative columnist George Will observed, “To pay the interest 
component of the 1988 budget will require a sum ($210 billion) equal 
to approximately half of all the personal income tax receipts... a 
transfer of wealth from labour to capital unprecedented in American 
history. Tax revenues are being collected from average Americans (the 
median income of a family of four is slightly under $30,000) and given 
to buyers of US government bonds—buyers in Beverly Hills, Lake 
Forest, Shaker Heights and Grosse Point, and Tokyo and Riyadh.’ 
Not always such a keen student of exploitation, Will might well have 
added that by 1990, the size of the interest component of the federal 
budget was equal to almost 60 per cent of total corporate profits, up 
from around 10 per cent in the mid 1960s before the long downturn 
began. 


With secularly reduced profitability sinking further ın the wake of the 
deep recession of 1981-82, the market value of assets compared to 
their replacement cost collapsed; investors began therefore to have 
reason to believe that the time was right to buy, because stock prices 
could only go up. The authorities removed almost all reason for doubt 
when they moved first to cut taxes in 1981 and then, from the summer 
of 1982, to loosen the supply of credit. With taxes on capital gains and 
unearned income sharply reduced, the value of stocks to their owners 


% P Krugman, Paddlexg Praspertty, New York 1994, pp 155-6. 

97 R. Pollin, ‘Budget Deficics and the us Economy Considerations in a Heilbroneran 
Mode’, in R Blackwell et al., ed , Ecowsmercs as Worldly Philosophy. Esswys m Polrtscal and 
Histerscal Economics sa Henonr of Robert L. Hetlbremer, London 1993, pp. 124-5, 135 

% Phillips, The Pelisti sf Rech and Peer, pp. 89-91 (quotation). NIPA Table 6.16 (corporate 
profits adjusted), Ecsaemac Report of the Prosideat 1997, Washington, DC 1997, Table B-80 
(government net interest). 
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automatically went up. With the cost of borrowing suddenly down 
somewhat, the purchase of assets was made easier. Reagan made 
certain, moreover, that the subsequent stock market boom would have 
a real, if strictly limited, material foundation, when he incurred record 
federal deficits to ensure that output, thus capacity utilization, thus 
profitability would rise sharply, if for the most part only cyclically, 
from their depressed levels of 1981-82. Like the increase in return on 
government bonds, the stock market rise benefited the wealthy almost 
exclusively, since (in 1989) the top 1 per cent of wealth holders owned 
about 46 per cent of all stock, while the top ro per cent owned 90 per 


cent.?° 


Those with money not only cashed in on the expanded opportunities 
offered by Republocratic tax, spending, and credit policies to profit 
without producing; as the government let it be known that it would no 
longer enforce anti-trust laws as in the past and found itself unable or 
unwilling to prevent insider trading, financiers made huge killings by 
discovering creative new ways to squeeze higher returns from eusting 
assets, manifesting in the process their disdain for productrve investment. 
Although retained earnings out of profits were, as noted, at very reduced 
levels between 1982 and 1990, non-financial corporations found them 
more than sufficient to cover af! of the capital investment thar they under- 
took ın those years because, as stressed, that capital investment was so 
restricted. Meanwhile, they assumed record levels of debt either to repur- 
chase shares from stockholders or to gain a controlling interest in another 
firm, with the goal in both cases of profiting by transforming the rules of 
the corporate game, especially in manufacturing.” ° Manufacturing 
corporations’ interest payments as a proportion of profits, having grown to 
15 per cent during the years 1973-79 compared to just 3.8 per cent for the 
years 1950-73, increased to 35 per cent between 1982 and 1990 and 24 
per cent between 1990 and 1996. 


On the basis of their buy-backs, mergers and takeovers, the financial 
tycoons forced huge increases in dividends. In an effort to keep up 
investment levels, corporate managers had cut dividend pay-outs as a 
proportion of profits from an average of 25 per cent in the years 1950 to 
1973 to an average of 16 per cent between 1973 and 1979. In contrast, 
their successors raised dividend payments to 27 per cent between 1982 
and 1990 and to an extraordinary 36 per cent between 1990 and 1996. 
They exploited, moreover, already existing creditors of the firm whose 
lending terms had been set when risk was much lower because debt 
dependency was much lower. Above all, they carried through, with a 


9 W Greider, Secrets of the Temple How the Federal Reserve Rans the Country, New York 1987, 
pp. 5378, Pollin, Destabiliing Finance’, p 18. For the years 1973-81, the ratio of 
value of equities to replacement cost of assets of all non-financtal corporations fell 
to an average of 42 per cent (44 per cent in 1981) from 83.6 per cent in the years 1970-73 
and 96 1 per cent ın the 19606. 
10° Mishel et al , State of Working America, pp. 279-80. 
101 Pollin, “Destubilizing Finance’, p 18. ‘[I]n addition co their internally generated 
funds, corporations have borrowed in record amounts...[aod] . have used an unusually 
large part of these funds for purposes other than productive new investment. Companies 
have increasingly distributed their cash flows outside the corporate sector, mostly through 
payments made to indrvidosl and imsttunonal shareholders. ° Fredman, Dey of 
Rechoatng, pp 264-5. 
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thoroughness and viciousness perhaps unimagined by their predeces- 
sors, that ‘corporate downsizing —the weeding out of all but the most 
productive and profitable means of production—which' was ın fact-~ 
demanded by redundant, often obsolete, productive capacity and pro- 
foundly reduced profitability, especially on manufacturing capital 
stock. To do so, they simply ignored their firms’ implicit and explicit 
contracts with their labour forces, and imposed the sort of mass layoffs, 
wage reductions, benefits cuts, and speedups at work that hitherto had 
been largely forced off the corporate agenda during the postwar epoch. 
As has been seen, the application of this approach did accomplish a 
major rationalization of the manufacturing sector over the course of the 
19808 and early 1990s, raising productivity growth and ultimately 
profitabilicy.* 


This is not the place to attempt an in-depth analysis of the foregoing; ™ 
much-chronicled trends. But two of their effects do need emphasis: first, 
the sheer size of che movement away from production and toward unpro- 


tea Tn this light, hath of the main competing torerpretanons of the wave of mergers and 
acquisitions and leveraged buyouts thar began in the cady 19800e—that by Jensen, which 
understands them as aiming to increese profis by increasing efficiency, and thar by 
Schleifer and Summers, which understands them as aiming to increase profits by breaking 
commitments so as to increase exploitanion—can be seen to be correct. But both are 
marred by thetr failure to set che determinants to which they correctly point as themselves 
emerging from the crisis of profitability ın manufacturing and by therr consequent over- 
concentration oa the subjective artitudes of economic agents—Jensen with his preoccupa- 
uon with the irresponsibility of corporate managers beyond the control of stockholders, 
aod Schlerfer and Summers with their preoccupation with the greed of the money men a 
Both see as causes what are in reality effects See M.C. Jensen, “Takeovers: Their Causes ` 
and Consequences’, Jeurma! of Economic Porspectrees, vol 0, no. 2, 1988; A. Schleifer and 
LH Summen, ‘Breach of Trust ın Hostile Takeovers’, in A J. Auerbach, ed , Corporate 
Takeovers: Cause and Comsequences, Chicago 1988, pp. 33-67 
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ductive expenditure that they involved; second, the extraordinary redis- 
tribution of income and wealth that they helped to accomplish. 


Between 1980 and 1989, there were 31,105 mergers and acquisitions, 
totalling in value $1.34 trillion. This figure was roughly equal to one- 
third the amount spent in the Us on non-residential fixed investment 
over the decade." It is sometimes argued that such figures have little or 
no meaning for the productive economy, since they represent no using up 
of real resources, just the transfer of paper claims. Over the years 1975- 
90, however, the proportion of the total investment on plant and equip- 
ment in the private business economy annually devoted to finance, 
insurance and real estate (FIRB) in fact doubled, from about 12-13 per 
cent to about 25-26 per cent. Between 1982 and 1990, almost a quarter 
of all the plant and equipment investment that took place in the private 
business economy was devoted to FIRE, more than to any other sector, 
including manufacturing. During the first half of the 1990s, with about 
16 per cent of the private sector's labour force, FIRE deployed more than 
23 per cent of the private sector’s total net fixed capital stock, more than 
any other industry. This was up by almost 50 per cent (from 16 per cent) 
in 1977. The shuffling of paper through which so many fortunes were 
enhanced over the course of the 1980s and 1990s added nothing directly 
to consumption or the productive power to raise consumption, but that 
did not stop it from wastefully absorbing massive real resources, includ- 
ing a significant share of the computer power that was put into play over 
the decade. Between 1980 and 1990, FIRE made use of some 35 per cent 
of the net stock of office, computing, and accounting equipment 
employed by the total economy; by contrast, manufacturing’s share was 
around 25 per cent.*™ Ironically, then—but all too understandably in 
view of the fortunes made there—the most technologically dynamic of 
US industries during the 1980s and 1990s probably contributed less than 
any other to mising Us living standards by means of its own immediate 
output. 


Since productivity growth in the private business economy proceeded at an 
historically low rate, not much new wealth could be created during the 
1980s, and, over the years 1977-89, average family income increased by 
just 11 per cent. But the ‘Reagan Revolution’ was still able to work 
miracles for the very wealthy by ensuring thar they received the lion’s share 
of the little wealth thar was created. Of the total growth in average family 
income chat occurred between 1977 and 1989, the top 1 per cent of all 
families (by income) received no less than 70 per cent, while the top 10 per 
cent received virtually the entire increase. On this basis, the income going 
to the top 1 per cent (averaging $800,000 per annum) more than doubled 
during the decade, while that of the median family increased by just 4 per 
cent." Nor was the trend toward inequality discontinued in the 1990s. 
On the contrary, during the first two years of the Clinton Administration, 
the share of national income earned by the top 5 per cent grew at a faster 
rate than during the eight years of the Reagan administration. Between 


193 R. Pollin, ‘Borrowing More bur Investing Less: Economic Stagnation and the Rise of 
Corporate Takeovers in the us’, unpublished manuscript, December 1994, p. 4- 

14 D E. Sichel, The Computer Rewelasion. Ax Ecomemx Porspaten, Washington, DC 1997, pp. 44-5 
23 Krugman, Paddleag Prasperity, pp. 134-8. 
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1992 and 1996, the share of income going to the top one-fifth of the 
population increased from 46 per cent to 49 per cent.? 


The End of the Long Downturn? 


The us economy entered the second half of the 1990s performing quali- 
tatively less well than it had in the later 19708. Still, there was a bright 
side to this bleak picture, at least for capital. Om the condition that they 
could continse to prevent product wage growth from increasing—as they were 
into the second half of the decade—us firms outside of manufacturing 
could count on continuing to raise their profit shares and thus their 
profit rates, so long as could they achieve even quite small increases in 
productivity. They could, in addition, continue to mark up over prices to 
an extent not feasible for their counterparts in manufacturing who were 
faced with withering international competition. During the second half 
of the 1980s, non-manufacturing profitability had actually fallen 
somewhat from its high points of mid-decade. But by 1996, with wages ~ 
continuing to stagnate, it had crept back up past its level of 1973 and 
was approaching its levels of the later 1960s, just off 1ts mid 1960s peak. 
Manufacturing profitability, as noted, was still more than 30 per cent 
below 1ts heights of the boom, but it had made a major comeback, 
increasing at an accelerating rate over the course of the 1990s, and con- 
tributing decisively to the overall profitability revival. The upshot was 
that, by 1996, profitability in the whole private sector had, for the first 
time, definitively surpassed its level of 1973, and stood about 20-25 per 
cent below its boom-time peaks. If wage growth could continue to be 
repressed as the labour market continued to tighten and ¿f manufactur- 
ıng profitability (only partially, but still dramatically, recovered) could at 


106 S.A Holmes, ‘Income Disparity Between Poorest and Richest Rises’, New York Traees, 
20 June 1996, SA Holmes, New Reports Sey Minorities Benefit in Fiscal Recovery’, 
New York Temes, 30 September 1997. 


212 


least maintain itself as international competition intensified—both big 
ufs—the US economy had at last opened the way toward a new boom in 
investment and thus the potential transcendence of the long downturn. 


2. Japan in the 19808 and 19903: From Bubble to Bust and Beyond 


During the second half of the 1980s and the first half of the 1990s, the 
Japanese economy faced its greatest challenge of the postwar epoch, as the 
price it had to pay to preserve its distinctive relationship with the world 
economy, and especially the US market, grew ever greater, Between 1979 
and 1985, emerging from the second major international recession in less 
than a decade, it derived its energy as usual from a deficit-driven economic 
expansion in the US. Japan’s export-oriented road had already become rock- 
ier during the late 1970s, as the us dollar plunged in value, and it did not 
become much easter in che first half of the 1980s, even when the dollar 
ballooned under the impact of high US interest rates. But traversing ıt 
proved a cruly gargantuan task in the decade following the Plaza Accord of 
1985, as the yen rose constantly and the Us proved ever less willing to 
assume its old role of creating demand for the world economy. 


Weak Recovery, 1980-85 


The Japanese recession of the early 1980s was far less serious than thar 
which took place simultaneously in the US and Germany, or that in Japan 
itself in 1974-75. Between 1980 and 1983, the manufacturing and private 
business sectors experienced falls in profitability of 20 per cent and 15 per 
cent, respectively, as against their post-oil crisis peaks of 1978. But these 
reductions were not remotely as great as those experienced in 1974-75, nor 
were their effects anywhere near so severe. Nominal and real wage increases 
that were respectively less than a quarter and less than a half of those of 
1974-5 helped prevent profits from falling dramatically. So did the mainte- 
nance of high rates of growth of exports, helped by the new fall of the yen 
from 1979, at least through 1981. Whereas both GDP and manufacturing 
output had actually fallen somewhat, and manufactunng investment had 
decreased very sharply at the time of the first oil shock, during the cyclical 
downturn of 1980-83, both GDP and manufacturing output continued to 
grow fairly well and manufacturing investment at least stayed positive. 


From 1982-83, as from 1974-75, a combination of record US government 
deficits and a fast-rising dollar pulled the Japanese economy from recession 
and drove a new cyclical uptum, led by exports but limited ın its 
dynamism. Between 1982 and 1986, the obverse side of those record- 
smashing Us trade and current account deficits, Japanese exports to the US 
grew at the spectacular average annual rate of 23 per cent (in nominal 
terms). In just these four years, Japanese exports to the US as a percentage of 
total Japanese exports grew by almost 50 per cent, from 26.4 per cent to 
38.9 per cent. By 1985, Japanese exports as a percentage of GDP, at II.I 
per cent as recently as 1979, had grown to 14.5 per cent, while manufac- 
turing exports as a percentage of manufacturing output, at 35.6 per cent in 
1979, had grown to 47.7 per cent. The current account surplus, at 0.4 per 
cent of GDP ın 1981, had risen co 4.2 per cent of GDP in 1986.77 


107 OECD, Ecomemac Oxtlesk, vol. Lx, December 1997, p. a54, Table 51. 
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Despite the boom ın exports, the Japanese cyclical upturn was weak. 
Fixated on spurring exports and horrified by the build-up of state debt 
thar had accompanied its essay in Keynesianism in the late 1970s, the 
Japanese government, taking the opposite course to that of the us, 
repressed the growth of domestic demand by embarking on an extended 
campaign to reduce spending and balance the budget. Between 1980 
and 1985, Japan reduced its government deficit from 4.2 per cent of GDP 
to 0.8 per cent of GDP, At the same time, in response to the record-high 
US interest rates that had brought about the super-high dollar, Japanese 
money poured into US Treasury instruments, and was thereby rendered 
unavailable for productive use in Japan itself. Given the still unresolved 
problem of reduced profitability in manufacturing on a world scale, 
stimulating demand was clearly becoming an ever more contradictory 
and difficult process. By incurring record deficits, the US government 
powerfully increased the demand for Japanese exports; but ıt could ` 
finance those deficits only by raising domestic interest rates and tapping 
into Japanese surpluses, thereby under-cutting Japanese (as well as us) 
domestic investment. During the first half of the 1980s, Japanese capital 
formation, particularly in manufacturing, grew significantly only in 
1984 and 1985. The rate of growth of GDP and especially labour produc- 
tivity achieved in that period thus fell far short of that of the second half 
of the 1970s. By 1985, when it once again peaked, Japanese manufactur- 
ing profitability was still slightly below its level of 1978 and barely, half 
its average level for the years 1965-70. 


The Plaza Accord and the Bubble Economy, 1985-91 pe 


Nor could the increase of exports be counted on to power the Japanese 
economy for very long. Export growth entailed the build-up of enormous 
US current account deficits and giant Japanese current account surpluses; 
it was bound to undermine itself. With the Plaza Accord, the dollar 
collapsed and the yen took off, subjecting the Japanese economy to 
unprecedented stress. Between 1985 and 1988, the yen’s value increased 
by 56 per cent in trade-weighted terms and 93 per cent against the 
dollar, a much greater appreciation than those of either 1971-73 or 
1975-78. In fact, the yen-dollar exchange rate, at 260/$ as late as March 
1985, had reached 120/$ by 1988, almost double the value of its previous 
peak of 210/$ ın the late 1970s and triple its value before December * 
1971 when the-rate was 360/$. By 1990, the effective exchange rate of 
the yen had fallen slightly, by 14 per cent, with its value in terms of 
dollars dropping to 145. But, in the face of what remained a truly radical 
realignment in relative international costs, the Japanese economy could 
no longer proceed as before. 


By 1986, with the effective exchange rate of the yen already down by 46 
per cent, the Japanese economy was obliged to confront what was poten- 
tially its worst crisis since the end of the long boom. In that year, exports 
fell in real terms by 4.9 per cent, private business growth slipped to 1.2 
per cent, manufacturing output actually declined, and the economy 
seemed headed for another major recession. To turn the tide, over the A 
course of 1986, the government launched a policy of extreme monetary 
ease, sharply reducing the interest rate from 5 per cent to 3 per cent and, 
in 1987, to a postwar low of 2.5 per cent. This programme staved off an 
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extended cyclical downturn and helped to force feed a new boom, which 
lasted through 1990-91. But it signally failed to achieve its central goal, 
which was to provide a new, more solid, foundation for Japanese capital 
accumulation. 


The Japanese economy had suddenly entered an unprecedentedly 
difficult phase. Yet from a longer term perspective, what was transpiring 
was hardly novel, but merely the deepening of a long-established trend. 
The institutional and political arrangements that structured postwar 
Japanese development had, from the start, biased the economy in favour 
of the growth of investment at the expense of the growth of consump- 
tion, domestic demand, and imports. The economy was thus ultimately 
dependent on exports and tended to create external surpluses which 
could not but continually drive the yen upwards. The trend toward a 
rising current account balance had its origins in 1968, bore its first fruits 
with the upward correction in the value of the yen in 1971-3, continued 
with the further yen revaluation between 1975-76 and 1979, and 
reappeared in the mid 1980s. But, to the degree it continued—and was 
not counterbalanced by offsetting umprovements in costs of produc- 
tion—it could not but bring about the progressive narrowing of 


Japanese growth prospects. 


What the government was thus attempting to accomplish with its loose 
Money regime was to fundamentally reorient the whole partern of Japanese 
economic evolution. It hoped to increase radically the assets of Japan’s 
leading industrial firms so as to enable them to carry through the formi- 
dable tasks not only of raising export competitiveness by another order of 
magnitude, bur also of reorienting the Japanese economy away from 
exports toward the home market. The banks were supposed to channel 
the government's increases in the supply of money to investors who 
could be expected to buy stocks and land, driving up the value of these 
assets and enriching the corporations in the process.‘ And this is 
exactly what happened. As in the government’s attempt to bring down 
the rising yen through inflation during the early 1970s, ultra-cheap 
money led, as was hoped, to runaway speculation. Land prices rocketed, 
with residential and commercial property prices doubling between 1986 
and 1989. Meanwhile, share prices on the Tokyo Stock Exchange reached 
their historic high at the end of 1989, also having doubled in price over 
the previous two years. 


From one stendpoint, then, the government’s essay in easy money did 
have pretty much the intended outcome, for the economy did enter a 
new aod powerful cyclical upturn, which lasted through the end of the 


18 As one high-ranking Bank of Japen oficial summarized the government's strategy 10 


incresse of investment in plant and equipment. In the end, loosened monetary policy 
would boost real economic growth.’ quoted in T. Taniguchi, Japeri Banks and the ‘Babble 
Economy’ of the Late 19801, Princeton University, Center of International Scudies, Program 
on Us-Japen Relations, Monograph Seres, no 4, Princeton 1993, p. 9 
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decade. Real estate companies borrowed massively to buy land with the 
intent to sell at a higher price. Consumers reduced their savings rate and 
stepped up their spending, and residential construction boomed. 
Corporations appear at first to have used the massive increase in the value 

of their stocks and land to reduce their reliance on debt finance, as wellas — 
to engage in financial manipulation (‘zaitech’), raising funds very 
cheaply on the money market and depositing them at higher rates of 
return in interest rate deposits. But eventually, as had been hoped, the 
corporations took advantage of the growth of consumer demand, as well 

as the enormous increase in their wealth—which derived from the explo- 
sion of the prices not only of their stocks, but also of the large holdings of 
prime Tokyo land that many of them had bought up decades before at 
bargain basement prices—to carry through a wave of plant and equip- 
ment investment on a scale not seen since the 1960s. Between 1986 and a 
1991, the economy boomed, as private business plant and equipment 
investment shot up at an average annual rate of 10.5 per cent and the 
growth of GDP averaged 4.8 per cent per annum." 


Benefiting from the huge financial assistance that they were able to 
secure via the state-sponsored bubble, Japanese manufacturers made 
Herculean efforts to improve and transform manufacturing so as to 
maintain exports in the face of new rise of the yen after 1985, much as 
they had during the years of currency revaluation of the mid to late 
19708. Between 1985 and 1991, they maintained an average annual rare 
of growth of the gross capital stock of 6.7 per cent. US manufacturers, 
who were simultaneously benefiting from a collapsing dollar, increased — 
their gross capital stock in this period less than one-third as fast. In the 
same years, Japanese producers raised their expenditures on research and 
development as a percentage of GDP by about a quarter, compared to that 
for the years 1980-85 (from about 1.75 per cent to about 2.2 per cent), 
while Us producers were reducing theirs by about the same amount 
(from about 2.1 per cent to about 1.75 per cent). The average annual 
growth of hourly manufacturing labour productivity in these years in 
Japan was thus about 5.4 per cent, compared to 2.2 per cent in the us. As 
an integral part of its developmental push, Japan had succeeded by the 
end of the 1980s in increasing the proportion of its manufacturing out 

put that was either high-tech or mixed high-tech and capital-intensive 
to about 85 per cent, catching up in the process with the us in its degree- “ 
of specialization in high-tech and high-wage lines, and becoming even 
less specialized than was che us in low-wage and low-tech production.**® 


Still, to have a hope of remaining competitive by umproving technology 
and moving up the product cycle, Japanese manufacturers were obliged 
to carry through a decisive restructuring of their international 
operations. The high yen obviously made it more difficult to export, but 
it also made it easier to invest overseas. In response, Japanese producers 
radically altered the directions of their trade, in close connection with a 
massive turn to foreign direct investment. At the heart of the problem 


= Murphy, Weghr of the Yes, pp 209-18, Taniguchi, Japan's Benks, Y. Noguchi, “The = 
“Bubble” and Economic Policies in the 1980s’, Jewrne! of Japanese Studies, vol xx, 00. 2, 
Summer 1994. 
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faced by Japanese manufacturing was their declining accessibility to the 
critically important US market. Already ın 1981, as part of a pervasive pro- 
tectionist thrust by governments throughout the advanced capitalist 
world armed at stemming the tide of Japanese imports, the Reagan admin- 
istration had introduced so-called ‘voluntary export restraints’ (VERs) on a 
number of Japanese goods, particularly automobiles. When the dollar fell 
against the yen at the time of the Plaza Accord, therefore, Japanese 
producers found themselves confronting a protected market with much 
more costly exports. Between 1985 and 1990, Japanese nominal exports to 
the us grew by only 37 per cent in terms of 1990 dollars, with the resule 


that Japanese exports to the US as a proportion of total Japanese exports fell 
from a peak of 40 per cent in 1986 to 31.6 per cent in 1990." 


In part, Japanese producers responded to their declining ability to export 
to the Us simply by seeking markets where they were less disadvantaged 
by yen revaluation. Since the yen rose so much less against European 
currencies than against the dollar, Japanese exporters were able to increase 
their exports to Europe by 168 per cent ın dollar terms between 1985 and 
1990, with the result that the percentage of all Japanese exports that went 
to Europe grew from 13 per cent to 22 per cent. ™ Bur their really decisive 
new departures were tied to stepped-up foreign direct investment. 


Before the 1970s, Japanese direct foreign investment was small, and 
mostly for developing overseas supplies of raw materials in Southeast Asia 
and establishing subsidiaries of trading companies in North America. But 
following successive liberalization measures after 1969, and especially the 
yen revaluations of 1971-3 and 1975-78, foreign direct investment 
surged, as Japanese manufacturers sought to get around their newly 
increased domestic labour costs by moving labour-intensive production to 
East Asia. Even so, in the years between 1973 and 1980, Japan’s cumula- 
tive foreign direct investment amounted to only about one-seventh that of 
the us. Nevertheless, as in so many other respects, the Plaza Accord turned 
out to be the turning point of Japan’s overseas investing. Between 1985 
and 1989, Japanese foreign direct investment tripled in terms of the yen 
and grew by a factor of six in terms of the dollar. Between 1981 and 1990, 
1t was more than 10 per cent greater than that of the Us, and almost double 
that of the us between 1987 and 1990.3 


. One fundamental aspect of Japan’s new thrust to invest abroad was the 
sharp acceleration of the trend to relocate production in the us, both to 
get around import barriers and to make use of the Us’s increasingly cheap 
labour. Whereas the export of autos to the US peaked in 1985, due to the 
growth of us-based production overall sales of Japanese cars in the us 
continued to increase by more than 5 per cent a year in the later 1980s. 
Even more significant in the longer run was the invasion by Japanese 
manufacturers of Asia, through which they sought to gain maximum 


I! OECD, Econemsx Survey of Japan 1990-91, Pans 1991, p 172, Table J. 

1 Thid. 

113 OECD, Ecomemere Survey of Japan 1981-82, Paris, Jaly 1982, p. 43, OECD, Hosmemex Survey 
of Japan 1987-88, Paris, August 1988, pp 65-7; OECD, Ecomema Survey of Jabea 1989-90, 
Paris, December 1990, p. 52, Table 14; OBCD, Industrial Policy Anunal Rees 1994, Pans 
1994, p. 146, Table 31. 
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benefit from the development of a new set of triangular trades linking 
Japan, East Asia, and the us. By developing this commerce, Japanese 
manufacturers aimed not only to secure indirect access to the US market, 
circumventing restrictions on Japanese imports and exploiting cheaper 
Asian labour to do so, but also to tap into the new dynamism of the East - 
Asian economies themselves. Japenese manufacturers thus supplied the 
East Asian Gang of Four’s increasingly sophisticated producers with ever 
more advanced means of production and intermediate goods, which they 
used to produce textiles, consumer electronics, and as time went on, 
higher tech items like computer memory chips for the US market, and to 
some extent for the growing Asian markets. At the same time, they 
established growing numbers of foreign affiliates in Southeast Asia— 
Thailand, Malaysia, the Philippines—to which they also shipped capital 
goods and intermediate goods for assembly and (re-) export, mainly 
again to North America. ™™ 


Japanese producers did have to cede a certain share of the North American 
and the Japanese markets to increasingly competitive East Asian 
producers able to combine relatively cheap labour with relatively high 
technology ın clothing, appliances, and consumer electronics. This was 
especially because the East Asian currencies were for the most part pegged 
to the dollar in the decade after the Plaza Accord, and followed the dollar 
as it fell sharply downward against the yen, vastly umproving East Asian 
competitiveness. While the Japanese share of imports unto the us thus fell 
from 22.2 per cent to 18.3 per cent between 1986 and 1991, the propor- 
tion held by the East Asian Four grew by about the same amount, from 
about 11.75 per cent to 15.3 per cent. In the same period, East Asian 
exports to Japan grew perhaps three times faster than did thase of the us. 


Nevertheless, Japanese manufacturers were able to gain much more 
through stepping up their exports to East Asia than they lost as a result 
of East Asian incursions into their Us and home markets. Japanese 
exporters moved in to supply East Asian producers with the ever higher 
tech capital goods needed to produce the labour- and capital-intensive 
consumer goods that they were exporting to the US and, to some extent, 
to Japan itself. Between 1985 and 1990, Japanese exports to East Asia in 
dollar terms thus grew by 148 per cent, with the result that Japanese 
exports to Hast Asia as a percentage of total Japanese exports grew in ` 
these years from 18.7 per cent to 28.9 per cent. In particular, Japanese 
machinery exports to the Gang of Four economies quadrupled between 
1985 and 1992, while those to the ASHAN-4 quintupled. Japan’s 
dominance of the whole process of East Asian growth was manifested in 
its growing bilateral trade surpluses with all of the leading economies of 
the region. East Asia’s industrial-commercial dynamism thus turned out 
to provide a crucial enabling condition for the Japanese to improve 
domestic production to counter the high yen. 1 





14 OBCD, Eoowemac Survey of Japan 1989-90, pp. 51-4, Park and Park, ‘Changing Japanese 
‘Trade Patterns with the Bast Asian NICs’, p 94 

113 OECD, Ecomemze Survey of Japan 1992-93, Paris, November 1993, p 64, Table 16;p _ 
141, Table] , P A. Pern, ‘Market Structure, Comparative Advantage, and Japenese Trede 
under the Strong Yen’, in P Krugman, ed , Trese with Japan, Chicago 1991, pp 57-55, 
Park and Park, ‘Changing Japanese Trade Patterns’, pp. 93-6; Hatch and Yamamura, Asse 
sn Japan's Embrace, pp 177-80 See also below, pp 223-4. 


218 


The fact remains that, even despite their multifaceted effort at adjust- 
ment, and the enormous assistance they received from the government, 
Japanese manufacturers found themselves unable to use the growth of 
exports to transcend the structural problems inherent ın their particular 
form of export-onented development. The increase in costs entailed by 
the massive revaluation of the yen was simply too great to offset by 
means of increasing manufacturing efficiency, entering new, technology- 
intensive manufacturing lines where competition was less intense, and 
refashioning their overseas commercial production networks. In the end, 
Japanese producers could neither avoid a sharp fall in the rate of growth 
of manufacturing exports nor achieve a significant recovery of manufac- 
turing profitability. 


Between 1985 and 1990, the yen’s effective (trade weighted) exchange 
rate rose at an average annual rate of 6.9 per cent. The response of 
Japanese producers was impressive. During thts same period, in terms of 
yen, they were able to reduce manufacturing unit lebour costs at an 
average annual rate of 0.7 per cent. Nevertheless, even this effort could 
not prevent a decline in competitiveness, as the average annual growth of 
relative unit labour costs was 2.6 per cent. Japanese producers were thus 
obliged to redwce the yen prices of their exports at an average annual rate 
of no less than 3.5 per cent, making for an average annual increase in 
international terms of about 3.4 per cent. 


During the years 1985-91, then, Japanese exports could grow at an average 
annual rate of only 3.95 per cent, compared to 7.7 per cent for 1980-85 
and 9.9 per cent for 1973-79, and they would have grown even more 
slowly had they not been so strongly subsidized by gargantuan us budget 
deficits. In the same period, imports shot up at an average annual rate of 11 
per cent, compared to 0.8 per cent in the years 1980-85 and 4.1 per cent in 
the years 1973-79. As a share of the world total, Japan’s exports fell from a 
peak of 10.3 per cent in 1986 to 8.5 per cent in 1990." 


With export prices held down so low, profitability on manufacturing 
exports was naturally squeezed. According to the OECD, Japanese 
exporters could pass through as price increases only about 75 per cent on 
average of the increased costs brought about by the higher yen. Since, in 
these years, the share of manufacturing exports in manufacturing output 
had risen to around 45 per cent, one can see what Japanese producers 
were up against. Understandably, by 1990, the manufacturing rate of 
profit had failed to rise at all above its levels of 1985 or 1978. 


The difficulties of a manufacturing sector hemmed in by over- 
production and by intensifying international competition loomed 
especially large because they could not, despite the best efforts of the 
Japanese state, be easily resolved by redirecting production toward the 


"6 By comparison, US exporters, enjoying a 50 per cent devaluation of the dollar against 
the yen in these years, were able to increase therr prices at an averege annual rate of 2.3 per 
cent and still achieve a cece of growth of exports that was triple that of its Japenese coun- 


terparts 
117 OECD, Ecomemsc Survey of Japan 1988-89, pp. 93, 95. OECD, Ermema Survey of Japan 
1987-88, pp. 55-7 

219 


domestic market. Japanese exports were highly concentrated in 
(relatively few) manufacturing lines with the potential for fast-grow- 
ing labour productivity. Any given investment would generally raise 
productivity in these lines substantially more rapidly than in most 
others, especially lines outside manufacturing. Dunng the years 1986 
and 1991, ın accord with the hopes of the authorities, investment in 
noo-manufacturing did rise significantly faster than in manufacturing, 
with the non-manufacturing capital stock increasing at an average 
annual rate of about 8 per cent, compared to about 6.5 per cent in 
manufacturing. Nevertheless, the average annual growth of labour 
productivity per person in manufacturing, at 4.6 per cent, was still 
higher than in non-manufacturing, at 4.0 per cent. Because it cost so 
couch in terms of the growth of capital stock to raise labour productiv- 
ity outside of manufacturing, the non-manufacturing sector had been _ 
no more able to raise its profitability above its level of the end of the 
1970s than had the manufacturing sector. 


Japanese producers could thus raise profitability by means of transfer- 
ring resources out of over-subscribed manufacturing lines into many 
(ow-productivity growth) service lines only to the extent chat, in the 
process, they could decrease wage growth even faster than they 
sustained reduced productivity growth with respect to both labour and 
capital inputs. Japanese employers do appear to have succeeded ın 
imposing some increase in wage dispersion between manufacturing 
and service industries in this period, but nowhere near as much as their 
US counterparts—or was apparently necessary for profitability to fur- - 
ther recover.'*® It 1s no wonder, therefore, that the government's pro- 
gramme of strengthening domestic demand at the end of the 19808 
failed to succeed much better than had its predecessors in reorienting 
the economy. 


From Slump to Transformation? 


By 1990-91 profitability ın Japan’s private business economy as a whole 
had still failed to rise above its level at the peaks of the previous expan- 
sions in 1985 and 1978. At the end of 1989, in an attempt to control the 
bubble, the Japanese government began slowly to raise interest rates. 
Following the start of another cyclical downturn in the us in the second 
quarter of 1990, the Japanese economy entered a new recession which 
turned our to be the longest and deepest of the postwar epoch, the GDP 
growing at an annual average rate of just 0.8 per cent between 1991 and 
1995. Clearly the investment boom catalyzed by the bubble had failed to 


18 Perch and Yamamura, Asta t Japan's Embrace, p 71 In this period, the Japenese case 
appears to have fallen somewhere ‘between’ the us and German cases with respect to the 
expansion of service employment The Japanese economy raised service employment sig- 
nificantly more rapidly chan did Germany bur less rapidly chan the us, ıt reduced service 
sector relative wage growth, as Germany did not, bur not as much as che US, and it mused 
productivity growth faster than did che us, bur not as fast as did Germany. The upshot 
appears to have been that the non-manufsctuning economy of Japan had greater difficulty 
1n isng profitability chan did chose of ether Germany or the us, because it could not 
tolerate German levels of unemployment oc umpose US levels of wage restraint See also 
Economic Planning Agency of Japen, Eosesmic Særsey of Japan 1995-96, Tokyo 1995, pp 
214-20. 
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reduce costs sufficiently to ensure its own perpetuation, let alone set the 
Japanese economy on new foundations. 


The deep recession that began at the end of 1991 and extended into the 
second half of 1995 was, 10 part, a reaction to the bubble itself. After 
engaging for almost half a decade in the most massive accumulation of 
capital stock, inventories, and labour without succeeding in raising their 
rate of profit, Japanese corporations could not but, sooner or later, cut 
back compensatorily on the growth of new plant and equipment, 
inventories, employment, and wages. The reductions had to be that 
much more severe because so much of the previous spurt of capital 
accumulation had been financed through the accumulation of debt. 
When years of record-low interest rates were suddenly replaced by 
sharply higher ones—6 per cent in September 1990, up from 2.5 per 
cent a year before—Japanese firms could not but impose across-the-board 
cuts. The resulting, extended collapse of both investment and consumer 
demand was at the root of the recession. Moreover, just as the positive 
wealth effects of sharply rising stock and land prices had fuelled the 
boom, the negative wealth effects of collapsing stock and land prices 
could not but exacerbate the downturn, further reducing consumer 
demand. Finally, when land prices collapsed, many real estate companies 
were unable to pay their debts, leaving many banks overwhelmed by 
non-performing loans. Their consequent difficulty in making new loans 
impeded any movement towards recovery. "9 


Yet, the cyclical aspects of the recession only exacerbated the economy’s 
underlying structural difficulties, which the government had failed to 
overcome and which were responsible for the unusual severity of the 
ensuing crisis. It was an old story: despite the enormous changes 
wrought during the bubble, the Japanese economy was faced in 1991 
with the same predicament that bad threatened it in 1986, but had now 
exhausted its options, at least for the time being. Given the economy's 
dependence on manufacturing exports and the particular form which 
that dependence took, manufacturers confronted a difficult task in 
restoring manufacturing profitability in the face of the secularly rising 
yen and the continuation of international over-capacity and over-produc- 
tion in manufactures. Yet, there was no easy solution to the profitability 
problem through the reallocation of resources out of over-subscribed 
manufacturing lines, in view of how costly in terms of investment it was 
to raise labour productivity ın the non-manufacturing sector 


From 1991 through 1995, the yen once again took off. During the late 
1980s, Japanese investors had propped up the dollar with their massive 
accumulation of US assets; but, with the onset of che recession of the 
19908, they were obliged to liquidate properties, reduce or cease their 
purchases, and bring their money home. Purchases of US treasury instru- 
ments, US securities and other sorts of US assets fell sharply. At the same 
time, with the collapse of demand at home and the earlier recovery from 
recession in the us, the relative growth of imports as against exports 
slowed. The relative demand for yen could not then but increase (and for 
dollars fall): between 1990 and 1995, the currency’s effective exchange 


"9 OECD, Ecomemesc Survey of Japan 1992-93, PP 9, 14 
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fate grew at an average annual rate of 9.5 per cent, even faster than in the 
previous five years, and its value against the dollar grew by a total of 54 
per cent.*7° 


To make matters worse, the US was refusing to play its assigned role of 
bailing out the Japenese, and the world, economy. Clinton failed to 
resort to deficit spending to speed recovery from the Us recession of 
1990-91, with the result that the US market was relatively slow to grow. 
Over the four years following this slump, real Us imports grew at an 
average annual rate of 9.4 per cent, compared to 12.6 per cent in the four 
years following the recession of 1979-82. 


Pressed on both the domestic and international fronts, Japanese 
manufacturers faced their greatest crisis. Due to the over-investment of the 
previous years, and the resulting over-accumulation of productive capacity 
and of labour which was hard to lay off, as well as firms’ deep indebtedness 
and banks’ difficulties in lending, domestic demand stagnated. It was 
therefore impossible to once again ratchet up capital accumulation so as to 
raise productivity growth sufficiently to compensate for the nse of the yen. 
Between 1991 and 1995, investment as a proportion of GDP fell from 20 
per cent to 14 per cent and the average annual increase of the capital stock 
fell by more than one-third, compared to that for 1985-91. These reduced 
figures were still higher than the comparable ones for the us in the same 
period, but they were entirely inadequate to the formidable task of 
maintaining competitiveness or profitability." 


By 1995, Japanese manufacturers had managed to mise the technological 
level of their exports still another notch. They had increased the share 
in total exports of high-technology-intensive products—including 
sophisticated capital goods (such as industrial robots), components 
(such as liquid crystal displays and other devices for computers and 
telecommunications equipment), and industrial intermediate materials 
(such as ceramics)—to 80 per cent, from just 55 per cent in 1985, while 
cutting back the share of capital-intensive but medium-technology 
products, such as steel, automobiles and home electronics. They had, in 
the same period, raised the share of capital goods in total exports to 62 
per cent from 48 per cent, while reducing the share of lower value- 
added consumer goods correspondingly.'** The government, mean- 
while, had helped offset their cash flow problems by stepping up 
subsidies for research and development. Nevertheless, in contrast to the 
years 1985-91, when, by virtue of their increased productiveness and 
ability to control costs, they had come close to maintaining their nterna- 
tional competitive position despite the vertiginous rise of the yen, during 
the years 1990-95, they were unable to prevent relative unit labour 
costs, which grew at the extraordinary annual averege rate of 11 per 
cent, from rising even faster than the effective exchange rate, pro- 
foundly reducing Japanese export competitiveness. 


u Murphy, Wags of the Yer, pp. 287-8; OECD, Ecomemcic Seervey of Japan 1993,P 93 

31 OBCD, EO 1994-95, Pans 1993, p 9, Figure 5. 

uM. Yoshitomi, ‘On the Changing Intemanonel Competitiveness of Japanese 
Manufacturing Since 1985’, Oxford Revrew of Eeowemec Policy, vol xu, no 3, 1996; OBCD, 
Ecomomese Survey of Japan 1995-95, Paris 1996, p 31. 
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Between 1991 and 1995, Japanese producers managed to increase their 
exports at roughly the same very reduced rate as between 1985 and 
199I1—3.1 per cent—while maintaining their share of world exports; 
but they could do so only at great cost. To maintain export growth and 
share, they were obliged to reduce their export prices at an average 
annual rate of 3.9 per cent, but, given the huge increase in their costs, 
doing so implied an enormous squeeze on the profitability of their over- 
seas sales.'73 Between its 19808 peak, achieved in 1988, and 1995, the 
rate of profit of non-financial corporations dropped by 37 per cent, and 
thar for manufacturing (for which data is lacking) unquestionably fell a 
good deal more. 


Limited in their ability to respond to the pressures of the high yen and 
slower growing markets through stepped-up investment in manufacturing, 
and restricted in their capacity to raise profitabiliry through productivity 
increase outside manufacturing, Japanese producers sought to maintain 
their established, export-oriented production system by further expand- 
ing it into Asia, where relative costs, during the first half of the 1990s, 
were made even lower by devaluations of the local currencies against che 
yen of the same order of magnitude as that of the dollar. This process had, 
of course, been well under way since the second part of the 1980s, but it 
was now extended on a massive scale, with the state once again playing a 
critical role, by making possible improved coordination and the dis- 
semination of information. The idea was to take advantage both of 
relatively low-waged Asian labour and improving Asian know-bow and 
infrastructure so as to increase efficiency through the growth of the 
division of labour. It was to be implemented by rapidly expanding the 
triangular trade, centred on newly-emerging Japanese production in the 
Asian continent. Manufacturers in Japan would be enabled to further 
expand their export markets in high-tech capital and intermediate goods 
needed by Asian producers, while Japanese manufacturing plants 
relocated in Asia would be enabled to secure the otherwise unachievable 
cost improvement needed to further penetrate both the North American 
and rapidly growing Asian markets. But relatively limited amounts of 
Asian-produced manufactures would be allowed to come back to Japan, 
which would hold on, as much as possible, to manufacturing production 
as the basic condition for developing manufacturing technology, even in 
supposedly ‘mature’ lines. ™* 


At the core of this effort was a huge increase of foreign direct investment 
in Asia, centred on subsidiaries of Japanese multinationals but also includ- 
ing many members of vertical Aeéretss in Japan, which relocated to Asia to 
join newly emerging production networks organized roughly on the old 
lines. In just the four years between 1991 and 1995, annual foreign direct 
investment in manufacturing by Japan grew by almost 50 per cent, from 
$12.3 billion to $18.9 billion, with almost all of the increase ebsorbed by 


™3 Roe the difficulties of passing through the cost increases resulting from yen revaluanon in 
higher export prices, and consequent downward pressure on profitability, see OBCD, Ecomems 
ita are 1992-93,P 31; har T OPTE EA amd 1993-94, Pp- 22, 27 

™4 For the foregoing paragraph, I bave relied especially on M. Bernard and J. Ravenhill, 
‘Beyond Product Cycles and Flying Geese. Regionslizanon, Hierarchy, and the 
Todustrialization of East Asis’, World Pelstes, vol xivu, Januery 1995; and Hatch and 
Yernamurm, Asis m Japan's Keebrace 
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Asia, where Japanese manufacturing annual direct investment almost 
tripled, from $2.9 billion to $8.1 billion.’*5 Over the same period, there- 
fore, the share of manufacturing output produced abroad by Japanese 
firms rose from 6.4 per cent to over 10 per cent (to 15 and 20 per cent, 
respectively, in general machinery and transport equipment), by Japanese 
multinationals from 17 to 25 per cent. The vertiginous ascent of Japanese 
production ın Asia brought a continuing reorientation of trade in that 
direction. By 1995, the share of Japanese exports going to Asia had 
climbed sharply to 44 per cent, up from 31.1 per cent in 1990 and just 
18.7 per cent in 1985. Imports from Asia into Japan grew less rapidly; 
still, between 1982 and 1995, reverse imports from Japanese multination- 
als’ foreign subsidiaries increased at over 40 per cent per annum, and by 
1995 accounted for 14 per cent of total imports. 16 


The ultimate i impact on the domestic economy of Japanese corporations’ 
spectacular reorientation toward Asia remains to be seen. Even so, 
because Japanese corporations see their fate as tied to their ongoing 
accelerated umprovement of manufacturing technology across many 
lines, and view such improvement as possible only by actually engaging 
in manufacturing production, they have been at great pains to nurture 
production in Japan itself. They have therefore done their best to make 
their expansion into Asia aid improved productivity at home by facilitat- 
ing the overall ‘Japanese’ manufacturing division of labour, and allowed 
the substitution of Asian-based for Japanese-based lower- waged, lower- 
technology production only to the extent that the latter could be 
compensated by the expansion of Japanese-based higher technology, 
higher waged production.’*? After an 11 per cent fall from 27.8 per cent 
to 24.6 per cent between 1973 and 1979, the Japanese manufacturing 
labour force as a proportion of the total, in sharp contrast to that of the 
US, ceased to fall through 1991. By 1996, it had declined to 22.5 per 
cent, but, in view of the extremity of the Japanese crisis, and especially of 
the yen revaluation of that period, it would be quite premature to reach 
the conclusion thar Japan 1s ‘hollowing out’. 


Towards Recovery? 


The course and depth of the Japanese depression must be kept in 
perspective. The highest level of unemployment in Japan during the 
downturn has been lower than the lowest level achieved by the us during 
its parallel boom. Between 1991—-when the recession began—and 


13 OECD, Ecomemese Sureey of Japan 1995-96, Table 3, p 19 It 1s estumated thar in 1996 
alone annual foreign direct investment increased by $19 billion to $70 billion Of this 
increase, by far the greater part, something like $16 billion, was composed of manufactur- 
ing foreign direct investment, which doubled to $35 billion. More than half of the 
increase in manufacturing direct investment went to Asia, where FDI increased by about 
80 per cent to $18 billion W Dawkins, Moving Abroad’, Fraewcsal Temes, 12 May 1996. 
196 OBCD, Ecomenerc Sarvey of Japan 1995-96 , pp. 30, 32, 229, OBCD, Ecomsacac Saroy of Japan 
1994-95, Pp. 23-5. In some sectors the share of overseas investment 1s much higher For 
companies which already have at least one overseas plant, foreign 
investment hss risen to about 40 per cent of domestic unvestment (38.5 per cent in Fiscal 
Year 1995 for 158 manufacturing firms in the Tkakan survey and 39 per cent of 170 firms 
A BE eRe TE eos pct eee eee og eee ee 
p. 185, 0. 3. 
17 Hatch and Yamamura, Asse is Japan's Embrace, pp 31, 97-IL4- 
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1996, manufacturing hourly real wages have increased by 12 per cent in 
Japan, compared to 2 per cent in the expanding us. Throughout the 
1990s, Japanese investment per employee has continued to exceed that 
of the us. Finally, despite the well-known proclivity of Japanese firms to 
retain labour during recessions, Japanese productivity in manufacturing 
has not done too badly, growing at an average annual rate of 2.7 per cent 
between 1991 and 1996, despite two years of zero growth (although the 
figures are probably much worse outside manufacturing). 


The fact remains that the Japanese crisis has been extremely serious, 
especially because recovery has been so very difficult, and because a 
Japanese failure to recover (or worse) would jeopardize the world econ- 
omy as a whole. Beginning ın 1992, the government launched 
repeated rounds of major public spending increases, while continuing 
to bring down interest rates. But, the stimulative effects of the macro- 
economic expansion were, on each occasion, more than counterbal- 
anced by the depressive impact of a new rise in the value of the yen. In 
the spring of 1995, in the wake of the crisis in Mexico, a flight from 
the dollar pushed the yen’s exchange rate to the unprecedented height 
of 80/$, threatening the economy with collapse. It was only at this 
point, when the G-3 governments intervened decisively to reverse the 
decade-long decline of the dollar and force down the value of the yen, 
that the Japanese economy began to right itself. Even then, it took the 
largest fiscal stimulus in Japanese history in the late summer of 1995 
to keep the upturn progressing. 


Japan’s transcendence of its long recession has thus remained very 
much in doubt, with major consequences for the world economy. As 
soon as the yen began to fall, Japan’s leading manufacturing firms, 
generally capable of at least breaking even at an exchange rate of 100 
yen/$, succeeded in launching a major new export-driven expansion. In 
part through exports and in part as a result of the earlier stimulus pack- 
age, Japan thus enjoyed a major revival of growth in 1996. But, by 
1997, Japan's cyclical upturn had run out of steam, with rising exports 
unable to catalyze a sustained recovery beyond manufacturing. 


In part, Japan’s stalled recovery was clearly attribuable to government 
policy, specifically to the state’s over-anxiety to make up for the mas- 
sive increase 1n its indebtedness. In the early 1997, to begin to rebal- 
ance the books, the government implemented a major tax increase, 
despite widespread predictions that ıt would undercut the nascent 
business revival. To compound the problem, the government was long 
reluctant to incur new deficits to jump-start the economy, even as it 
slid back toward serious recession in 1997 and 1998. The fact remains 
that the state policy could hardly have proved so negative ın impact 
had the domestic economy possessed greater vitality and less fragility 
in the first place. As it was, when the government turned to reduced 
interest rates, rather than fiscal stimulus, to get the economy moving, 
the increased lending that resulted financed not so much increased 
domestic investment, as the accelerated flow of money out of the 
country into Us Treasury Bonds and US securities. This put ever greater 
downward pressure on the yen, not to mention the Japanese stock 
market. 
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In the past, of course, a falling yen had generally been sufficient to gene- 
rate a recovery, because it had made possible access to the huge, absorptive 
US market. But, since the time of the previous export-led expansion dri- 
ven by a devalued yen, which had taken place between 1979 and 1985, 
Japan had been obliged to massively reorient its commerce, away from the 
US and toward Hast Asia. The switch to Asia, however, came with a catch. 
Whereas a rising dollar with respect to the yen had automatically 
improved Japanese export prospects in the US market, rising East Asian 
currencies with regard to the yen could very well end up undercutting 
Japanese export prospects in East Asian markets because they could easily 
undermine the growth propects of heavily export-dependent East Asian 
economies. When the yen fell, chat is exactly what happened. Korea and 
most of the other economies of East and Southeast Asia immediately ran 
into difficulties exporting, which eventually cur short their expansion— 
with vast repercussions for Japanese exporters, Japanese multinational 
investors, and banks, and the world economy as a whole.'#8 


3. Germany in the 1980s and 1990s: 
Monetarism in the Name of Exports 


Like the Japanese, the German economy faced, from the start of the 
1980s, unprecedented barriers to maintaining its economic dynamism. 
Over the course of the 1960s and 1970s, ıt had already found it progres- 
sively more difficult to make its export-oriented form of development 
bear fruit. During the 1980s and 1990s, the prospects narrowed further, 
as fiscal austerity and tight money became the order of the day, as the 
mark hesitantly but relentlessly continued its upward ascent, as the 
growth of world output and world trade fell below their levels of the 
1970s, and as the US ultimately reneged on its commitment to provide 
the demand needed for international economic growth and stability. In 
this situation, responding to what they saw to be a failed experiment in 
Keynesianism at the end of the 1970s, the German economic authorities, 
unlike their more interventionist (and more adventurous) counterparts in 
Japan turned resolutely, and more or less permanently, to their traditional 
remedy, the pursuit of belanced budgets and relatively tight money. 


Perhaps more than ever before, the prospects for German economic growth 
came to depend on holding back the growth of domestic demand, with the 
goal of keeping down costs and prices, and intensifying competitive pres- 
sure on domestic producers, so as to spur rationalization and improvement, 
in the interest of promoting the growth of exports and thereby investment. 
This policy had, of course, a certain logic, since major sections of the 
German manufacturing plant had clearly become redundant in interna- 
tional terms, and required trimming, rationalization, upgrading, and 
supersession. The authorities thus left ic to the market to pressure the 
economy for change, and to Germany’s capitalist institutions, and in par- 
ticular its unmatched labour force, to fabricate the required transforma- 
tion. Yet, to pose such a challenge to the German economy was hardly to 
ensure a successful response, especially since the deep roots of the problem 


138 See below pp. 258-61. 
139 Giersch et al., Fadsag Merecds, pp 194-5. ‘All in all, demand management virtually 
disappeared from the policy agenda...1n the 1980s’ 
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were not by any means mostly German, but lay fundamentally in the over- 
capacity and over-production in manufacturing that plagued the whole of 
the edvanced capitalist world. Government policy was certainly successful 
in securing its immediate end, the control of costs and prices, but deflation 
proved, in itself, no panacea. 


Growth Through Stagnation? 


The German recession of the early 1980s was precipitated, much like that 
of 1974-75, by a combination of runaway oil prices and a coordinated 
international tum to tight money. It struck the German economy, at the 
peak of its deficit-driven boom, very hard. During the three years 1980, 
1981, and 1982, capacity utilization fell sharply, the average annual 
growth of GDP fell to o per cent, and the mre of profit in manufacturing, 
though not outside it, dropped to very low levels, on average 50 per cent 
below its level of 1979. Nor, with the end of the wrench of the recession 
did the authorities much relax their pursuit of ‘sound finance.’ Not only 
did they fail to significantly loosen the supply of credit until 1987, they 
also reduced the budget deficit as a fraction of GDP from 3.1 per cent in 
1980 to I.I per cent in 1985.'%° Meanwhile, with the record-setting 
deficits and borrowing of the US government, on the one hand, and the 
continuing tight credit imposed by the us Fed, on the other, the us 
authorities induced radically higher interest rates on a world scale, and 
Germany saw its real interest rares rise from an average of about 2.5 per 
cent in the 1970s, to an average of 5.1 per cent for the years 1980-84 inclu- 
sive and of 4.1 per cent for the years 1985-89 inclusive."3* 


Under pressure first from recession, then restrictive macroeconomic policy, 
the economy certainly sustained a major reduction in the growth of costs. 
With the growth of their output failing to nse even to 2 per cent in any 
year before 1986, manufacturers were able to reduce the average annual 
increase of the nominal wage between 1982 and 1990 to 4.2 per cent, fram 
8.4 per cent between 1973 and 1979. They thereby cut average annual real 
oe ee ee eee 
respectively, from 3.7 per cent and 4.0 per cent, respectively, between 

1973 and 1979. In this context, inflation was pretty much brought under 
control, as the growth of the consumer price index fell from 6.2 per cent in 
1981 to 0.6 per cent in 1987 and 1.3 per cent in 1988. Rationalization and 
downsizing now proceeded apace, bringing, virtually on their own (with 
the benefit of little investment growth) a certain growth of productivity 
through the reduction of outmoded plant and the shedding of labour. 
Between 1979 and 1985, as in the analogous period of crisis between 1970 
and 1975, the manufacturing labour force fell precipitously, by 10.2 per 
cent ın terms of hours. Between 1982 and 1990, the average annual 
growth of unit labour costs in German manufacturing fell by more than 
half, to 2.1 per cent, from 4.8 per cent between 1973 and 1979. 


On the basis of these reductions in the growth of costs, the growth of 
exports succeeded in bringing about a new cyclical upturn and in return- 
ing the economy to very full capacity utilization by the end of the 


"3° Giersch et al , Fading Merects, pp. 192-5. 
13! Ibid., p. 212 
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decade. But export growth could not durably restore the economy's 
dynamism. In 1989, the return to full capacity utilization was thus 
accompanied by an 8.4 per cent rate of unemployment, almost double 
the 4.8 per cent rate that prevailed at the end of the 19708. The reason 
was that the growth of the manufacturing capital stock had almost 
ceased in the intervening period. 


The growth of exports was insufficient to revivify the economy for the 
sumple reason that it could not stimulate the required major increase in 
the accumulation of capital. The growth of the manufacturing capital 
stock, already sharply reduced in the 1970s, fell significantly further, to 
an average annual rate of just 1.4 per cent between 1979 and 1990, from 
an already low 2.0 per cent between 1973 and 1979. It is therefore not 
surprising that manufacturing labour productivity growth also went 
down, increasing at an average annual rate of less than 2.0 per cent 
between 1979 and 1990, compared to 3.45 per cent between 1973 and 
1979. During this period, Germany had the lowest rate of manufactur- 
ing labour productivity increase among the G-7 economies, except for 
Canada. 


Given the intensity of international competition, unless productivity 
growth could be rased significantly, German manufacturing could not 
increase competitiveness sufficiently to found a real boom in exports. 
But the catch was that there was no way to raise productivity growth 
substantially because the prospects of raising profitability through 
exports were nowhere near promising enough to sufficiently stimulate 
the growth of investment. As the stimulus from the us economy under 
Reagan reached its peak, exports did, as in Japan, grow impressively ın 
1984 and 1985, at an average annual rate of 7.9 per cent. But, because 
this boom was driven by a combination of us deficits and a high dollar 
and of German macroeconomic restrictiveness plus a low mark, it could 
not last. German domestic demand was, of course, intentionally limited 
to keep down prices. But precisely because this policy ‘worked’, it could 
not but give nse to a new round of German current account surpluses 
and us deficits. Upward pressure on the mark thus quickly materialized, 
and following the Plaza Accord, the German currency appreciated 
sharply in 1986-87 and 1990, its effective exchange rate increasing at an 
average annual rate of 4.6 per cent between 1985 and 1990. Since wage 
growth could, for the time being, be reduced no further, and produc- 
tivity growth could be made to grow no faster, German manufacturing 
had to absorb almost all of the cost increase caused by the currency 
appreciation, its relative unit labour costs in international terms increasing 
at an average annual rate of 4.2 per cent in those years. 


As usual, German producers went out of their way to keep export price 
increases down so as to keep export growth up, actually reducing export 
prices, in terms of the mark, at an average annual rate of 1.1 per cent 
between 1985 and 1990. This was undoubtedly necessary to maintain 
and increase sales but obviously it was also heavily to blame for the 
squeeze on export, and thus manufacturing, profitability. Even so, the 
gain secured in export growth through price restraint was not all that 
great. Under the stimulus of an international expansion fuelled by uni- 
versally easy money ın 1987-88, a major fall in oil prices, and the open- 
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ing of the market to the East with German unification, exports boomed 
again at the end of the decade, increasing by 10 per cent and 11 per cent, 
respectively in 1989 and 1990. Over the decade of the 1980s, moreover, 
Germany slightly increased its share of OECD manufacturing and world 
exports. The fact remains that between 1979 and 1990, export growth 
averaged only 5.3 per cent per annum, and even between 1985 and 1990, 
no more than 5.5 per cent. These figures were not significantly higher 
than those of the 1970s, and of course one-third to one-half off those of 
the 1960s, not surprising given that the rate of growth of world trade 
remained, as in the 1970s, at half what it had been in the years 1960-73, 
and that the manufacturing rare of profit for the G-7 economies taken ın 
aggregate remained more than one-third below its, quite reduced, level 
of the late 19708. It was not only, then, the secular rise of relative 
German production costs in international terms, but ongoing over- 
capacity and over-production on a world scale, which rendered prospects 
for profitability, and thus investment, in German manufacturing 
distinctly bleak. 


The counterpart of the stagnation of manufacturing investment at home 
was the explosion of investment overseas. Until 1985, German foreign 
direct investment had been stable at around ro billion marks per year, 
and largely offset by an influx of foreign investment into Germany. But, 
following the Plaza Accord, in just the five years between 1985 and 
1990, German foreign direct investment more than tripled to thirty 
billion marks, while investment ın Germany from abroad stagnated.'3? 
Thar the economy lacked opportunities for profitable investment in 
domestic manufacturing could hardly have been more obvious. 


That the problems facing German manufacturing were fundamentally 
systemic, inherent in the condition of the world manufacturing economy 
and the form of Germany’s relationship to it, is evident not just from the 
stagnation of manufacturing profitability at a low level, and from the 
rise of investment overseas, but also from the relative dynamism of the 
non-manufacturing economy. Manufacturing profitability had fallen 
sharply in the recession of 1979-83 and, by the end of the 1980s, had 
barely recovered its pre-recession levels of the late 1970s, when it was 
already some 10 per cent below its much reduced level of 1973. But non- 
manufacturing profitability, which had already climbed slightly above 
its 1973 level at the end of the 1970s, and had barely fallen during the 
recession of 1979-83, had by the later 1980s reached its 1973 level and 
by 1990 had actually risen by 15 per cent above it, attaining its level of 
the end of the 1960s."33 Part of the same process, between 1979 and 
1990, the non-manufacturing capital stock rose almost three times as 
fast as did the manufacturing capital stock. What made for the difference? 


As in manufacturing, wage growth outside of manufacturing was cut 
sharply during the 19708 and 1980s. Between 1982 and 1990, the real 


1m P, Nornan, ‘Sevage German Shake-Our es Industrial Jobs Go Abroad’, Francs! Treas, 
7 February 1997 
133 The profitability recovery ın the service sector alone was probably significantly greater 
than chat of non-manufactuting more generally, for che latter also includes the construc- 
tion, mining and utilities industries, all of which were in varying degrees of difficulty 
dunng the 1980s. 
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wage and product wage grew, respectively, at average annual rates of 1.4 
per cent and 1.25 per cent, compared to 2.2 per cent and 1.6 per cent, 
respectively between 1973 and 1979 and 5.65 per cent and 4.05 per 
cent, respectively, between 1960 and 1973. But, because producers 
outside of manufacturing were immune from both the upward pressure 
on relative costs resulting from the mark’s revaluation and downward 
pressure on prices from international competitors, they could continue 
to exploit the repression of wage growth in a way that manufacturers 
could not. Were they to maintain the rate of growth of investment, they 
could raise productivity growth above product wage growth, and 
thereby begin to recover their profit rate. And this 1s exactly what they 
did. Between 1982 and 1990, non-manufacturers increased the average 
annual growth of the capital stock at more than twice the race that 
manufacturers did, 3.6 per cent compared to 1.7 per cent. Non-manufac- 
turing labour productivity rose at an average annual rate of 2.85 per 
cent, compared 2.1 per cent in manufacturing, despite the inherently 
greater difficulty of musing productivity outside than within manu- 
facturing. Non-manufacturers were thereby enabled consistently to 
increase their profit share, and thus their profit rate. Had the power of 
workers and pressure of wage growth relative to productivity growth 
been the main problem facing manufacturers, they, too, could have 
pursued this route. That they did not is a further indication that this was 
far from the main problem that the manufacturing sector was up against. 


By the years 1989-92, the steady rise in non-manufacturing profitability 
had made a major contribution to the restoration of profitability ın the 
economy as a whole. In these years, the rate of profit in the private 
business economy climbed, for the first tume since the start of the long 
downturn, beck to—indeed slightly above—its level of 1973. 
Nevertheless the recovery of profitability in the German economy 
outside of manufacturing remained limited in its capacity to dynamize 
the German economy. Above all, it was insufficient to counteract the 
still very reduced rate of profit and very reduced economic vitality in 
manufacturing, so that, though representing a significant improvement, 
the level of private sector profitability ın 1973 remained respectively 
one-fifth and one-third off its levels of the second half and first half of the 
1960s. Moreover, the very same macroeconomic tightening that helped 
bring down wage growth and raise the profit rate contributed signifi- 
cantly to increasing real interest rates and thereby to under-cutting the 
impact of the gain ın profitability: in effect, the 2.5 per cent rise in the 
real interest rate in the second half of the 1980s over that of the 1970s 
reduced the effective profit rate for private business as a whole and for the 
noo-manufacturing sector in these years by more than by 15 per cent and 
12 per cent, respectively. 


Despite the marked recovery of non-manufacturing and private business 
profitability over the course of the 1980s, therefore, the non-manufac- 
turing and private business capital stocks grew, respectively, 18.5 per 
cent and 20 per cent more slowly between 1979 and 1990 than they had 
between 1973 and 1979. By the same token, the growth of the service 
sector labour force, at 17.2 per cent for the decade of the 1980s, was more 
than 25 per cent slower than it had been in the decade of the 19708, and 
was insufficient to prevent unemployment from sharply increasing. 
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While the German authorities’ sound finance thus contributed signifi- 
cantly to the shakeout of over-extended German manufacturing lines in 
these years, it also very much fettered the entry of means of production 
into other lines. Over the course of the 1980s, the private sector labour 
force increased by a scant 311,000, with the service sector increase of 
1,146,000 in those years barely enough to compensate for the decline of 
390,000 in agriculture, 398,000 in manufacturing, 206,000 in con- 
struction, and 21,000 in mining and utilities.™ Between 1982 and 
1990, there appeared in Germany for the first time since the late 19408 
what could be called mass unemployment, the rate over that period aver- 
aging 8.5 per cent, twice thar of the second half of the 19708. 


The Crisis of German Manufacturing 


The structural difficulties that the German manufacturing sector bad 
failed to overcome were concealed by the brief boom at the end of the 
1980s and the beginning of 1990s. In this short period between 1988 
and 1991, not only did exports take off, but investment boomed, and the 
growth of capital stock began to accelerate from its low level. Never- 
theless, when the conditions that had set off the boom proved ephemeral, 
the German economy fell back into stagnation and worse. 


From late 1987 through the latter part of 1988, the advanced capitalist 
countries went all-out to make sure thar the crash of October 1987 did 
not issue in a liquidity crisis, flooding the world economy with credit. 
But, when the danger of collapse quickly passed, they promptly backed 
away from their temporarily expansionary stance. Not long after, in the 
middle of 1990, the Us economy entered into a short but sharp reces- 
sion, which further reduced the growth of demand. The enormous 
transfer of funds from West to East Germany that accompanied unifica- 
tion had, meanwhile, given West German firms a major shot in the 
acm, pumping up the call for their goods in 1990 and 1991. But, by 
1991, @ Compensatory reaction had set in. In thar year, to counteract the 
inflationary effects of the major state deficits that had financed the East 
German subsidies, the German authorities cut spending and raised 
taxes. They also initiated an extended period of high interest rates to 
ensure long-term stability. Rising German interest rates had a doubly 
depressing effect: first, they further undercut growth in Europe, con- 
tracting the market for German products at the very moment that the 
stimulus from the East began to peter out; second, they drove up the 
mark. Once again, therefore, the German authorities sought, through 
macroeconomic probity, to keep prices down in the interests of stability 
and cheaper exports but ended up undercutting German competitive- 
ness. To make things worse, as the boom had intensified, German 
wages had finally begun to shoot up rapidly, to compensate for many 
years of very slow growth. The German economy yet again came face to 


14 Giersch et al., Fasting Mirade, p. 199. As in the 1970s, FIRE accounted for virtually all of 


wage services. Indeed, employment in retail and wholesale trade actually fell by 6 6 per cent 
between 1980 and 1986 Burda and Sechs, ‘Assessing High Unemployment’, pp. 555-9. 
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face with the problem of relatively high costs in international terms, 
under conditions of system-wide manufacturing over-capacity and 
over-production, and entered its worst and longest recession since 
1950. Between 1991 and 1995, GDP grew at an average annual rate of 
just 0.9 per cent. "3 


With the retum to austerity at home, the German economy was from 
1991 thrust back into its standard dependence upon exports to mitigate 
recession and to secure its recovery under even more difficult conditions 
than previously. The basic problem remained that investors continued to 
doubt the ability of significant sections of German manufacturing to 
profit via exports. The growth of the capital stock thus fell back, capacity 
utilization declined, and productivity growth languished, increasing at 
an average annual rate of only 1.5 per cent between 1991 and 1995. At 
the same time, partly as an effect of the high interest rates that had been 
imposed to keep domestic costs down, the effective exchange rate of the 
mark rose at an average annual pace of 4 per cent. Because the 
manufacturing sector was totally incapable of increasing investment to 
reduce costs so counteracting the rise of the currency, relative unit labour 
costs grew even faster than did the exchange rate, at an average annual 
rate of 5.35 per cent. 


West German manufacturers, for still another time, sought to keep up 
overseas sales by keeping down the growth of prices, which increased at 
an average annual rate o he 1.5 per cent between 1991 and 1995, far 
below the growth costs."3° Even so, exports fell by 0.3 per cent in 1992, 
then fell again by 4.7 per cent in 1993, so that, by 1995, they were only 
6 per cent above their level of 1991. In the latter year, the German share 
of world exports was down to 10.4 per cent, from 12.1 per cent as 
recently as 1990 and 12.4 per cent in 1987. 


The combination of domestic austerity and export crisis brought a day of 
reckoning to the West German manufacturing sector. The German 
economy had, of course, by virtue of its export success, maintained an 
extraordinarily large manufacturing sector, constituting close to 40 per 
cent of both output and the labour force, right up to 1970. It had done so 
partly on the basis of its strong manufacturing competitiveness in a 
period of rising demand for the goods in which ıt specialized, partly on 
the basis of the increasing uoder-valuation of its currency. But with che 
rse of German relative costs, especially from 1969, the viability of an 
ever greater portion of this sector’s productive power was undercut. In 
the crisis years culminating in the oil embargo of the early to mid 19703 
and, then again, ın the crisis years of 1979-85, the German manufactur- 
ing sector had lost 18.4 per cent and 10.25 per cent, respectively, of its 
labour force (in terms of hours). 


The deep recession of the 1990s brought still another phase in this trim- 
ming down and weeding out process. Starting in 1990, by which point it 
had risen only to its level of the end of the 1970s (when it was 30 per cent 


133 OECD, Eoswemse Survey of Germany 1990-91, Paris 1991, pp 15, 19-20; OBCD, Beomems 
Survey of Germany 1992-93, Paris 1993, p. 10. 
1% OECD, Ecomennxe Survey of Germany 1995-96, Paris 1996, p. 9. 
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below the already reduced level of 1969), the manufacturing profit rate 
fell by thres quarters by 1993. By 1995, moreover, it appears to have come 
back to no more than 50 or 60 per cent of its 1990 level.37 With manu- 
facturing profitability so depressed, the growth of manufacturing capital 
stock averaged 0.4 per cent for 1992 and 1993 (the last years for which 
data is available), while investment fell by 7.75 per cent and 23.7 per 
cent, respectively, in those years. By 1995, the level of manufacturing 
output was 10 per cent below that of 1991, and, in the intervening years, 
the manufacturing labour force had fallen by 16 per cent. 


Thar the crisis was firmly rooted in the manufacturing sector could not 
have been clearer, and was evidenced in the continuing rapid growth of 
foreign direct investment, and the relatively decent performance of 
the non-manufacturing sector. After peaking in 1992, a full 23 per cent 
above its level of 1973 and close to its level of the mid 1960s, non-manu- 
facturers’ profitability appears to have fallen only to a small degree, and 
was, by 1995, at most 11 per cent below its early 1990s levels.*39 Clearly, 
the immunity of non-manufacturing producers from international 
competition continued to leave them a breathing space that was typi- 
cally unavailable to their counterparts in manufacturing. 


Towards Recovery? 


As with the Japanese economy, the precipitous rise of the currency in early 
1995 brought the German economy to new depths, while its subsequent 
fall, largely engineered through the joint intervention:of the German, 
Japanese, and US governments, made possible a new cyclical uptum. 


Nevertheless, again as in Japan, while exports responded promptly and 
vigorously to devaluation, the economy failed dismally to respond to 
exports, and one does not have to look far to find the reason. Even as the 
manufacturing sector began to revive, the rationalization of industry and 
the relocation of production abroad continued apace, while a new invest- 
ment boom failed to materialize. “Faced with high costs at home and stiff 
competition from abroad, companies have decentralized, stepped up 
foreign investment, and adopted lean techniques’, while seeking to 
radically revise traditional collective bargaining arrangements.“4° In 
1996 alone, the manufacturing sector shed another 4 per cent of its 
workforce (in terms of hours), and, largely as a result of the continued 
shrinking of manufacturing, unemployment in West Germany in 1997, 
rose close to 10 per cent, a postwar record. Put simply, the manu- 
facturing sector, even more than previously, could not get the economy 
turning over because, with productivity rising largely through labour- 
shedding and speedup, investment failing to take off, and wages 
growing very slowly, it could not generate much in the way either of 


"37 Ibid., p 15, Figure 6. 

138 Foreign direct investment averaged DM25- 30 billion per year between 1991 and 1994, 
then leapt to Dm50 billion in 1995. Norman, ‘Savage German Shakeout’ 

13 ORCD, Economic Survey of Germany 1996, p 15, Figure 6 “Low Deurschmack import 
prices reduced the scope for price tocresses by domestic competitocs to foreign exporters 

Thaw eea eE oere bad been EE pep Deo a te pashan a tities ae 
able and noo-tradable goods sectors.” (p 9) 

“© P. Norman and G. Bowley, “Turmoil and Paralysis’, Fraeacsal Temes, 29 May 1997 
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investment demand or consumer demand for the rest of the economy. 
Nor would a German government—more convinced than ever that the 
market had to be allowed to work freely to bring down German costs— 
step in, especially as the need for greater austerity and monetary 
tightening to prepere the way for European monetary unification became 
ever more pressing. To note that, in 1996, average hourly wages for 
German production workers stood at $31.87, compared to $17.74 for 
their counterparts in the US, gives a crude idea of what German manufac- 
turing was up against. In any case, while the prospects for German 
manufacturing seemed to steadily improve as the process of slimming 
continued, the same could not be said for the German economy as a 
whole. The German economy, in short, was still in the process of 
adjusting to, and resolving, a problem of system-wide international 
over-capacity and over-production in manufacturing that remained, even 
after a quarter of a century, to be fully transcended. 
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CHAPTER FIVE 
PROFITABILITY REGAINED? 


Since the victories of Reaganism-Thatcherism at the end of the 19708, cap- 
ital has greatly deepened its domination, especially in the us. Wage 
growth has been effectively repressed. Fiscal austerity, combined with 
tight credit, has brought universal deflation. The rich have benefited from 
several rounds of tax reduction. Industry after industry has been deregu- 
lated to weaken unions which had benefited from their formerly adminis- 
tered prices. The global flow of capital has been progressively unfettered so 
that multinational corporations and banks can better scour the world to 
find the most profitable location for their activities. Finance has been 
unshackled, to create ever more baroque means to squeeze more money 
from money. The brutal stabilization programmes of the World Bank and 
the mF have been accepted as gospel. What is more, the statist regimes of 
the former Soviet Union and Eastern Europe have collapsed, and China has 
taken the capitalist road. Yet, despite all this, things are not going 
smoothly for capitalism. 


Table 17 
Declining Economic Dynamism. 
(average annual per cent change) 
1960-73 1973-79 1979-90 1990-96 

GDP 
Us 4.0 2.6 24 2.1 
Japan 9.2 35 3.9 1.6 
Germany 4.3 2.4 2.1 1.7 
G7 4.8 28 2.55 1.6 
Productivity (total economy) 
us (GoP/hour) 26 1.0 1.0 0.7 
Japan (Gor/worker) 8.2 3.0 30 1.0 
Germany (GpP/wocker) 4.0 2.7 1.5 1.85 
Real Wages (total economy) 
US (compensarson/hour) - 0.3 04 0.3 
Japan T o sete 2a eg 2.8 1.6 0.6 

Germany (compensation/employee) yy 2.5 1.0 0.9 
Capital Stock (private business economy) 
US (net) 4-0 34 3.2 2.1 
Japan (gross) 12.2 7-3 79 4-7 (1990-95) 
Germany (gross) 64 3. 30 2.7 (1990-94) 
Unemployment Rate 
us 4.8 6.7 70 6.3 
Japan 1.3 1.9 2.5 2.6 
Germany 0.8 34 6.8 76 
G7 3.1 49 6.8 6.9 


Sources: OECD, Histermal Statestxxs 1960-1995 (Pans, 1997} ‘Seatistical Annex,’ Rerepece 
Ecomeury, no 64 (1997). See also Note on Basic Sources 
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Ironically, there has been a very close correlation between the extent to 
which capital has got its way and the extent to which the performance of 
the advanced capitalist economies has deteriorated, cycle by cycle, since 
the 1960s. During the 1960s, when ostensibly over-strong labour move- 
ments, bloated welfare states, and hyper-regulating governments were at 
the height of their influence, the global economic boom reached historic 
peaks. Since then, as the neoclassical medicine has been administered in 
ever stronger doses, the economy has performed steadily less well. The 
1970s were worse than the 1960s, the 1980s worse than the 1970s, and 
1990s have been worse than the 1980s. Speaking only of results, and not 
for the moment of prospects, the long downturn has continued to defy 
capital’s remedies. 


Faced with this dismal trajectory, mainstream economics has recurred to 
1ts standard theory of last resort, but now in its purest form. For many 
years, supply-side theorists located the source of secular stagnation in a 
crisis of productivity, which they attributed to the slacking and 
resistance of undisciplined and rebellious workers, emboldened by the 
social safety net, who precipitated and perpetuated the long downturn 
by refusing to reduce the growth of their wages in line with reduced 
output per person. But, with the downturn extending into the mid 
1990s, and with only a few signs of letup, orthodox economists—-having 
little choice but to recognize how profoundly labour’s power has been 
reduced over the last two decades, and with how little positive effect on 
the economy—have implicitly relinquished their sociologized and 
politicized versions of Malthusianism, and reverted to its most classical 
rendering. The economy has not grown more vigorously, many now 
contend, simply because its technological potential has, for the most 
part, been exhausted. 


On the eve of the long downturn, in the late 1960s and early 19703, 
economic orthodoxy, still under the sway of the neoclassical-Keynesian 
synthesis, saw no reason why the postwar Golden Age of growth and pros- 
petity could not continue forever. Since the only potential problem for 
ongoing expansion was insufficient aggregate demand, and since aggre- 
gate demand could always be subsidized (and presumably reduced when 
necessary to control inflation), there was no reason to doubt that the econ- 
omy could remain perpetually dynamic. Scientists and technologists, sup- 
ported by ever greater expenditures on research and development, would 
provide an endless array of technological possibilities; capitalists, assured 
of growing markets, would adapt these discoveries to production and 
implement them at accelerated rates. As the OECD expressed the received 
wisdom ın its early 19708 report: ‘the industrial and commercial exploita- 
tion of the existing body of scientific and technical knowledge will con- 
tinue to generate increases in productivity for a long tme to come.”? 


Today, however, economic orthodoxy has changed to adopt precisely the 
opposite viewpoint. After a quarter-century marked by snail-like growth 


1 OBCD, The Growth of Oxtpat, p 166. For official confidence in Keynesian demand subs- 
dies as the solution to the economy's problems well into the 19708, see P. MacCracken et 
al, Tomera; Full Employment and Stability. Summary of a Report te the OECD by a Group of 
Independent Experts, Pars, June 1977. 
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of investment, productivity, and wages, more severe cyclical crises, 
weaker cyclical uprurns, and rocketing unemployment, mainstream 
economists cannot—any more than could their boom-tume predecessors— 
even consider the possibility that the individual profit maximizing and 
the competitive market mechanisms that drive the capitalist economy 
might themselves be responsible for secular economic problems. That 
the capitalist system might, by its very modi operandi, actually breed 
crises and long (though not permanent) downturns, as well as long 
booms, is simply not thinkable, despite the fact that crises and long 
downturns have been chronic, if not cyclical, throughout capitalism's 
history from the start of the nineteenth century. According to the newly 
purified Malchusian consensus, the economy proved dynamic in the early 
postwar period and stagnant in the later postwar period for exogenous, 
essentially technological reasons. In the early postwar period, the econ- 
omy boomed because stocks of unused technological knowledge allowed 
for preternaturally high rates of productivity growth on the part of both 
followers and leaders; but, as those stocks were used up, productivity 
growth slowed down. The long downturn has represented therefore no 
crisis of capitalism, no manifestation of underlying economic problems, 
but merely a return to the technologically-determined norm after a 
period of abnormal dynamism. The us leader initially availed itself of the 
backlog of apparently powerful techniques left unused during the Great 
Depression but, as it did so, its growth naturally slowed down.’ The fol- 
lower economies in Europe and Japan initially had available to them the 
enormous shelf of unused technology already in use in the us, but, they 
used this up to make possible their post-war booms. As they caught up, 
their growth naturally fell back to the ‘secular trend’. Indeed, as the pro- 
ponents of this standpoint conclude, ‘If seen in a broad secular perspec- 
tive, the exp/anandem... appears to be not so much the slowdown of the 
19708 as the growth spurt of the previous two decades.’ On the ostensi- 
ble premise that the US economy can now grow at a maxim annual rate 
of 2.5 per cent, the US Federal Reserve has imposed permanently tight 
money, and is literally cheered on in so doing by leading mainstream 
economists, who urge the Fed not to give in to irresponsible politicians, 
unions, and publicists demanding looser credit and state subsidies to 
demand 1n the interests of impossible-to-secure higher rates of growth.4 
We do live in the best of all possible worlds, these economists tell us, it’s 
just not as good as we hoped it would be. 


Not all elements within the political and intellectual establishment, it 
must be said, are entirely pleased by this Panglossian prognosis. More 
right-wing and less politically insulated advocates of the free market are 


7 The locus classicus for this srgument is WJ. Baumol, ‘Productivity Growth, 
and Welfare. What the Long-Run Dare Show’, The Americss Ecomemre 
Reszow, vol. borvi, December 1986, especially pp. 1081-2. It is buttressed, for instance, by 
Krugman, Paddisag Prespersty, pp. 59-63. 
3 Foc a systematic presentation of this standpoint, see N. Crafts and G. Tonsolo, ‘Postwar 
Growth: An Overview’, in Crafts and Tontolo, eds, Ecenemsr Growth is Exrepe Sias 1945. 
In ‘the perspective of secular trends in “modern economic growth” ..the period 1950-73 
wes truly exceptional . [and] the subsequent growth record cen hardly be regarded as 
unsatisfactory’ (pp. 2,25) 
4 See, foc instance, P Krugman, ‘Stay on their Backs’, The Now York Time Magarin, 4 
February 1996 
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unable to accept so restrained an endorsement capitalism. After all, the 
implementation of Thatcherism-Reaganism, given a massive ideologi- 
cal and material fillip by the fall of communism, was supposed to 
unleash entrepreneurial energies previously restrained by high taxes, 
inflexible labour markets, too large a welfare state, and too much state 
regulation of business. If, after more than two decades of wage-cutting, 
tax-cutting, reductions in the growth of social expenditure, deregula- 
tion and ‘sound finance’, the ever less fettered ‘free market’ economy is 
unable to perform half as well as in the 1960s, there might be some 
reason to question the dogma that the freer market, the better the 
economic performance. 


Unable to admit the feeble results so far achieved by close to two decades 
in the saddle of what could hardly be more profoundly pro-capitalist 
policy regimes, the publicists in charge of the Economist and the Wall 
Street Journal, as well as business economists of various political stripes, 
point to the striking advances ın science and technology that have 
undoubtedly taken place in recent decades and conclude that growth and 
productiveness just wast have been occurring at a rapid rate, especially in 
that paragon of the free market, the US economy.’ The low growth of 
measured output and thus productivity, they conclude, 1s a statistical 
artefact, resulting from the inability to properly gauge the national 
product, especially in the service sector where the growth of output is 
notoriously difficult to measure. 


The representatives of each of these standpoints, both the economists and 
the publicists, have an important point to make with respect to the 
other. But the focus of each is misplaced. Both mistake effect for cause, 
since both entirely ignore the long-term crisis of capital accumulation, 
manifested in the near-universal, radical slowdown in the growth of the 
capital stock—itself deriving from a crisis of profitability in manufactur- 
ing—-which has been at the root not only of the sharply reduced growth 
of output and of productivity, but also cyclical instability and elevated 
unemployment. 


1. The Long Downturn and the ‘Secular Trend’ 


The publicists of capitalist revival are on strong ground when they call 
into question mainstream economists’ blithe accounting for sharply 
reduced productivity growth after 1973, and for the quarter-century 
economic downturn more generally, as a return to normalcy—as the 
expression of the exhaustion of abnormally elevated postwar technologi- 
cal potentials and the reversion to a supposed ‘secular trend’. The very 
idea of a ‘normal’ growth path for capitalism, to which the economy can 
be expected to return, as if to an equilibrium, appears speculative at best, 
in light of the long periods of either strongly above average or strongly 
below average growth that have marked the whole of capitalism’s 
history, as well as the extraordinary transformations ın the conditions 
under which capitalism has developed over the last century or century 


3 See especially P Woodwall, The Hitchhikers Guide to Cybernomics’, The Ecomeasst, 28 
September 1996 
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and a half.® In view of the succession from the long boom of the years 
1850-73, to the ‘Great Depression’ of the early 1870s to the mid 1890s, 
to the prewar upturn of the later 1890s through World War 1, to the 
Great Slump of the inter-war period, to the boom of the quarter-century 
following World War 1—why should one expect a return to an ‘average’ 
between 1973 and the present? Given, moreover, the extraordinary qual- 
itative changes that have taken place in the advanced capitalist 
economies over the last century—with respect to the nacure of scientific 
and technical knowledge, the size of the agricultural and small-business 
sector, the level of demographic growth, the role and place of the state in 
the economy, the nature of firms, the degree of education of the labour 
force, and levels of expenditure on research and development (to name 
just a few important variables)\—why should we expect the economy to 
tend to anything like a constant, or ‘trend’, rate of growth? 


Far from appearing slow and stagnant, the scientific and technical 
progress of the past quarter-century gives the impression to many 
analysts as having been as rapid as before. It is not easy to determine the 
level of technological potential at any given juncture, or the rate of 
improvement in technology over any given period of time. Still, by the 
necessarily crude yardsticks by which technical change is measured, 
virtually all of the systematic studies point in the direction of the 
maintenance of past levels of improvement right through the long 
downturn, while virtually none supports the opposite conclusion. 
Continuity of technical change, but a discontinuity in the ability to 
make use of it, which has resulted from the appearance of manufacturing 
over-capacity and over-production, the resulting fall in profitability, and 
the ensuing declines in the growth of investment and aggregate demand 
would of course be congruent with the argument of this text.’ 


Most directly telling, however, against the interpretation of postwar 
boom and downturn in terms of technological potentials is that the 
actual historical path that the growth of productivity—let alone of 
investment, wages, or employment——has taken does not conform to 
what should have been expected, had productivity growth acceleration 
and deceleration been determined primarily by the appearance and 
exhaustion of technological possibilities. Had the decline in productiv- 
ity growth been primarily driven by the using up of technological poten- 
tials, one would have expected the following: first, paths of productivity 
growth on the part of both the leader and the follower economies which, 
at least in a rough and ready way, declined both continuously and rela- 
tively slowly over the long term; second, a generalized process of catch- 
up mainly located in the manufacturing sector, where the pressures to 
compete internationally in tradable goods are particularly intense; third, 
the onset of a productivity growth slowdown only as the technological 
catch-up process by the followers in relarion to the leaders approached com- 

pletion. But in neither temporal nor sectoral terms, do the postwar 


6 Crafts and Toniolo ‘see the period from 1913 to 1973 as being an exceptional one in the 
history of ‘modern economic growth’, in that it departed from the secular trend first 
(1913-45) by under- and then (1945-73) by over-perfoeming it’. ‘Posewar Growth’, p. x. 
7 See, for instance, Z. Griliches, ‘Productivity, R&D, and the Dere Constraint’, Amertcas 
Ecomencse Revtesw, vol booriv, March 1994. 


239 


trends of productivity advance conform to the predicted patterns. Nor 
did the onset of the postwar productivity growth slowdown await the 
closing of the gap between followers and leader. 


The us leader should have enjoyed its greatest productivity growth in 
the period immediately following the Great Depression or World War g, 
and seen its productiveness steadily decline thereafter. But, there 18 
virtually no correspondence between what was theoretically the technologi- 
cally driven and the actual peth of productivity growth. 


In US manufacturing, the course of productivity growth simply bore no 
relationship to the theory. Indeed, in this sector there 1s little sign chat 
technological potential actually declined over the period. Between 1938 
and 1950, when it should have been at its peak, average annual manufac- 
turing productivity growth, at 2.7 per cent, was slightly below that for 
the whole period between 1938 and 1973.8 Then, between 1950 and 
1958, it fell sharply, to under 2.0 per cent, only to accelerate dramati- 
cally in the years between 1958 and 1973, to 3.5 per cent, when it 
should have been slowing down. Nor is there evidence of an exhaustion 
of technology in the subsequent period. In the years around the two oul 
crises of the 1970s, the average annual growth of manufacturing produc- 
tivity did fall sharply. But from 1979 ıt once again accelerated markedly, 
and from that point until the present bas proceeded at better than 1ts 
average rate for the boom years—at over 3 per cent per annum. Over the 
course of the 19903, manufacturing productivity growth has been more 
vigorous than at any tıme since the early 1960s. 


The productivity trend outside of manufacturing, or for the economy as a 
whole, is as problematic as that for manufacturing from the standpoint 
of the thesis of technological exhaustion, but for the opposite reason. 
Whereas the drop-off supposedly driven by the exhaustion of technology 
is non-existent within manufacturing, outside manufacturing the 
decline is far greater than could possibly be explained by such an exhaus- 
tion. For the long period from 1938 through 1973, productivity growth 
for the private business economy, as well as for the non-manufacturing 
sector, was fairly steady, except for modest fall-offs between 1950 and 
1958 and 1965 and 1973, and averaged 2.6-2.7 per cent per annum. 
There is little evidence for much of a slowdown before 1973—especially 
once capacity utilization is taken into account. Yet, when private busi- 
ness and non-manufacturing productivity growth did fall, after 1973, 
the decline was not gentle, as in theory it should have been, but cata- 
strophic. If what lay behind the productivity growth decline after 1973 
was the using up of the exceptionally large backlog of mayor technologi- 
cal opportunities that had been left unused following the Great 
Depression, the rate of productivity growth outside of manufacturing, or 
in the private business economy as a whole, should surely have fallen no 
lower than the twentieth-ceatury historical average. But, for almost a 
quarter of a century, between 1973 and 1996, labour productivity in the 
private business economy and thar economy outside manufacturing has 


averaged, respectively, 1 per cent and 0.5 per cent, respectively. These 


$ us Department of Commerce, Historreal Statrstus of the United Stats, Washington, DC 
1970, Series D 685, p. 162. 
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Table 18 


US Productivity Growth, 1890-1996 (average annual per cent change) 


mfgr 

nmfgr 

povate business 
Gpp/hr 

mfgr TFP 

total ecomomy TEP 
pervare business TFP 


1890-1913 1913-29 29-38 3850 058 58-65 65-73 7379 79-90 90-96 


- - - 27 2.0 4.1 3.3 o4 2.9 4.2 


- - - 2.7 22 3.3 2.35 12 0.3 0.2 
- - - 2.7 2.1 3.5 2.7 LI LI 0.7 
2.2 2.4 14 2.2 2.5 3.1 2.3 1.0 LO 0.7 


- - - - 05 2.5 1.4 0.4 1.05 29 
LI i7 03 3.2 - - - — - - 
_ - - - LI 25 1.6 045 o0 0.25 


Sources. for aDP/hr before 1950 and total economy TFP. A Maddison, Dymems Forres sa Capetalist Deralspaent, Oxford 
1991, p 71, Table 3.13; For mfgr and prvate business TFP. Moltifactor Producumity Trends, 1995 and 1996’, 1n US 
Department of Labor, BLS, News, 6 May 1998 See also Note on Main Sources of Dats. Key to legend on page 265. 


rates were less than half those which prevailed in any other periods of 
comparable length since 1890——leaving aside the years of the Great 
Depression, when the productivity performance was still better than 
recently.’ Obviously, the productivity growth decline thar has taken 
place between 1973 and 1996, for the whole economy, as well as that 
outside of manufacturing, has been anything but a ‘return to trend’. 


The follower economies diverged as sharply from the predicted pattern as 
did the us leader. These economies should, according to the theory, have 
bad the greatest potential for catch-up at the start of the period, and seen it 
decline thereafter. But, in the G-7 economies outside the us, taken both in 
aggregate and individually, productivity growth, far from pursuing a rela- 
tively continuous downward path as technological potentials were used 
up, actually accelerated during the 1960s compared to the 1950s and, nei- 
ther in manufacturing nor in the private business economy, slowed down, 
in any clear way, before 1973. When the productivity growth decline 
occurred, moreover, it took place not in relatively continuous fashion, but 
drastically and all at once, falling by at least half in the years 1973-79, 
compared to the years 1960-73 It did so, moreover, in all of the follower 
advanced capitalist countries at almost exactly the same point in time. It 1s 
very difficult to see how a process of using up technological potential could 
bave brought about a pattern of sharp, discontinuous, and universal fall ın 
productivity growth such as that which occurred after 1973. 


Nor does the sectoral partern of productivity decline among the follow- 
ers conform to the exhaustion of technology thesis any better than the 
temporal pattern. According to the theory, the force that theoretically 
drives catch-up—the pressure imposed by competition upon the follow- 


? For the period before 1938, sce A Maddison, Dysem: Forces m Capitalist Development, 
Oxford 1991, p. 71; A. Maddison, Meniterrag the World Ecomenry 1820-92, OECD, Paris 
1995, Pp 41. Between 1973 and 1992, total factor productivity in total economy bas crept 
Up at an average annual rare of 0.18 per cent, compared to 1 72 per cent between 1950 and 
1973 and 1.50 per cent between 1913 and 1950 (p. 42). 
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ers to emulate the leader's technology—is mainly applicable to the 
manufacturing sector, constituted mostly by tradables, and not really to 
non-manufacturing, relatively untouched as it is by snternational trade 
and competition. But, against the expectations of the theory, catch-up 
bas gone significantly less far in the manufacturing sector. In manufac- 
turing, in the period of the long downturn since 1973, the drive to catch 
up has been slow and patchy at best; this is because us manufacturing 
productivity growth since 1979 has actually been as fast or faster than thar 
of Germany, France, and Canade, though somewhar slower than that of 
Japan, Italy, and the UK. In contrast, in the pnvate business economy as a 
whole, the closing of the gap has continued apace between 1973 and the 
present, as the G-7 follower economies have continued to maintain their 
superiority in their productivity growth mates over that of the us much 
better outside of than within manufacturing sector. In fact, by 1992, in 
terms of output per hour for the whole economy, West Germany, France, 
and Canada had actually surpessed the us, and the us ranked only ninth in 
the world.?° 


Table 19 
Labour Productivity Growth of G-7 Economies Excluding the US 
(average annual per cent change) 


1951-58 1958-66 1966-73 1973-79 
private business 3.6 5.1 5.2 2.3 
manufacturing 34 5.7 62 3.5 


Nevertheless, one should be wary of attributing this closing of the gap 
outside of manufacturing to any great vitality of the catch-up process during 
the period of the long downtum, since the followers have caught up to the 
US in this sector in spite of the sherp slowdown in their own rates of non-man- 
ufactuting productivity growth from 1973, and only because non-manufac- 
turing productivity in the Us in this era has barely grown at all. Had us 
productivity growth achieved even its average rate between 1890 and 1973, 
catch-up outside of manufacturing in the period since 1973 would have 
been, for the most part, non-existent." 


Finally—and perhaps most disconfirming of the thesis that the exhaustion 
of the opportunities for catch-up can explain the decline in productivity 
gtowth—the deep, discontinuous, and simultaneous drop-off in produc- 
tivity growth that took place after 1973 occurred at a point when produc- 
tivity levels in the G-7 economies (aside from Canada) were still only 45-55 


TONLER. Crafts, “Economic Growth in Bast Asia and Western Europe Since r950: 
Imphorons for Living Standards’, National Lastrtute Ecomomesc Reetew, no. 4, October 
1997, p. 81, Table 6. 

11 Average annual growth of GDP per hour worked in the us between 1890 and 1973 was 
24 per cent Between 1973 and 1987 it was 2 6 per cent in Germany, 3.5 per cent in 
Japan, 2 3 per cent in the UK, 2.6 per cent ın Italy, 3 2 per cent ın France, and 1.8 per cent 
in Canada. S.N Broadberry, ‘Convergence. What the Histoncal Record Shows’, ın B van 
Ark and N. Crafts, eds, Quantitatrwe Aspects of Pest-War Harepeca Groth, Cambridge 1996, 
p 330, Table 8.1 
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per cent of the us level in manufacturing and 55-70 per cent of the us level 
in the economy as a whole.” It encompassed, moreover, the US leader and 
the G-7 followers, and did so at precisely the same time and more or less to 
the same degree. It is impossible to see how the exhaustion of opportunities 
for closing of the gap could have brought about such a pattern. 


The idea that productivity growth should be understood as taking place 
primarily by way of followers’ adoption of the leaders’ technology, and 
leaders’ ever slower pushing back of the technological frontier is so 
schematic as to be positively misleading. Over the long period between 
1890 and 1950, the us actually ecexded its lead over virtually all 
followers." By the same token, in the postwar half century, Japanese 
manufacturing productivity has not just caught up, but forged ahead of 
that of the us in many key lines of production. By 1992, according to 
McKinsey Associates, Japenese manufacturing productivity surpassed 
that of the us in five of the nine industries studied (steel, automotive 
parts, metal working, cars, consumer electronics), was ahead by at least 
50 per cent in metal-working and steel, and was approximately equal in 
two others (computers, and soap and detergent). On the other hand, in 
the two industries studied in which Japan lagged behind, indeed very far 
behind, the us (food and beer), the explanation clearly had nothing to do 
with technological potentials and everything to do with economic regu- 
lations and protection that allowed, even encouraged, those industries to 
avoid adopting readily available lebour-saving techniques.™ 


The notion that there is a given armoury of technology, which the leader 
is best at improving, but which the followers can draw on to increase 
productivity more rapidly than the leader can through innovation, is too 
simple to grasp the actual processes of technical change. In the first 
place, levels of expenditure on research and development and on human 
capital (including the education of technicians or engineers, skilled 
workers, and unskilled workers), will certainly have a significant effect 
on technological advance, and thus productivity growth, yet these can be 
quite independent from technological leadership or followership. In 
addition, technological advance usually takes place in the course of capi- 
tal accumulation itself through learning by doing, economies of scale, 
and so forth. Technical advances achieved in the process of production 
will, moreover, often stimulate breakthroughs in the laboratory, as well 
as vice versa. It follows that the speedup of economic growth, made pos- 
sible by rapid capital accumulation, żżself tends to lead to the acreleration 
of economic growth by increasing the speed of technical advance which 
in turn leads to the speedup of productivity growth, making it possible 
for the leader to stay ahead or the follower to leap ahead. 


The point is obviously not to challenge the proposition that, all else 
being equal, a greater availability of unused technology will allow for 


™ Broadberry, ‘Convergence’, pp. 336-7, Tables 8.3 and 8.4, Hulten, ‘From Productivity 
Slowdown to New Investment Opportunites’, in H. Siebert, ed., Capetel Flows sa the 
World Ecouomy, Tubingen 1991, p. 68 

13 From 1870 to 1950, 13 of the [16] advanced capitalist countries which Baumol eram- 
ined [to demonstrate catch-up and convergence after 1950] were falling behind us pro- 


™4 McKinsey Global Institute, Mesafacterrag Preductrecty, Washington, DC, October 1993 
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faster growth. It is rather, to point to the need, in explaining the postwar 
growth process, to expand the focus beyond the degree of unused 
technology to include the economy’s capacity to adopt what technology 
exists aod, in particular, its cepartty to create new technology, as well as to 
maintain cognizance of the idea thar technological advance may be as 
much a function of economic growth—and thus the (not-immediately- 
technological) conditions making for growth—as vice versa. 


Catch-up was thus certainly critical in explaining the accelerated growth 
of the period of the boom between 1950 and 1973. But it could assume 
such a central role only because of certain, historically quite specific, 
conditions which came to prevail in the postwar epoch: first, the 
dramatic increase in the capacities for capital accumulation and technical 
change accrued by the European and Japanese economies as a result of 
the internal socio-economic, political, and institutional transformations 
that took place in these economies in the wake of World War 0; second, 
the corresponding reduction in the capacity for capital accumulation and 
technical advance which affected the Us economy, not only as a result of 
domestic socio-economic and institutional developments, but especially 
the stepped-up orientation to international investment of its leading 
manufacturers and financiers; and third, the dramatic reduction in barri- 
ers to the free flow of goods and investment. Catch-up did not, moreover, 
work by itself to power accelerated productivity growth; it was heavily 
supplemented by large-scale, ‘indigenous’ technological improvements 
in the follower economies themselves, advances which emerged from 
learning-by-doing which was a by-product of their unusually high levels 
of investment in new plant and equipment. In line after line—textiles, 
cars, steel, consumer electronics, machinery and so on—the followers did 
not, then, just match the state of the art established in the us, they sur- 
passed it by introducing major technological advances of their own. 


As to the period of the long downturn from 1973 to the present, the 
exhaustion of opportunities for catching up is incapable of explaining 
the productivity decline, let alone the long downturn itself, because, as 
emphasized, the pattern of sudden, sharp, universal, and simultaneous 
productivity growth drop-off during the years 1973-79, which followed 
upon an extended period of quite high, universal, and steady productiv- 
ity growth increase, simply cannot be explained in terms of the exhaus- 
tion of backlogs of technological opportunities—especially since so 
much of that backlog was still available and unused in the follower 
economies when the productivity growth decline began. 


That pattern és, however, explicable in terms of the reduction in the 
advanced capitalist economies’ capacity to realize and develop their 
technological potentials, which resulted, as I have argued, from the 
sudden, sharp, universal, and simultaneous falls in growth of the capital 
stock, especially in manufacturing, that took place across the advanced 
capitalist world. The reduction of capital accumulation was a function of 
the decline in the rate of profit, especially in manufacturing, that took 
place between 1965 and 1973——and also between 1973 and 1982—in 
all of the advanced capitalist economies, taken individually and in aggre- 
gate. Sharply reduced manufacturing profitability and investment 
growth brought about sharply increased instability, manifested in three 
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recessions more serious than any that had occurred between 1950 and 
1973, as well as unemployment at Great Depression levels (outside the 
us). It is impossible to see how a reduction in technological potential 
could have occurred in such a sharp and discontinuous way as to have 
accounted for such developments. But, the sharply reduced growth of 
investment—as well as the increased instability, decreased capacity 
utilization, and elevated unemployment that accompanied that reduced 
growth of investrment—must surely account for a great part of the 
productivity drop-off, as must also (in the us at least) the growing use of 
labour relative to capital in production that followed from the repression 
of wage growth that was itself the direct, immediate response to the fall 
in profitability. An exhaustion of opportunities for catch-up cannot 
account for the seculer decline of productivity growth, let alone the long 
downturn; but the long downturn is itself largely responsible for the 
secular decline in productivity growth. By the same token, were the 
conditions that have held profitability down and thar precipitated the 
long downturn to be transcended, the economy would find no overriding 
technological barriers to very substantially raising investment, and on 
that basis, productivity growth and economic dynamism. 


u. A Long Upturn? 


While the long downturn is inexplicable in terms of the exhaustion of 
technological opportunities, its great length, specifically its extension 
through the middle of the 1990s, certainly does cry out for further 
explanation. After all, the processes of wage repression resulting from 
the success of capital in class conflict, and of the destruction of capital 
resulting from the sharpening of intercapitalist competition, have been 
proceeding for quite a long time, with a good deal of intensity, especially 
in the us, but also, recently, in Germany and Japan. Why have these 
processes failed to bring about the reduction of production costs 
sufficiently to restore the rate of profit, particularly in manufacturing, 

and found a new boom? To this question, a broad range of commentators 
in the business press, the mass media, and multifarious journals of 
opinion have been saying, in effect, that in fact they beve—that the 
international economy has entered an era of ‘turbo-charged capitalism’ 
and that the performance of the US economy in perticular, going back at 
least to the start of the 1990s, if not the 1980s, and most especially in the 
last few years, manifests an economic revolution that has opened up a 
‘new era.’ Even the normally cautious head of the us Federal Reserve, 
Alan Greenspan, has allowed that the US economy just might be going 
through a ‘once in a lifetime’ spurt in productiveness. Have we finally 
transcended the long downturn and entered a new secular boom? And, 1f 
not, why not? 


I1. A New Age of US Growth and Hegemony? 


Although the view that the US economy has entered a ‘new age’ has 
become something of a commonplace, the emprrical foundations for this 
claim are, as has been emphasized, remarkably hard to find in the basic 
macroeconomic data for the cyclical upturn of the 1990s. What, then, 
has been behind the view’s increasing acceptance? 
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The fundamental, intuitive basis for the idea that a new economic epoch 
has arrived, requiring a ‘new paradigm’ to understand it, is unques- 
tionably the spectacular performance of the stock market. Between the 
second half of 1989—when ıt recovered its level on the eve of the crash of 
October 1987——and October 1997, the stock market tripled ın value. 
From the end of 1994 through October 1997, it somewhat more than 
doubled. In the two years ending April 1998, it rose by 6o per cent. 
Between the cyclical trough of March 1991 and July 1996, the financial 
net worth of the us public mushroomed by over $5.5 trillion, the equiv- 
alent of the total amount of new saving which American households had 
accumulated over the previous twenty-five years." Such spectacular 
gains, it is widely assumed, just must be indicative of a positive transfor- 
mation of the real economy. 


Yet it should be obvious that, in itself, the performance of the stock 
market in the short and even medium run 1s at best a gross indicator of 
the performance of the underlying economy. As recently as 1991, a boom 
in the Japanese stock market of roughly the same order of magnitude— 
which accompanied, moreover, a half-decade or so of economic growth 
that was rather more impressive than that which the us has recently 
experienced—issued, unceremoniously, in deep recession. True, the 
analogy with Japan 1s, in fundamental respects, off the mark, since the us 
ecopomy’s upturn in the 19908 has brought significantly greater gains in 
profitability than did Japan’s of the second half of the 1980s. Sul, there 
can be little doubt ther the bull run of the 1990s has far out-distanced 
any parallel gains in the underlying economy. 


By spring 1998, the ratio between stock prices and earnings had soared 
into the high 20s, well above its pre-crash level in October 1987, more 
than double its average of 13.7 between 1871 and 1992, and an all-time 
high. The so-called “Tobin’s Q’, which measures the ratio of companies’ 
stock market value to their net assets at current cost of replacement was, 
at 130 per cent of underlying corporate net worth, higher than at any 
time since 1920, double its long-run average, and about three times 
higher than a decade ago. There are two possible responses to these fig- 
ures. One is to believe that the US economy has entered a ‘new era’. The 
other is to conclude that the stock market has overshot the recovery of 
the economy. It is true, that the profit picture has improved significantly 
for US firms in recent years—between 1989 and 1997, corporate profits 
increased by about 82 per cent and the corporate rare of profit by 27.8 
per cent. Yet such gains in profitability cannot justify the tripling in 
stock prices that took place in the same period, and gains in actual eco- 
nomic performance over the 1990s that parallel the gains in profitability 
are, as emphasized, hard to locate. 


The main direct argument for the notion thar there has been a qualitative 
improvement in US economic performance is that the fundamental 
macroeconomic statistical series denying the reality of such a qualitative 
improvement—namely, that for the growth of output and thus 
productivity in the private business economy—is fatally flawed. us 


"IM. Wolf, ‘On a Wing aod a Prayer’, Fimemcsal! Times, 17 September 1996, M. Wolf, 
1929 and All That’, Femewcsal Temes, 7 October 1997. 
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productivity growth, it is argued, has undergone a productivity ex- 
plosion, but the statistical evidence documenting this explosion has 
eluded the data gatherers because it has occurred in new lines within the 
service sector, where the growth of output is difficult or impossible to 
measure. The fact remains that, while some gains in productivity outside 
manufacturing over the past quarter-century or so may well have gone 
unregistered in the official statistics, it appears to be statistically impossible 
that even their full incorporation in the data could much alter the official 
picture. The point is that those who argue that productivity growth 
outside manufacturing has gone so under-recorded as to account for the 
recorded (but in their view non-existent) productivity crisis cannot 
explain how productivity growth outside manufacturing could possibly 
have been so much more under-recorded in the quarter-century following 
1973 than in the quarter-century before as to have determined the enor- 
mous fall-off that occurred between these two periods. The reason that 
they cannot is that the sacrease in size of the sectors where productivity 
growth is plausibly under-recorded was far too small to have accounted 
for more than a fraction of the henge for the worse in aggregate productiv- 
ity growth that took place, even on the most generous assumptions 
about the degree of under-recording that took place. 


According, then, to Zvi Griliches, a leading contemporary student of US 
productivity growth, the ‘unmeasurable sector’ of the economy—where 
productivity growth either cannot be properly gauged or is at least subject 
to legitimate doubt—could very well include all of the service sector (aside 
from the transportation and utilities industries, which are tolerably well- 
measured) plus the construction industry. By this definition, the output of 
perhaps half of the private business economy was measurable with a good 
degree of confidence in the immediate postwar period, whereas the fraction 
today may be under one-third.'® Still, as D.E. Sichel has pointed out, the 
growth of this ‘unmeasurable sector’ was limited to just 5.6 per cent for the 
years 1973-79 as against 1950-72 and another 3.8 per cent for the years 
1980-90 compared to the years 1973-79. For this reason, even if the 
emoxat of unmeasured productivity growth that took place in the ‘unmea- 
surable sectors’ is assumed to have been (an extreme maximum) of 2.4 per 
cent for the years 1973-g0—so that productivity growth in the ‘unmea- 
surable sector’ averaged 3.4 per cent, rather than the 1.0 per cent that was 
recorded—only a fairly trivial 0.23 per cent of the total productivity 
growth drop-off of 1.5-2 per cent that took place in the years 1973-90 from 
the years 1950-73 would be accounted for.” The point, again, is that the 
only unrecorded productivity growth relevant to the explanation of the 
change for the worse in measured productivity growth that took place after 
1973 occurred in the addition to the ‘unmeasurable sector that was made 
after that date; this is because all other unmeasured productivity growth, 
whatever its estimated size, would presumably apply equally to, and thus 
raise the productivity growth totals equally for, the periods both before 
and after 1973.'%8 


16 Griliches, Productivity, R&D and the Data Constraint’. 

DE. Sichel, The Producuvity Slowdown. Is a Growing Unmessumble Sector the 

Calpnt?’, The Brookings Institution, unpublished manuscript, November 1995 

18 It should be noted that if to rake account of hypothetically unmeasured producuvity 

growth that cook place in the years 1948-73, one were to sccept an upward adjustment of 
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To reach the same conclusion another way: even on the extreme assump- 
tions, first, that, before 1973, all of the non-manufacturing labour pro- 
ductivity growth that occurred was perfectly recorded and, second, thar 
after 1973, 50 per cent of the non-manufacturing productivity growth 
that actually took place went unrecorded, the average annual rate of us 
labour productivity growth outside manufacturing from 1973 to the 
present, at 0.75 per cent rather than 0.5 per cent as recorded, would still 
have been less than one-third its level of something over 2.5 per cent for 
the period 1968-73, and still at record lows.'9 


In fact, much reduced productivity growth outside of manufacturing is 
just what was to be expected, given the greatly reduced rate at which 
workers have been equipped with new plant and equipment over the 
course of the long downturn, especially since the start of the 1980s. 
Between 1982 and 1996, labour productivity in non-manufacturing 
grew at the feeble average annual pace of 0.5 per cent. But this was 
hardly surprising since in these days the non-manufacturing net capital- 
labour ratio grew at an average annual rate of 0.3 per cent, Between 1950 
and 1973, when non-manufacturing labour productivity was growing at 
an average annual rate of 2.6 per cent, the net capital-labour ratio grew at 
an average annual rate of 2.0 per cent. 


Those who believe productivity growth has been greatly under-measured 
in recent years might point out, in response, that investment in 
computer and peripheral equipment, as well as other sorts of informa- 
tion-processing technology has been growing extremely rapidly, and 
might therefore suggest that under-measurement of its contribution 
may account for a significant part of ostensibly unmeasured productivity 
growth. The capital stock of computers and peripheral equipment 
increased at the phenomenal average annual rare of 30 per cent between 
1975 and 1985, and near 20 per cent between 1985 and 1993. The fact 
remauns that, even by 1993, the share of computer and peripheral equip- 
ment in net capital stock was just 2 per cent. This was more than triple 
its level of 1975, but, even granting huge productive powers to comput- 
ers, clearly too small to make much of a dent in aggregate private busi- 
ness productivity.7° 


Beyond unjustifiable deductions from the stock market boom and 
unsubstantiated claims about unmeasured productivity growth and the 
impact of computers, it is the combination of low rates of price increase 
and low unemployment that has been most vaunted as indicative of the 
emergence of a so-called ‘new paradigm’. In recent years, the average 
annual increase of the consumer price index, at under 3 per cent, has 


the rate of productivity growth that was symmetrical with one for the years 1973 to the 
present sufficient to significantly rarse the rate of productrvity growth and thus output 
growth for those years, it would have the effect of lowenng levels of productivity and out- 
put in 1948 far below the lowest levels thar could possibly bave obtained. It would, for 
example, suggest very implausible levels of poverty 

19 Robert J Gordon suggests that at most one-third of post-1973 productivity growth 1s 
unmeasured ‘Comments and Discussion’, in Breskengs Papers on Econom Actevrty, 00. 2, 
1994, P 327. 

= S.D Oliner and DE Sichel, ‘Computers and Output Growth Revisited How Big 1s the 
Puzle? , Brookengs Papers om Econom Actrvety, DO. 2, 1994, pp. 276, 279. 
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fallen to levels not seen since the mid 1960s, while unemployment has 
fallen below 5 per cent for the first time since 1970. Had all else been 
equal, these might have been significant achievements. As it is, they are 
hardly a cause for celebration, for the casts of their achievement far 
outweigh the gains that they represent for the great majority of the 
working population. 


It should be noted first chat even contemporary economic orthodoxy has 
failed to establish thar inflation rates of up to 8 per cent have axy 
negative impact on the economy’s vitality. As even the Intemational 
Monetary Fund has been obliged to admit, there is no evidence that 
reducing inflation below 8 per cent yields any gains whatsoever in terms 
of growth or living standards.?' For this reason, there are strong grounds 
for believing that the grand crusade to control inflation, while very 
costly to most people, has had little positive effect, except, of course, for 
the owners of capital. 


The low rates of inflation and unemployment of the recent period are 
unremarkable, for they are the direct result of the extraordinarily slow 
growth of both demand and wage costs. The slow growth of aggregate 
demand is evident in the slow growth of GDP. Following the recession of 
1990, the US economy experienced ‘the most sluggish recovery in 
modern times’.? Even by the end of 1996, the average annual rate of 
growth for the six years of cyclical upturn from 1990 through 1996 was 
2 per cent (2.4 per cent in 1996). Nor is the slow growth of aggregate 
demand a mystery; it is the direct expression of the slow growth of 
investment demand, arising from low profit rates and secularly high real 
interest rates, the stagnation of consumer demand resulting from the 
long-term stagnation of wages, and the collapse of governmental 
demand stemming from the sharp turn to budget belancing in the 
1990s. 


If the growth of demand pulling up prices has been muted, the growth of 
costs pushing up prices, especially as represented by the growth of 
wages, has been all but non-existent. Between 1990 and 1996, the 
average annual growth of the real wage in the business economy was one- 
fifth of 1 per cent. By the end of 1996, as one consequence, median 
income for a family of four was still 3 per cent below its level of 1989 and 
just 1.6 per cent above the level of 1973.73 It is true that such very low 
wage growth as has prevailed throughout the 1990s has not always been 
compatible with the relatively low cates of unemployment that have 
recently been achieved. But it can hardly be surprising in light of recent 
economic history. It is not only thar workers’ organizations have been 
profoundly weakened under the decades-long assault of employers. It is 
also that conditions in the labour market itself, specifically high levels of 
job insecurity and intensified competition for falling numbers of decent 
jobs, have powerfully and directly depressed wage aspirations. While the 


™ par, World Ecomearx: Oxtlook, October 1996, pp 120-1 See also M Serel, ‘Non-Linear 
Effects of Inflation on Economic Growth’, IMF Staff Papers, vol. xitii, March 1996. 
z Bastwess Weak, 14 July 1997. 
a3 Fiore and Brownstein, ‘All But the Poor Got Recher in 96’ Las Amgwes Times, 30 
September 1997. 
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proportion of jobless has been low, the proportion of those laid off has 
been extremely high. In the 1990s, the share of workers losing jobs (held 
a year or longer) jumped significantly, to 15 per cent for the three years 
ending 1995. This rate of job loss was higher than at any other time since 
the Bureau of Labor Statistics began gathering deta on job loss in 
1981—including the recession years of the early 19808 and early 
1990s—and is especially significant in light of the fact that displaced 
employees who find new jobs earn on average 14 per cent less in their 
new posts. Nor has the pace of downsizing shown any sign of slowing 
down.*4 


Similarly, while the size of the unemployed population putting 
downward pressure on wages hes been relatively small, the size of the 
employed population putting downward pressure on wages bas been very 
great. The rise of a low-wage economy has been a central theme of this 
text, and it bas been noted that over half of the labour force experienced 
wage declines of between 8 per cent and 12 per cent during the period 
between 1979 and the present. One of the manifestations of this trend is 
that, today, ‘nearly a third of all workers are stuck in lower-skilled jobs 
paying less than $15,000 a year. So employers can find plenty of eager 
applicants willing to jump ship and trade up to fill well-paying jobs en 
don’t require a college degree—a category that...covers 

of all jobs.” Put another way, at least a third of the employed ibe 
force, though actually holding jobs, constitute a huge ‘surplus army of 
employed’, functioning along with the unemployed to place powerful 
downward pressure on wages. 


The us government, along with those of all the other advanced capitalist 
countries, has, of course, for almost two decades, made the reduction of 
price, and especially wage, increases the supreme goal of policy, and has 
consciously and intentionally traded off economic growth and the living 
standards of the vast majority for reduced inflation to accomplish it. But 
just how modest has been its achievement can be grasped when the 
1990s numbers on unemployment and the rise of prices are juxtaposed 
to the corresponding figures for the growth of output and of wages, and 
then compared with their counterparts for the years 1950-65. 


Table 20 
‘The Cost of Controlling Inflation inthe US: 


Comparing 1950-65 to 1990-97 (average annual per cent change) 


Consumer Unemployment GDP Real Hourly Wages 


Price Index Rate 
1990-97 3.0 6.2 ' 28 0.5 
1950-65 18 5.0 4.0 3.1 


Sources: see Note on Main Sources of Data 


M ASG. Koretz summed up hus report on the most recently reported data on job loss early 
in 1997,‘ ..the downsizing trend continues unabated.’ “The Downside of Downsizing’, 
Basins Wook, 4 Apnl 1997 

5 For the marena! in this paragraph, and much else of interest on current economic condi- 
tons, see A. Bernstein, ‘Sharing Prosperity’, Barmes Wank, 1 Sepcember 1997. 

250 


The fact remains, however, that, in terms of itt own rason d'êrs, the 
unending campein against ‘inflation’ has been an unmitigated success. 


The control of inflation has been manna from heaven—or perhaps, more 
precisely, from the Federal Reserve—for the leading capitalist incerests 
in today’s economy. The benefit for the ‘finance industry’ in particular 
has been enormous, its loans retaining virtually all their nominal worth 
and the flow of its investments to the stock market eased by stable inter- 
est rates. Still, the overriding significance for capital of the misleadingly 
termed ‘fight against inflation’ is to be found in the repression of wage 
growth; it is only the stagnation of wages that has made possible the con- 
tinued making of profits in a privare business economy (outside of manu- 
facturing) which has been unable to raise average annual productivity 
growth much above one-half of 1 per cent a year during the period from 
1990 through 1996—or in fact over a quarter of a century. Most indica- 
tive of the real condition of the Us economy, then, has not been its ability 
to control prices, but its dependence on controlling the price of labour, 
its incapacity to accommodate virtually any real wage growth. Alan 
Greenspan made clear how much confidence he has in the view that the 
US economy has entered a new era when in October 1997, in the wake of 
little more than a year of 3-4 per cent growth of GDP, he warned that he 
might soon have to raise interest rates. This was not, as he made explicit, 
to keep down the growth of prices, which had in fact been decreasing, 
bur to control the increase in wages. Greenspan admitted that there was 
still ‘little evidence of wage acceleration’.** What he failed, however, to 
point out was that the real wage in the business economy had succeeded 
in reaching its level of 1988, and that in the manufacturing sector its 
level of 1986, only by the middle of 1997.7” 


2. A New Global Boom? 


It is, however, one thing to demonstrate that actual Us economic perfor- 
mance during the 1990s has shown little sign of a decisive economic 
turnaround; it is quite another to demonstrate that a new secular boom is 
off the agenda. From the standpoint of this text, the fundamental 
condition for a definitive transcendence of the long downturn is the 
overcoming of the secular problem of manufacturing over-capacity and 
over-production, as manifested in a system-wide recovery of profitability. 
Has such a recovery occurred, or is ıt on the offing? 


The decade of the 1990s has been mostly one of crisis for both the 
Japanese and German economies, with the rate of profit in their private 
business sectors falling by mid-decade below their levels at the end of the 


26 In Greenspan's words, '. -the performance of the labor markets this year suggests that 


appears unlikely—the 
and the expansion of potential labor supply of recent years must erode the current state of 
inflation quiescence ’ "Excerpts From Fed Chief's Starement’, New York Trees, 10 Septem- 
ber 1997. 
*7 The BL8’s indices of real hourly campensetion in the business economy and manufactur- 
ing stood, respectively, at 99 1 in 1988 and 100 6 in 1986, and 99.7 and 100.8, respec- 
uvely, in early to mid 1997. 
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1980s, largely due to steep declines of profitability in their manu- 
facturing sectors. For these one-time economic muracles, recoveries in 
profitability required for the restoration of their former dynamism 
would require major turnarounds. 


In the US, in sharp contrast, profitability Aas rebounded significantly. 
Despite the weakness of the cyclical upturn, the rate of profit in the pri- 
vate business sector has increased steadily over the course of the 1990s. 
By 1996, ıt had, for the first time since the start of the long downturn, 
decisively surpassed its level of 1973, achieving its level of 1969, 20-25 
per cent below its boom time peeks. By 1997, it had almost certainly 
come back even further, for in that year, profitability in the corporate 
sector (for which the most recent data is available) had returned to 
within 15 per cent of its 1960s highs.” Making this recovery possible _ 
was, in part, the resiliency of the non-manufacturing sector, where prof- 
itability had never fallen all that greatly, had made significant recoveries 
in both the late 1970s and the early to mid 1980s, and had risen over the 
course of the 1990s above its 1969 level, to within 15-20 per cent of its 
heights in the boom. But the truly dynamic element was obviously the 
manufacturing sector: rising by 25 per cent above its average for the 
second half of the 1980s, 100 per cent above the terrible lows of the early 
1980s, end about a third above the levels registered at the end of the 
Keynesian 1970s, the manufacturing profit rate managed by 1995 and 
1996 to exceed its level of 1973 for the first tıme and to come to within 
about 30 per cent of its level ac the peak of the boom. 


The practical significance of this recovery was considerably amplified by 
corporations’ success during the 1990s, first, in reversing the trend of 
the 1980s toward the accumulation of debt and, second, in exploiting 
the tax breaks that they had secured with the massive shift in political 
power in favour of capital that had taken place since the 1960s. Net 
interest payments had taken 35 per cent of manufacturing corporate 
profits between 1982 and 1992, up from just 15 per cent between 1973 
and 1979. But they consumed only 17 per cent of corporate profits 
between 1992 and 1996. Between 1965 and 1973, after-tax profitability 
in corporate manufacturing fell 41.6 per cent to set off the long down- 
turn, a couple of points sere than pre-tax profitability had fallen in the 
same period. But by 1996, whereas the recovery of pre-tax profitability ~ 
had left it still 30 per cent short of its boom-time peaks of 1965-66, that 
of after-tax profitability, left ıt only 16 per cent below that high point. 


Very recent positive developments in the US economy, notably in its 
manufacturing sector, have not only reflected the rise in profitability, 
but have helped to carry it further. Above all, year-on-year increases in 
investment in new plant and equipment, which were almost non- 
existent between 1985 and 1992, have suddenly become very large 
indeed, averaging approximately 10 per cent between 1993 and 1997 
in both the private business economy and in manufacturing.?9 This 


*8 The corporate sector 1s constituted, roughly, by the privare business economy, minus ¢ 
owner Operators 

3 Though these are not yet large enough to bang ebour 2 decistve increase in che mre of 
growth of the capetal stock 
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new and rapid investment growth had a positive impact on already 
rising manufacturing productivity growth, which averaged a spectacu- 
lar 5.5 per cent between 1993 and 1996, contributing centrally to the 
parallel rise in the manufacturing profit share, and thereby the manu- 
facturing profitability revival. Moreover, coming on top of a decade- 
long fall of the dollar against the mark and yen, the acceleration of 
manufacturing productivity growth, in combination with still-stag- 
nant wages, made it possible for manufacturing exports to rise sharply 
by 11 per cent between 1993 and 1997, thereby enhancing the growth 
of manufacturing output, feeding back into the revival of profit- 
ability, and making for a virtuous cycle of the sort last seen in the early 
1960s. Outside manufacturing, there is still little sign of a break from 
the long-term stagnation of productivity. Nevertheless, the profit- 
ability rise that has taken place there has made for an even greater 
increase in investment growth than in manufacturing, and brought 
about a major increase in the growth of output. Indeed, in 1997, the US 
economy finally achieved—for the first time during its supposedly 
miraculous recovery—a true boom year, securing outstanding gains in 
just about every significant variable: GDP, investment, productivity, 
wages, and employment. 


The ultimate issue of course is whether the economy can sustain its 
momentum. This amounts to the question of whether or not it can 
extend and consolidate its recovery of profitability by continuing to 
ward off or counteract both upward pressures on costs resulting from ris- 
ing wage growth (or falling productivity growth) at home, and down- 
ward pressures on prices, resulting from intensifying competition from 
its leading international rivals. This question takes on special urgency in 
light of the fact that the Us recovery was built precisely upon historically 
unprecedented wage repression and dollar devaluation. 


In 1997, for the first tıme in five years, real compensation rose notice- 
ably, by 1.5 per cent, and was growing much faster than thart in the sec- 
ond half of 1997 and the first half of 1998. Clearly, ever lower rates of 
unemployment, and recent rapid growth, have finally begun to hit 
home. Even now, however, the pressures militating against the disruptive 
growth of wages are extraordinarily powerful, and provide perhaps the 
strongest basis for believing that the ongoing US revival can continue. 
Even in 1997, the growth of unit labour costs for the private business 
economy as a whole was still lagging behind price increases. This is not 
to deny that wage growth could conceivably undercut profitability. It is 
rather to contend that the limits of the US recovery ın the medium to 
long run are likely to be found more in limitations on the broader capac- 
ity of the US economy to maintain its vitality, and thereby to accommo- 
date increased wage growth, than in any autonomous push from wages 
beyond productivity and prices. 


What will, in the last analysis, determine the fate of the upward trend of 
profitability in the us will not be domestic economic developments 
alone, but those developments in relationship to systemic and interna- 
tional ones. The fundamental question is whether, in che course of its 
current halting cyclical economic recovery, the world economy can 
finally transcend the over-capacity and over-production in manufacturing 
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which have fettered economic growth in the advanced capitalist eco- 
nomies since the long downturn began at the end of the 1960s. 


Slowing Demand, Accelerating Exports 


From the start of the long downturn, of course, the advanced capitalist 
economies sought to restore economic dynamism by imposing ever 
greater restrictions on the growth of wages, direct and indirect, as well 
as, from the end of 1970s, on the supply of credit and the size of govern- 
ment deficits. This programme was supposed to raise profitability in 
aid of revived capital investment and thereby renewed dynamism, 
directly by holding down costs and indirectly by intensifying inter- 
capitalist competition so as to weed out less productive, less profitable 
means of production. Nevertheless, it failed to accomplish its purpose, 
mainly because, as has been seen, the underlying problem behind 
reduced profitability was not so much generalized upward pressure 
from direct and indirect wage costs, as downward pressure on prices 
resulting from over-investment leading to over-capacity and over- 
production in manufacturing. Since the required investment surge 
never materialized, the accelerating reduction in the growth of wage 
and social spending costs and in the availability of credit throughout 
the period could not but issue in the ever declining growth of aggregate 
demand, exacerbating manufacturing over-capacity and slowly stran- 
gling the economy. 


The Keynesian subsidies to demand which marked the era from the mid 
to late 1960s to the end of the 1970s were helpless to alleviate manufac- 

turing over-capacity and over-production because they facilitated the 
survival of precisely those redundant means of production that most 
needed to be eliminated. The monetarist macroeconomic restrictiveness 
that came in the 1980s did, no doubt, somewhat help to resolve the 
problem by forcing the more rapid expulsion of high-cost, low-profit 
firms from over-subscribed lines; but it also exacerbated it by making it 
more difficult to set up new establishments outside those lines. 
Monetarism might have ‘worked’ better had capitalist governments been 
willing to sustain more severe recessions, even depressions, in aid of more 
severely reduced wages and the more extensive (and indiscriminate) 
destruction of capital. As ıt was, the increased assumption of credit espe- 
cially by Reagan’s military-Keynesian state, as well as by consumers suf- 
fering decreased income growth, by corporations hit by reduced retained 
earnings, and by financial operators undertaking leveraged buy-outs and 
mergers and acquisitions, made for a certain degree of stability, but 
slowed the shakeout. Coming in the face of severe monetarist restrictions 
on lending, they also caused a sharp rise in real interest rates. Since 
profitability did not much recover, investment growth actually fell 
during the 1980s, as against the 1970s, intensifying the slowdown in 
the growth of aggregate demand that was the result of severe wage 
repression and (in most places) greater limits on the growth of state 
expenditures and deficits. 


The launching near the start of the 1990s of Clinton’s budget- 
balancing campaign in place of Reagan’s record deficit spending and 
the parallel commitment by the European governments to ever- 
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increasing austerity in preparation for monetary unification further 
tightened the noose around the neck of the world economy. For the 
first time during the long downturn, virtually all of the advanced 
capitalist economies were systematically tightening both fiscal and 
monetary policy in unison. Since investment growth fell still further, 
domestic markets stagnated even more, leaving the world’s economies 
with little choice but to step up their reliance on exports to spur 
growth. But, as the ratio between the growth of exports and the 
growth of domestic output reached record levels for the postwar epoch, 
the contrast between the booming 1960s and 1990s could not be 
starker: whereas in the earlier period the acceleration of trade had amp- 
lified rapidly growing domestic markets, in the latter, it sought to 
compensate for declining ones. 


Since the growth of output of (mostly manufactured) tradables was 
accelerating discontinuously as domestic markets stagnated, over- 
capacity and over-production in manufacturing were made worse. 
When Germany and Japan, on one side, and the us, on the other, once 
again went in opposite directions in response to a further and un- 
precedentedly drastic reversal in the value of their currencies, the 
divergence was more extreme than before, with Germany and Japan 
suffering what were by far their longest and deepest economic 
downturns of the postwar epoch. In contrast, of course, the US manu- 
facturing sector, considerably helped by the declining competitiveness 
of its leading rivals, further increased its dependence on exports and 
succeeded in expanding its overseas sales at rates that it had long been 
unable to approach. Largely on this basis, it achieved a significant 
recovery of manufacturing profitability and dynamism. Nevertheless, 
this bifurcated evolution was hardly symmetrical in its nature, since, 
over the first half of the decade the reductions in manufacturing 
profitability and the consequent damage to the German and Japanese 
economies were by no means compensated for by US gains, and the 
world economy was exhibiting less dynamism than for any comparable 
period since 1950. Is there any reason to foresee an escape from this 
pattern during the second half of the decade and in the years to come? 


The Optimistic Scenario 


From autumn 1996 to autumn 1997, the advanced capitalist world 
would appear to have been following a textbook pattern of growth 
through the expansion of the division of labour. During that year, the US 
enjoyed a spectacular surge in merchandise exports of some 24 per cent, 
which was responsible for no less than 42 per cent of the economy’s 
growth, and thus for the first really major annual increase in economic 
growth, of 4.3 per cent, during the highly restrained cyclical upturn of 
the 1990s. The us boom contributed substantially, moreover, to setting 
off more robust export expansions in both Europe and Japan.” It has 
therefore held out the possibility that the advanced capitalist economies 
are finally ready to follow a Smithian recipe of mutually self-reinforcing 
growth through specialization and the gains from trade. 


» G. Koreta, ‘America’s Edge in Capital Goods’, Basses Wank, 22 September 1997; G. 
Koretz, ‘All Eyes on the us Economy’, Bastwars Weak, 29 September 1997. 
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In this classic scenario, a US economy—-in which profitability had 
finally been restored by means of wage repression and painful, very 
large-scale processes of rationalization and technical change in manu- 
facturing—would lead the world economy out of its doldrums. It 
would do so by accelerating the growth of the us market not, as before, 
through Keynesian deficits and declining competitiveness, but by sus- 
taining and stepping up its nascent investment boom. The latter, by 
taking advantage of economy’s newly won competitiveness on the 
world market and its highly exploitable labour force, would bring 
about the increase of output and productivity at rates not seen since the 
long postwar upturn. For their part, the us’s chief trading rivals, hav- 
ing profited from the massive shake-outs of redundant means of pro- 
duction that took place during their 1990s recessions, would now 
grow through providing cheaper goods for the us (and world) market, 
while soaking up ever greater quantities of US exports. 


This new and optimistic scenario certainly cannot be ruled out, for the 
US profitability recovery has been very major and its positive economic 
effects very real. Even so, there are grounds for doubting that the 
international conditions are in place to realize it, for we may be on the 
verge of still another, perhaps even more brutal, round of that heavily 
zero-sum battle for world markets in manufacturing, under conditions of 
slow-growing demand, that has for so long stood in the way of renewed 
international economic dynamism. The fundamental point is the obverse 
of the Smithian hypothesis just referred to—that since virtually all of the 
world’s leading economies are seeking to emerge from their difficulties 
through major, simultaneous increases in their reliance on the world 
market, based on still another and deeper phase of wage repression and 
macroeconomic austerity, the inevitable flood of exports is more likely to 
issue in redundancy of output, intensified competition, and over- 
supplied markets than in the mutual gains from trade. 


Most strikingly, even the US economy was able to secure its first whiff of 
boom conditions during the current extended cyclical upturn only on 
the basis of extraordinarily accelerated export growth. At the end of 
1997, the growth of manufacturing capecity un the US was increasing at 
4.3 per cent per annum, well ahead of the growth of consumption, and 
expenditures on business investment more generally were expected to 
rise at double the rate of consumer spending.’ Barring the unlikely 
appearance of massively increased wage growth, the growth of consumer 
spending can hardly grow much faster, because so much of it has been 
powered by a precipitous decline of savings—epparently justified by 
consumers’ reference to the massively increased personal wealth that has 
ostensibly been created by the rocketing of stock market values.>* It 
would seem then that much of the recent expansion in US productive 
power will be realizable only if sales on the world market can be substan- 
tially increased. Yet the international conditions required to make this 
possible seem unlikely to materialize for all-too familiar reasons. 


3° M, Mandel et al., “The Threat of Deflation’, Bassmess Wark, 10 November 1997. 

3% G. Koret, “The Uncertain Wealth Effect’, Basemess Wask, 20 October 1997. Sunce 1992, 
savings as s percentage of disposable personal income has fallen by more then one-third, 
from 6 per cent to under 4 per cent, the larter being the lowest rate mgistered in fifty years 
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Factors Preventing Systemic Recovery 


US economic success and the weaknesses of its leading rivals have already 
issued in yet another adjustment of currency values, with the result chat 
US manufacturing is already seeing eroded perhaps the single most 
significant prop of its decade-long export boom. Since the ‘reverse Plaza 
Accord’ of spring 1995, agreed to by the G-3 governments to prevent the 
collapse of the Japanese economy, the dollar has appreciated substantially 
against the mark and the yen (by 20 and 50 per cent, respectively). The 
conditions are thus being been created, not only for yet another reversal 
of the loci of competitive advantage, but, in addition, for the further 
exacerbation of manufacturing over-capacity and over-production. For, 
while both the German and Japanese economies are relying on the 
growth of exports as the basis for their recoveries, their overseas sales 
have, less than on any other occasion, succeeded in caralyzing economy- 
wide expansions. The outcome can only be even slower growing domes- 
tic demand and even greater reliance on exports. 


In Germany, as stressed, the radical programme of cost-cutting that has 
prepared the way for a new and vibrant export boom has proceeded largely 
through various forms of rationalization and the slowing of the growth of 
direct and indirect wage costs, and sot through growing investment. So the 
revival of manufacturing through exports has provided little demand pull 
on the rest of the economy. Despite increasing unemployment, moreover, 
the German authorities have not budged from their long-held conviction 
that subsidies to demand only cover up the underlying, ‘structural’ cost 
problem. To underscore the point, they sharply raised interest rates in the 
summer of 1997. The upshot has been predictable: the German economy 
bas recovered only slowly; the other European economies, 1n lieu of the 
German market, have depended much more than usual on the us; and 
Germany itself will look even more to exports. 


In Japan, the situation is analogous, though far worse, with much more 
serious implications for the world economy. The export boom that fol- 
lowed the initial fall of the yen proved even less successful in providing 
impetus for the economy than in Germany. The Japanese government 
meanwhile demonstrated its determination to make sound finance the 
basis for revived growth with a spectacular essay in deflationary hubris—e 
2.5 per cent increase in indirect taxes—and thereby put a quick end to the 
weak upturn, opening the way to the worst recession of the postwar epoch. 
To prevent recession becoming depression, it is true that the government 
finally launched, in the first part of 1998, a new, very major round of fiscal 
stimulus; yet it is hard to see how this can do much more than secure some 
temporary stability. Especially with the yen at lows not seen since the start 
of the 19908, and with no apparent alternative force to drive the economy 
forward, the Japanese economy continues to look to exports to revive. Even 
so, there are grounds for believing that it has already, precisely by securing 
through yen devaluation the conditions apparently necessary for the 
revival of its manufacturing sector, ended up actually under-cutting the 
foundations of its recovery by undermining its manufacturers’ markets. 
It has been a central theme of this text that, under the prevailing condi- 
tions of intensified international competition, competitive advantages 
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secured by one major economy have tended to imply losses for others. It 
need hardly be added, thar, in this situation, where even the strongest of 
the developing economies have been vulnerable, the weaker ones—such 
as Mexico or Argentina or India—have ‘survived’ in competition only by 
inflicting massive reductions of living standards on their populations. It 
was thus the reduction in the value of the yen beginning ın spring 1995, 
so vital for keeping the Japanese economy afloat, which propelled the 
Asian economies into their current profound crisis and ended up threaten- 
ing not only Japanese recovery but that of the entire system. 


The Southeast Asian Crisis 


The economies of East Asia and Southeast Asia had exploited the super- 
high yen of the post-Plaza Accord decade to grow impetuously, initially 
by invading markets previously held by Japanese producers, particularly 
ın North America. Japanese multinationals, of course, played a central role 
in underwriting the Asian economies’ export boom through substantial 
direct investment in relatively low-cost production facilities, made all the 
more attractive by local currencies which, because pegged to the dollar, 
fell against the yen by 40 per cent or more between 1990 and 1995. What 
appeared to be the unlimited possibilities for the growth of manufactur- 
ing through exports allowed these economies access to apparently unlim- 
ited supplies of capital which fed enormous building booms, as well as the 
construction of ever greater productive capacity ın manufacturing sectors 
that began to cater not only to North America, and to a lesser extent to 
Japan, but to growing domestic markets on the Asian continent. 


With the fall of the yen, the continuation of the super-fast growth that 
bad come to be taken for granted throughout the region was put in 
jeopardy. Nevertheless, the general response throughout most of East 
and Southeast Asia to intensified competition and weakening demand 
for their goods was to pour even more money into new plant and equip- 
ment. This appears paradoxical, but, in view of their overwhelming 
dependence on exports, and the impossibility of any sort of reorientation 
to the home market in the short term, manufacturers in the region had 
little choice but to try to improve their export competitiveness through 
greater investment. Existing over-capacity, the consequence of years of 
investment growth at 20 per cent per annum, was thus made worse. 
Inevitably, virtually all of these economies suddenly suffered sharp 
reductions in their export growth and/or profits, especially under the 
impact of intensified Japanese, as well as Chinese competition, not only 
in other markets but in Japan itself, as the growth of overseas sales in the 
region as a whole (excluding Japan) fell from 20 per cent in 1995 to 4-5 
per cent in 1996-97. As current account deficits suddenly rose, it became 
obvious that the region’s growth prospects had been significantly 
reduced—even though local construction and stock market booms 
temporarily continued, driven by over-valued currencies. The influx of 


33 P. Lewis, “Export Growth Slows for Asta's Tiger Economies’, New York Trees, 3 August 
1996; P. Montagnon, ‘Overcapacity Stalks the Economies of Asian Tigers’, Freeecee! Tres, 
17 June 1997; J. Bidding, ‘Chilled by an Il Wind’, Financial Times, 23 October 1997, B. 
Bremner, ‘Who's Realty Pounding Asian Economics’’, Basmas Weak, 22 September 1997; 
‘Is The East Astan Juggernaut Sputtering” Basses Wak, 26 August 1997. 
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outside funds soon slowed, however, and speculative attacks on local cur- 
rencies mounted, ultimately forcing very major, competitive devalua- 
tions across the region.>3 


In this situation, Western and Japanese banks, which had recently been 
pouring in money to finance both manufacturing over-production and 
domestic over-building, suddenly began a rush to withdraw their mostly 
short-term capital, precipitating a run on the money markets. East Asia 
found itself suffering from the familiar domino effect that marks an 
accelerating debt crisis, the same sort of downward spiral that 1s experi- 
enced in a stock market panic. Each foreign lender feared that all the oth- 
‘ers might withdraw their money, and tried to get out as quickly as 
possible. The result was the self-fulfilling disappearance of almost all 
overseas credit from the economy of the region, which made it impossi- 
ble for producers, used to routinely rolling over their loans, to honour 
their commitments. The situation was made much worse by the fact that 
Asian borrowers were having to repey their loans with currencies that 
had lost much of their value. 


It was here that the MF stepped in. The BaF might have attempted to get 
the international banks to agree formally to act together to keep their 
money flowing into Asia so as to counteract the panicky withdrawal of 
credit, for pouring in money is the normal remedy for a liquidity crisis. 
After all, the underlying problem facing many Asian firms was the insuf- 
ficient international demand for their goods, not the inefficiency of their 
production, let alone their dependence upon (non-existent) government 
deficit spending. Some firms would no doubt have had to be trimmed 
back; others would have had to go under. But the whole regional economy 
did not have to go down. As it was, the MF, mainly concerned that 
European, US, and Japanese banks be repaid in full, demanded, in Hoover- 
like fashion, that credit be tightened and austerity imposed, radically 
exacerbating the debt crisis and ensuring a devastating depression.” 


In less than a year, the fall of Hast and Southeast Asian currencies against 
the dollar has been in the range of 35-40 per cent and the broader destruc- 
tion of values has been much greater. Since June 1997, stock markets have 
fallen by 89 per cent in Indonesia, 75 per cent in South Korea, 73 per cent 
in Malaysia, 71 percent in Thailand, 57 per cent in the Philippines and 47 
per cent Hong Kong. “This is no orderly reversal; it is a panic-led rout’, and 
it cannot but bring about a very major reduction of global demand and 
consequent intensification of international competition.*> First, Asian 
goods will obviously be much cheaper, given the size of the currency deval- 
uations.>° Second, Asian markets, in the grip of depression, will be able to 
absorb far fewer capital and consumer goods, thus far fewer umports.37 


3 Thus is noe the place to discuss the other terms imposed by the IMF, to break down and 
open up che Hest Asan statist and organized capitelisms, notably in Korea. But see R. 
Wade and EK Veneroso, “The Asian Crisis. The High Debt Model Versus the Wall Sereet- 
Treasury-IMF Complex’, NLR 228, pp 3-23 
55M Wolf, Flight co Quality’, Freencral Trees, 13-14 June 1998 
3 P. Lewis, Foc Asa, Austerity and Exports’, New York Times, 9 September 1997 
57 For example, ın Southeast Asia as e whole, car sales grew by 20 per cent a year between 
1993 and 1995, but by only 6 per cent in 1996 and e forecast 5 per cent in 1997 “The 
Downpour in Asia’, The Ecomemezst, 1 November 1997 
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Third, since a smaller proportion of Asian-produced goods will be sold 
within the region, Asian economies will depend to an even greater extent 
on exports co the rest of the world. Finally, the flood of Asian exports into 
markets outside Asia will be all that much greater, since so much of 
recently constructed plant and equipment was predicated on the continu- 
ing growth of the Asian economies at their former rates of expansion and 
will therefore have to find outlets at lower prices beyond the region.** 


The sudden squeeze on the East Asian economies, it must be stressed, 
has come not just from Japan, but from the growing presence of China 
on the world market. When China devalued its currency in 1994, it 
sharply increased its cost competitiveness in low-end production, just as 
Japan was to do in high-end production in 1995. In recent years, more- 
over, there has been a sharp slowdown in the growth of consumer 
demand in China, which has reduced capacity utilization to 58 per cent, 
while bringing down inflation from 30 per cent in 1994 to less than 
2 per cent presently, obliging Chinese producers to orient to an 
ever greater extent toward the world market. The decision by the 
Chinese authorities to sharply reduce the massive state-owned indus- 
trial sector can only bring about an even greater fall in the growth of 
domestic employment and consumption. But, given the devaluations in 
Southeast Asia, Chinese producers will face fiercer competition in main- 
stay exports like apparel and textiles, and will thus find it sensible and 
obligatory to accept lower prices; indeed, the Chinese government may 
ultimately have little choice but to devalue its currency, massively 
increasing the downward pressure on East and Southeast Asian manu- 
facturing prices.?9 


It can be too easily forgotten that, over the past decade and a half 
(through 1996), East and Southeast Asia was the ox/y centre of dynamic 
capital accumulation within a stagnant world capitalism. Some indica- 
tion of the depressing ımpact that the struggling region could have on 
the world economy is conveyed by the fact that in 1996 the Asian 
economies combined (excluding Japan) invested no less than $914 bil- 
lion, almost exactly the same amount as did the very much larger us 
economy 1n the same year.4° Given, moreover, that these economies are 
already responsible for perhaps 20 per cent of the world’s exports, the 
inevitable decisive increase in their export orientation is bound to be 
strongly felt everywhere on world manufacturing markets. It is con- 
ceivable that, were the East and Southeast Asian economies the only 
ones in the process of sharply stepping up their overseas sales and expe- 
riencing the slowed growth of domestic purchases, the increased sup- 
ply could be absorbed without too much disruption to the system. But 
in view of the fact that Japan, Germany, and Europe, as well as the us, 
have been pursuing analogous patterns of export-dependent growth 
with slow-growing domestic markets, it is not easy to see how the 
world economy will avoid a further major worsening of manufacturing 


38 See, for instance, ML. Clifford and O. Port, “This Island 1s Crazy for Chips’, Basrmers 
Week, 16 September 1996; The Downpour in Asia’ 

ST. Walker, ‘Slack Demand Mars China Outlook’, Fraencta! Trees, 30 July 1997; J. 
Harding, Jitters in Beijing’, Freenctal Traces, 10 November 1997, G. Koretz, ‘Low Price 
Bad Omen for China’, Bastaas Week, 10 November 1997. 

# Mandel, “The Threat of Deflation.” 
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over-capacity and over-production, with rising exports in the face of 
stagnant domestic demand pushing down profit rates.47 


In particular, it is difficult to see how the depressing impact of the Asian 
crisis can fail to communicate itself, and be very much amplified, as a 
consequence of its effect on Japan. The Japanese economy, it has been 
emphasized, has sought for more than a decade to extricate itself from 
the profound crisis of its export-oriented form of development, mainly 
through a very rapid and profound reorientation to East and Southeast 
Asia. By 1996, Asia was absorbing 45 per cent of Japan’s exports and 
approximately the same percentage of its foreign direct investment in 
manufacturing. Japan’s banks were responsible, moreover, for between 
30 and 40 per cent of all of East and Southeast Asian’s outstanding loans 
from the advanced capitalist econamies. There can not be much doubt 
therefore that the Asian collapse has been an absolutely pivotal factor in 
undermining the Japanese recovery. Not only has the depression in Asia 
reduced Japan’s export growth, while exacerbating its banks’ already 
major problem with bad loans and thereby further restricting credit; it 
has profoundly darkened the overall outlook for the economy by block- 
ing what has long been viewed as the most promising pathway to 
renewed Japanese economic dynamism. Simply put, the crisis in East 
and Southeast Asia has at least partially enveloped the world’s second 
largest economy, and in so doing must exacerbate already deepening 
international difficulties with shrinking demand growth and the over- 
supply of manufactures. 


It could possibly still be the case that, with a sufficiently sustained 
expansion of investment, the Us economy can provide the growing mar- 
ket which the international economy needs to offset and absorb its 
emerging explosion of exports. In this—again optimistic—scenario, the 
flood of low-priced goods coming from Japan and the rest of Asia would 
mainly serve, like those coming from the rest of the export-oriented 
advanced capitalist economies, not so much to force down US producers’ 
prices and profits as to reduce their production costs, enhancing their 
competitiveness, increasing their markups, and stimulating further cap- 
ital accumulation. They would, by the same token, revive the local 
economies, making possible the greater absorption of US imports. 
Complementarity would, in other words, override competition, setting 
off a virtuous upward spiral, with the Us pulling along the world econ- 
omy toward a new boom. 


Given, however, how rapidly and discontinuously the growth of world 
exports is likely to increase and how sharply the growth of world markets 
is likely to contract, the perpetuation and exacerbation of longer term 
trends toward international over-capacity and over-production seems 
more likely than their transcendence. In particular, because Hast and 
Southeast Asia, including Japan, have been absorbing one quarter to one 
third of the Us economy’s manufacturing exports during the latter’s 
boom, it is not easy to see how the growth of us overseas sales can fail in 


“The Us current account deficit bas already been exploding throughout 1997, under the 
impact of Japanese and Chinese exports, end will undoubtedly get much woese quickly, as 
the effects of the dollar's revaluation kick in fully. 
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the coming period to be very significantly reduced. Given, moreover, the 
radical devaluation of Asian currencies, it is difficult to understand how 
Japan’s manufacturers, who have prepared themselves to compete at an 
exchange rate of 100 yen/$, can fail, ın tandem with their Asian counter- 
parts, to place excruciating downward pressure on US manufacturers’ - 
prices with the exchange rate at 130 to 140 yen/$. But, in view of the 
absolutely pivotal role that has been played by the reviving Us manufac- 
turing sector in the broader recovery of US capital, any substantial reduc- 
tion in that sector’s prospects must have major consequences for the 
sustenance of the us boom. Yet, given the emerging conditions on the 
world and us market, such a narrowing seems unavoidable. 


Table 21 


Exports Accelerate as Output Stagnates 
(average annual percent change) 

1960-74 70-80 80-90 90-97 
OECD Exports 8.8 5.4 4.9 6.5 
OECD Output 49 3.2 3.0 2.15 
Ratio of Exports to Output 1.8 1.7 1.5 3.0 


Sources. Glyn et al, “Rise and Fall of the Golden Age’, p 111 Table 2.22; OBCD, Ecumensc 
Ontleek, no. 62, pp. A4 and A43, Table r and 39 


Intensifying competition seems almost certain, then, to squeeze manu- 
facturing profits especially by reducing Us exports to Asia and increasing 
the pressure from especially Asian tradables on us import markets and 
US prices. But if manufacturing profitability falls, the ramifications will 
be extensive indeed. Investment growth would fall, but then so would 
productivity growth, opening the way for further pressure on profits 
from wage growth. The stock market would have to fall too, 

the long-expected downward adjustment, but, if stocks did fall, the 
growth in consumer demand required to make up for falling export and 
investment growth could not easily materialize. In this more probable 
scenario, redundant production would for still another time undermine 
the gains from trade and competition would end up tremping complementarity. 
The accelerating supply of world exports in the face of shrinking mar- 
kets, far from fuelling Us profits and sustaining the boom, would under- 
cut them and thereby the recovery, in this way cutting short a 
system-wide secular upturn and risking a serious new turn downward of 
the world economy. 
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Note on Main Sources of Data 


I. Data on the National Domestic Economies of the United States, Germany, 
and Japan 


United States. Below are the sources, unless otherwise stated, for the vanables listed 
(there 1s some overlap): 


L 


us Department of Commerce, Bureau of Economic Analysis (BEA), National Income 
and Product Accounts (NIPA), ‘Gross Product By Industry, current-dollar 1947-96 
and cheined-dollar, 1977-96’, (electronic dara files provided by the BHA). te/s9-walden! 
(gross product errgrnatray), compensatson of empleyo, rndsrect busimas tax and een-tax liabil- 
ty, prapraetors’ raceme, extput of goveriseent exterprises, corporate profits (and caprtal consump- 
trex and inventory valnatren adjustuseats) 

us Department of Labor, Bureau of Labor Staristics (BLS) , Industry Analytical 
Ratios’ and ‘Banc Industry Dare’, for the Business Sector, for the Non-farm Busness 
Sector, for Manufacturing, foc the Non-financial Business Sector, and for the Total 
Economy, all persons and employees, 1949-97, 7 May 1998 (unpublished printouts 
provided by the BLS): memimel eutpat, real output rudex, seminal compextatron, bears at 
work, real bonriy compensation rn 1982-84 dollars, consumer price radtx. 


. Unpublished series provided by Bill Gullickson of the BLS. messfacturrag, radex of real 


sales added, 1950-96. This series needs to be highlighted, as it 1s the only one pro- 
vided by the Us government oa manufsctunng real value added before 1977, and 1s 
thus the only source for productivity ın manufactunng on a value added besis before 
1977- 

us Department of Commerce, Bureau of Economic Analysis, ‘Fored Tangible Wealth 
in the US 1925-96: met capstal stock, current and chained, by tudustry, corporate, and non- 
financial corporate; comsxmaptron of fixed capztal, erroni and chatned, by dustry, corporate, 
and nen-{inawcsal corporais, gress savextenent, arront and charmed, by tudxstry, corporate, and 
sen-financtal corporate (electronic data files peovided by the BEA) 

I wish to thank Edwin Dean, Bill Gullickson, Mike Harper, Chris Kask, 
Wallodar Lysko, and Larry Rosenblum of the BLS and Mike Glenn, Shelby Herman, 
Kort Kunze, and Leon Taub of the pn for making this data available to me and help- 
ing me to make use of it 
Ecomenese Report of the Pressdent (annual). smemployment rates, mannfacturing capactty nit- 
irratia 


Germany. Below are the sources, unless otherwise stated, for the variables listed 


L 


ii. 


OECD, Natremel Accewats, Volume 0, Detailed Tables, 1960-94: By sedustry value 
added, current and constant preces, compentateen of employes, radsract barnes: taxas, all persons 
at work, ameplayess 
OECD, Stocks and Flous of Fixed Capetal, parsons imes back te 1960" for privats busrmess 
acowonry, mansfactering, and SOFIES: gress and met capttal steck, ETTOR ad comstent prices; 
comsecmeptron of fixed capital, cerrent amd comstemt prices; gress revestment, crrrent and constant 
prias 
us Department of Labor, Burean of Laboe Statistics, ‘Underlying Deta For To! 
Factor Productivity ın Manufactunng, Germany, 1950-94" (unpublished prnrour 
provided by the BLS) mexafacturrag: real palms added, bonurs, compensation. 
Tume senes for the peivate business sector, manofectunng, and non-manufecturng, 
1950-93, compiled from the German nanona! accounts by Wendy Carlin and 
Andrew Glyn. These senes take the OECD data for Germany back from 1960 to 1950, 
while covering the whole period through the early 1990s. 

I wish co thank Wendy Carlin and Andrew Glyn foe their generosity in making 
this data available to me, and, ın helping me to make use of it. 

263 


a See eal 


Japan Below are the sources, unless otherwise stared, for the variables listed: 

1 OECD, Natrona! Accowxis, Volume n, Detailed Tables, 1960-94. By rmaasry: valme 
added, current and constant prices; compeatatsom of empleyess, adsrot business taxes; all persons 
at werk, employes 

ui OECD, Stocks wad Flows of Food Capital, various issues back to 1960: for private busemers 
scomemy, masafactxring, end services. gress capital steck, current and constant prices, capital 
CORLamepiien, CETTE! and constant prices; tevettment, constant, 

1u. US Department of Labor, Burean of Labor Seatistics, Data on Japanese Manufacturing 
Capital’, 28 February 1996 (unpublished series, provided by the BLS). mexafectersag, 
1955-91: met cepttal Steck, current and coastent prices, value added, current and constant 
prions; compensation; bours worked. 

I wish co thank Edwin Dean of the BLS for making this dara available to me in 
advance of public release. 


IL Last of SOnerree fot Daite Comepeer alten Didia ou Dantestic Econeiinr ef fbe United, 
States, Germany, and Japan 


Below are the source, unless otherwise trate, for addittogal basic daa Lied below (chere 

18 some overlap with the above): 

Sulf Snrectattboul’ Coripacioni a Maniile-Giaing Poin ii Dae GE 
Trends, Updated Data for 1996', in US .Departmént of Labor, Bureau of Labor 
Seatisucs, News (27 March 1998). mexafactering: total bours, ampleymeni, output per bour, 
, ectpat per person, real beeriy wages rm national currency, watt labour costs ra matromal cerrency. 

u us Department of Labor, Bureau of Labor Stanstics, ‘Comparatrye Civilian Labor 
Force Statistics, Ten Countries, 1959-97’. avilian labonr force carpleyment and unemploy- 
ment; covtiian Labour force by emeas sator. 


LI. List of Sources for Data on International Variables 


Below are the sources, unless otherwise stated, for the variables listed: 

1 Dare Archives of the International Mooetary Pund (na): 

The United States, Germany, Japan, 1950-94. gresth of real ecberts of goeds and ser- 
of emperi pricas; percent share of world experts; xemsznal eporis of goods and serveces/nomtnal 
GDP; experts of goeds and serveces/GDP (price adsusted); grows of experts te and reports 
fron one another rn dollars (trade balances wrth one anstber) 

Korea, Tarwan, Singapore, and Hong Kong, 1950-94: growth of real experts, percent 
shore of world experts, growth of experts te the US, percent share of total US imports, growth ef - 
experts ra US dollars to US, Germany, Japan; growth of smporis tn US dallari from the US, 
Germany, and Japan. 

I wish to thank Scaffan Goene and Pere Kledaras of the nar for forwarding to me 
this data. 

u IMF, [stermattena! Financial Statrstus Yearbook 1997 (Washington, DC 1997) 

The United Scares, Germany and Japan: effactres echange rats (1957-96); relatroe 
wart labeur casts (1975-96) 

u. ‘Loternstional Compensons of Manufacturing Productivity and Unit Labor Cost 
Trends, Updated Dam for 1996’, ın Us Department of Labor, Bureau of Labor 
Scaunstics, News, 27 March 1998. 

The United Stares, Germany, and Japan, 1950-96. exchenge rate m dollars; beseriy 
Componsatson ru macunfactering m US dollars, nast Labour costs m mannfactursag m US del- 
Lars 

tv. OECD, Hoestortcal Statistics of Fornga Trade, Servs A 

us, Germany, and Japan. reel manafactertay experts and imperis, 1 960-80. 
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themes 


jn our last issue Robert Brenner offered a commanding account of the 
decades-long struggle for hegemony between us, Japanese and German 
capital, leading to the current turmoil in the world economy, with Asia 
in crisis, excess capacity in the industrial countries, and an obscene debt 
still weighing on the poorest sections of humanity. The problem of 
intensified competition for market shares could be very much alleviated 
if there was an international nët to cancel the debts ofthe poor 
countries; alternatively, ownership of the dobrem be transferred to 
+he citizens of the indebted country itse 
gins of the debts: Western banks and ag 
tatorial regimes to buy arms, or encouft 
prestige projects. However, ruling 
opposed to any generalized debt mori 
‘socialism for bankers’, as international age AdE 
vate losses and ńew schedules of repaymettha¥é begsimposed on the 
debtor nations. 0 l i 










Several articles in this issue focus on the travails of the South in the new 
imperial order. Noam Chomsky’s trenchant and wide ranging analysis 
examines both the arrogance of the United States government and such 
‘junior partners’ as the British, and the characteristic euphemism and 
cynicism with which North-South relations are reported in the main- 
stream media. A spectacular case in point, as Chomsky explains, was the . 
proposed Multilateral Agreement on Investment, a measure which was 
«introduced in such a way as to minimize the possibility of democratic 
«debate or sanction. Yet Chomsky does not believe that it is impossible 
mor popular movements, if alerted, to inflict defeats on the neoliberal 
<onsensus, citing the failure last year of the fast-track free trade bill in 
«the us Congress following a mobilization against it. 


Ann Pettifor, an organizer for Jubilee 2000, explains why this movement 
‘or the cancellation of the cruel debt burden on the South won popular 
support and endorsement from some unexpected quarters. In an infor- 
native and incisive survey, Susan Strange looks in detail at the incidence 
of debt and crisis in the major zones afflicted—Africa, Latin America, 
arge parts of Asia and most of the former Warsaw Pact states. Against 
his depressing background Tom Nairn’s comparative review of the ori- 
«ins of Nazism includes the ominous reflection that populations disori- 
‘notated by social and economic ‘landslides’ are especially vulnerable to 
—he politics of hate. There are, of course, many other variables to be 


I 


taken into account, but it is striking that such sites of horror as 
Yugoslavia, Algeria and Rwanda have been notable victims of indebted- 
ness and ‘structural adjustment’. 


Western governments have taken it upon themselves to manage conflict” 
in the South and East. Alex de Waal furnishes a sobering account of the 

brutality and terror tactics resorted to by Western troops in Somalia in 

1992. He stresses that their conduct must be seen not as the excesses of 
individuals but as the consequence of a situation for which the military 

and political command bear full responsibility. David Edgerton’s analy- 

sis of the military spending plans of the British government shows that 

evesy effort is being: imade: to enhance the British ability to mount overs 
seas military i interventions, dtawing on resources that could otherwise 

be used to rédeein New ‘Labour, promises on education and health. 


Ina BRG ót radical . Teat within sociology, Gregor McLennan 
notes the generally debilitating influence of new age idealism. He deems 
the work of Jeffrey Alexander more robust but finds the latter’s critique 
of Pierre Bourdieu to be thoroughly misconceived. Indeed he argues 
that the impressive range, self-reflexivity and scope of Bourdieu’s work, 
together with his engagement with social movements, provide a model 
for his profession. 


In her lively study of the marriage of business and fine art, Chin-tao Wu» 
significantly draws on Bourdieu’s work. There was a time when gal- 
leries felt able to maintain an arms-length relationship between them- 

selves and corporate interests. Yet in recent decades all decorum has 
been cast aside as even pariah-capitalists like the tobacco companies 
have found galleries eager to accept their sponsorship. Wu’s revealing 

study gives a portrait of a new bourgeoisie in search of aesthetic affirma- 

tion and of an art world itself now addicted to ‘ironic’ and ‘playful’ syco; 

phancy to commerce. In a welcome move, the Labour government ha: 

made money available to ensure free entry to public museums and gal- 

leries. But unfortunately there is little likelihood that commercial pres. 

sure on the arts will now abate since Labour now loves to brandist 

‘private finance initiatives’ and has itself accepted cash from busines: 

cronies. 


Finally, Michael Rogin writes a sharply observed reflection on the mis 
representation of slavery and emancipation in Spielberg’s Amistad. 


Noam Chomsky 


Power in the Global Arena 


I would like to talk primarily about the United States, its place in the evolving 
world order, and the prospects for the future." The record of prediction in 
mhbuman affairs is not exactly inspiring, but the task is hopeless without at least a 


sfair grasp of what has happened, and is happening. It’s not transparent but it’s 
aot impenetrable either. 


To start with, I would stress that the focus on the United States is distorting, 
ind we should compensate for it: the US is powerful but not all-powerful. It is 
«he richest country in the world, it has unparalleled advantages and has had for 
several hundred years, but the global economy has been what is called tri-polar 
cor almost thirty years, with intricate alliances and conflicts, and there are other 
oower centres. So the United States, surely, is uneasy, at least, about the recent 
signs of rapprochement between Saudi Arabia and Iran, which are historic ene- 
nies, in a crucial area where there is plenty of trouble ahead—to mention only 
xne example. 
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In 1945 the structure of world power was unusually clear by historical 
standards. A half-century before that, the United States had become by 
far the world’s greatest economic power, but it was a relatively small 
player on the world scene. By 1945 that had radically changed, for obvi- 
ous reasons: the other industrial societies had been seriously damaged or 
destroyed, while the us economy had flourished through the war; the us 
had literally half the world’s wealth, incomparable military power and 
security, and it was 1n a position to organize much of the world, and did 
so with the assistance of its ‘junior partner’, as che British Foreign Office 
ruefully described the new reality of the time. 


The general point was put accurately enough by a leading diplomatic his- 
tonan, Gerald Haines, in a recent book (he 1s also the senior historian of 
the cIA).2 He observes that after World War u the United States 
‘assumed, out of self-interest, responsibility for the welfare of the world 
capitalist system’, which is a fair enough formula, but to understand it 
we have to carry out a few translations. The first is that the word ‘capital- 
ist’ doesn’t mean capitalist. Rather, what it refers to is state-subsidized 
and protected private power centres—'collectivist legal entities’, as they 
are called by legal historians—internally tyrannical, unaccountable to 
the public, granted extraordinary rights by us courts in radical violation 
of classical liberal ideals. That’s why the corporatization of America, as 
it’s called, early in this century was bitterly condemned by conservatives, 
a breed that, aside from the name, has since vanished. The corporatization 
was condemned as ‘a form of communism’, a return to ‘feudalistic’ struc- 
tures, and not without reason. Progressive intellectuals, who generally 
supported the process, gave a rather similar assessment. One of the lead- 
ing ones, Woodrow Wilson, wrote that ‘most men are servants of corpo- 
rations’, which now account for the ‘greater part of the business of the 
country’. It is ‘a very different America from the old...no longer a scene 
of individual enterprise...individual opportunity and individual achieve- 
ment’. In the new America, ‘small groups of men in control of great corp- 
orations wield a power and control over the wealth and business 
opportunities of the country’, becoming ‘rivals of the government itself .3 


The Shadow of Politics 


More accurately, these corporations were casting over society the shadow 
that we call politics, as John Dewey put ıt a little later, making obvious 
points about the extreme limits placed on democracy when ‘the life of 
the country’, the production and information systems and so on, are 
ruled by private tyrannies, ın a system that he described as industrial 
‘feudalism’—and this is the contemporary system.‘ 


The corporatization process was largely a reaction to great market fail- 
ures of the late nineteenth century, and it was a shift from something you 


This is an edited version of the text of the second Berry Amiel and Norman Melburn 
‘Trust Memonal Lecture held at the Insane of Education, London on 5th May 1998. 

2 Gerald Haines, The Amerxantxsirea of Brexsi, Wilmington 1989. 

3 Cited in Martin Sklar, The Corporais Receastrectren of American Capitalism, 1890—1916, 
Cambridge 1988, pp. 413-14. 

4 Cited in Robert Westbrook, Jeba Dewey and Amerrcan Democracy, Ithaca 1991. 
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might call proprietary capitalism to the administration of markets by 
collectivist legal entities—mergers, cartels, corporate alliances—in asso- 
ciation with powerful states, and by now international bureaucracies, 
which regulate and support private power. The primary task of the 
states—and, bear in mind that, with all the talk about minimizing the 
state, in the OECD countries the stare continues to grow relative to GNP, 
notably in the 1980s and 1990s—is essentially to socialize risk and cost, 
and to privatize power and profit. These are tendencies that have moved 
forward under Reaganite, Thatcherite and New Democrat doctrines. 


Well, going back to Haines’s formula, it’s not false, but we have to under- 
stand ‘capitalism’ as referring to social arrangements that would have 
scandalized Adam Smith or David Ricardo or James Madison—or, for 
that matter, even the American Republican Party ın the late nineteenth 
century. It’s hard to remember now, but at that time the Republican Party 
opposed even wage-labour, as being not very different from the chattel 
slavery that had just been overthrown in the Civil War. These ideas are 
deep in the American tradition, without the dubious benefit of radical 
intellectuals. We also have to understand the phrase ‘self-interest’ in 
Haines’s formula. It does not refer to the interest of the population, except 
by the remotest accident—that’s a truism as old as Adam Smith. 


Orwellian Exploitation 


With these translations in mind, we can accept the conventional view 
that after the war the United States ‘assumed, out of self-interest, respon- 
sibility for the welfare of the world capitalist system’. That responsibility 
devolved into several related programmes: the first and most important 
had to do with the domestic society —I'll return to that; the second had 
to do with reconstructing the industrial societies, but of course in a par- 
ticular fashion—basically restoring the traditional conservative order. 


The third array of policies had to do with what’s called the South—the 
service areas. Here there was very sophisticated global planning closely 
integrated with the project of reconstruction of industrial society. In the 
late 1940s—we now have a rich declassified record on this—each region 
of the South was assigned what was called its ‘function’. In the western 
hemisphere the United States expected to take over completely, largely 
expelling its traditional rivals, Britain and France; the same was true of 
the Middle East, although here the ‘junior partner’ was granted a role 
which has declined over the years. Africa was to be assigned to Europe, to 
be ‘exploited’, as George Kennan put 1t, for its reconstruction.’ A high- 
level planning study in 1947 recommended what it called ‘cooperative 
development of [Africa's] cheap foodstuffs and raw materials [which] 
could help forge European unity, and create an economic base for conti- 
nental recovery’.° The ‘continent’ in question was Europe—an interest- 
ing notion of cooperative development, and of course no one was vulgar 
enough to suggest that Africans might have some grounds for exploiting 


> Polscy Planning Study (PPS), no. 23, 24 February 1948, Foreign Relatsons of the United States 
(FRUS) vol 1, 1948, p. 511. 

ó Michsel Hogan, Ths Marshall Plax, Cambndge 1987, p 41, anog the Bonesteel 
Memorandum, 13 May 1947. 
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Europe for their reconstruction. Right now before the us Congress 1s a 
new piece of legislation which is entitled the Africa Growth and 
Opportunity Act. I should mention, for those of you who follow us 
affairs, the interesting phenomenon of the Orwellian titles that are being 
given to legislation, which probably means something, I’m not sure just 
what. The Africa Growth and Opportunity Act is intended to reorganize 
the project to grant the United States a role ın the cooperative develop- 
ment of Africa, in exactly this old sense. 


The plan also included returning Southeast Asia to its colonial masters. 
It was to serve what was called its ‘major function’, namely, providing 
cheap raw materials and resources to Western Europe and Japan (that 
was to aid in their recovery), and also to establish what were called ‘trian- 
gular’ trade patterns with Europe and the United States, to help over- 
come the dollar gap that was then a serious concern—the inability of the 
industrial societies to purchase the huge manufacturing surplus 1n the 
US. That was a prime factor ın US post-war economic planning. Later, the 
US took over in several areas, with consequences that we need not discuss. 


The most instructive case is the western hemisphere, and the reason for 
that is simple: here the us had free rein, so the operative principles 
emerge with the greatest clarity, and they are worth quite careful atten- 
tion, because they are alive and well right up to the present—in the 
attempts at the moment to change the charter of the MF, to deprive 
debtors of the means for any form of democratic policy planning. In the 
western hemisphere the Us certainly had no serious rivals, apart from the 
domestic population, who were a problem, and a recognized one. That 
conflict came to a head at a hemispheric conference in February 1945. 
The prime US concern—quoting from declassified records—was what 
was called the ‘philosophy of new nationalism’ which was taking root in 
Latin America, and ‘embraces policies designed to bring about a broader 
distribution of wealth and to raise the standard of Living of the masses’, 
on the principle that ‘the first beneficiaries of the development of a coun- 
try’s resources should be the people of that couatry’.® 


Well, none of that was acceptable. The first beneficiaries had to be us 
investors, their counterparts elsewhere, and their local associates: they had 
a prior claim on the human and material resources of the service areas. 
Given the established power relations, the US position prevailed. Latin 
America was forced to accept what was called the Economic Charter for 
the Americas, which guaranteed an end to economic nationalism ‘in all its 
forms’, and the history of the region up to the present revolves around 
efforts to enforce those rules which are to apply elsewhere as well. The 
current trade agreements and the so-called globalization project are the 
latest phase in imposing the nght priorities on a recalcitrant world. 


Ours and Theirs 


These themes are constantly reiterated in the internal record and high- 
level planning documents and, more important, implemented in prac- 


7 Minutes summanzing PPS, no 51, April 1949 
® Cited in David Green, The Comtarament of Laisa America, Birmingham, AL 1971. 
6 


tice: so, ten years after the hemispheric conference, the National Security 
Council—the highest planning body—-identified the main threat to US 
interests as ‘nationalistic regimes maintained in large part by appeals to 
the masses of the population’ in response to ‘the increasing popular 
demand for immediate improvement in the low living standards of the 
masses’. That conflicted with ‘a climate conducive to private investment 
of both domestic and foreign capital’, and the ‘opportunity to earn and in 
the case of foreign capital to repatriate a reasonable return’, as well as 
with what Kennan called ‘the protection of our raw materials’ .9 


Notice that they are ‘our’ raw materials, which, by accident, happen to 
be somewhere else. This sort of vulgar Marxist rhetoric is typical of 
internal documents and the business press, though ıt is variable. It 
reached new extremes when the Kennedy intellectuals took over. After 
the us-backed military coup in Brazil, which was welcomed by 
Kennedy’s ambassador as ‘the single most decisive victory of freedom 
in the mid-twentieth century’, Robert McNamara and McGeorge 
Bundy found us policies towards the Latin American military to have 
been ‘effective in attaining the goals set for them’, namely ‘improving 
internal security capabilities’ and ‘establishing predominant us mili- 
tary influence’.’° That was very important, because, in what they called 
the ‘Latin American cultural environment —remember, these are seri- 
ous intellectuals, so they’re interested in things like that—it is the task 
of the military ‘to remove government leaders from office whenever, in 
the judgement of the military, the conduct of these leaders is injurious 
to the welfare of the nation’. With the us now 1n control of the mili- 
tary, the military will act to ensure the right outcome to the ‘revolu- 
tionary struggle for power among major groups which constitute the 
present class structure’ in Latin America, and will guarantee that ‘pri- 
vate US investment’ and trade is protected. That is what they call the 
‘economic root’ that is the core element of ‘us political interest in Latin 
America’. 


Individual cases illustrate the principles with remarkable consistency. To 
take one that is ın the news again, Guatemala, with yet another assassi- 
nation of a leading church figure immediately after he had released a 
report on the horrendous crimes of the us-backed government ın the 
1980s, part of a continuous heritage ever since the US overthrew the 
democratic government in 1954. At the time, if you look back, there was 
a lot of public talk about communism and the Russians but the internal 
record reads quite differently. Quoting from CIA and State Department 
reports, the concern was that the ‘social and economic programmes of the 
elected government met the aspirations’ of labour and the peasantry, and 
‘inspired the loyalty and conformed to the self-interest of most politi- 
cally conscious Guatemalans’. And, more dangerous still, the govern- 
ment was ‘preparing to mobilize the hitherto inert peasantry’; and still 
worse, Guatemala was becoming what was called a ‘virus’ that might 


9 National Secunty Council 5432, 18 August 1954, Kennan ated ın Walter LaFeber, 
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infect others.’ Ic was threatening ‘stability’: ‘Its agrarian reform is a 
powerful propaganda weapon; its broad social programme of aiding the 
workers and peasants in a victorious struggle against the upper classes 
and large foreign enterprises has a strong appeal to the populations of 
Central American neighbours where similar conditions prevail.’ All of 
that was radically counter to the Charter of the Americas, so the us had 
to restore the traditional social order by violence, and maintain it by 
extreme violence. It had to contain the threat of democracy and to roll 
back the social programmes that were undermining stability because of 
their strong appeal to the population. These are quite consistently the 
Operative meanings of the terms ‘containment’ and ‘rollback’, ‘stability’, 
and so on. 


Democracy Scare in Haiti 


We have just witnessed another quite dramatic example of this in 
Haiti—the poorest country in the hemisphere, though it was once one of 
the world’s richest colonies, and the source of a good deal of France’s 
wealth. The democratic election in 1989—its first—turned out, to 
everyone's surprise, to be a really inspiring triumph of popular democ- 
racy. The election swept 1nto office a populist priest who was backed by a 
vigorous grass-roots movement, largely emerging from the slums and 
the hills, which nobody had paid any attention to. The us was appalled: 
it acted at once to undermine the government—e military coup took 
place a few months later. Washington gave crucial assistance to the mur- 
derous military regime which took over, maintaining intelligence and 
military contact with the coup leaders throughout. The us also quickly 
moved to undermine an embargo called by the Organization of 
American States. The Bush and Clinton administrations even authorized 
Texaco to provide shipments of oil to the coup leaders and their wealthy 
supporters, in violation of presidential directives. All this, incidentally, 
1s known to the national press, well known to them, but not reported. 
After three years of terror to tame the popular movements, the US moved 
in to ‘restore democracy’, but on a condition: that the government aban- 
don its reformist programmes and adopt the policies of the US candidate 
of December 1989—a World Bank official who received 14 per cent of 
the vote. So ‘democracy’ is ‘restored’.*3 


The Haitians also got a lesson in the meaning of the word ‘market’. The sta- 
ple food in Haiti ıs rice. Haiti was, not long ego, self-sufficient ın rice and 1s 
potentially a favourable place for rice production. But it was forced to ‘lib- 
eralize’—that is, eliminate any tariffs, and so on. That means thar Hainan 
farmers can now compete on a level playing field with us agribusiness: US 
growers get 40 per cent of their profits from federal subsidies, which were 
sharply increased under Reaganite conservatism. That's ‘markets’. 


™ Citations from, FRUS, 1955-37, vol. vil, pp 88f, Natremel Intelligence Estimate 
(NIE), 82-55; ‘Memorandum by the Director of Central Intelligence (Smith) to the 
Under Secretary of Stare (Bruce), 12 December, 1952; NIE-84, 19 May 1953, FRUS 
1952—34, vol 1v, pp. 1055, 1061 For more extensive quotanions, see Noam Chomsky, 
Necessary Ilizsreas, London 1989, Appendix VI; Deerrrag Democracy, Verso, London 
1991,ch 8 

12 Cited in Piero Glesjeses, Shattered Hope, Princeton 1991, p 365 

13 See Noam Chomsky, ‘Democracy Restored’, Z Magazine, November 1994 
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All of this ıs what you might call ‘actually-existing market democracy’. 
The story goes back centuries, but is particularly cruel when the game is 
played between the us and Haiti; and it's even more grotesque when it’s 
bailed by the Clinton administration and admiring intellectuals as the 
prime example of, if I may borrow a phrase from the junior partner, our 
new ‘ethical foreign policy’. Cold War issues were non-existent, and in fact 
they have been rather marginal throughout, which is why we see the same 
policies before, during and after the Cold War; and why the record 1s so 
instructive in revealing the operative principles that continue to function. 


Castro, Saddam and Uncle Sam 


Rather strikingly, the same is true of the one case in the western hemi- 
sphere that that did have a non-trivial Cold War component, Cuba. Let’s 
have a quick look at that. The us took over Cuba exactly one hundred 
years ago. Quoting two eminent Harvard historians in their introduction 
to the newly released Kexnady Tapes, it remained a ‘virtual colony of the 
United States’ until Castro took over in January 1959.4 Within a few 
months, the Eisenhower administration decided secretly to overthrow 
the government. Terror attacks from Florida began in October 1959 and 
still continue—all known to us media leaders, but unreported in the 
national press. The formal decision to overthrow the government was 
taken secretly in March 1960. The Kennedy administration came in a 
few months later. One of its actions was to establish a Latın American 
study group. Its report to the President was just recently declassified. It 
was written by historian Arthur Schlesinger, who identified the Cuban 
threat as ‘the spread of the Castro idea of taking matters into one’s own 
hands’—a serious problem, he added shortly after, because throughout 
Latin America ‘the distribution of land and other forms of national 
wealth greatly favours the propertied classes, [and] the poor and under- 
privileged, stimulated by the example of the Cuban revolution, are now 
demanding opportunities for a decent living." 


In other words, Cuba was a virus, like Guatemala and other targets of 
aggression. Well, what about the Russians? They are mentioned: 
Schlesinger goes on, ‘Meanwhile, the Soviet Union hovers in the wings, 
flourishing large development loans and presenting itself as the model 
for achieving modernization in a single generation.’ One might compare 
this with Schlesinger’s historical account of what happened. In public he 
now describes the problem faced by Kennedy as Castro’s ‘trouble- 
making in the hemisphere’ and ‘the Soviet connection’, which actually 
were understood quite consistently.’§ It is only natural that, with the 
Russians gone from the scene, the policies continue—in fact they've 
become much harsher—although the pretext instantly changed, and no 
well-educated person 1s supposed to notice that or draw any conclusions 
from it. Indeed, the new pretexts are about as credible as the old ones. 


That there would be no fundamental policy changes after the Cold War 
was announced at once by the Bush administration in Merch 1990, in its 


“4 Ernest May and Philip Zelikow, Thes Kexnady Tapes, Cambridge, Mass 1998. 
3 FRUS, 1961-63, voL xii, ‘American Republics’, pp 13f, 33. 
16 See Schlesinger’s letter, Naw York Termes, 26 February 1997. 


annual presentation to Congress, explaining why we need a huge mil- 
tary budget. The text of the statement was essentially identical to earlier 
years, except for the pretext. The Cold War had officially been declared 
over. So the threat was no longer the Russians. The threat now was what 
they called ‘the growing technological sophistication of Third World 
conflicts’. That is why we have to keep a huge military budget at Cold 
War levels—now increasing—and why we have to maintain the ‘defense 
industrial base’. That is a euphemism for high-technology industry. The 
White House also explained that it is necessary to maintain and upgrade 
intervention forces, which—as before—were directed primarily at the 
Middle East, where ‘the threats to our interests’ that have required mili 

tary engagement ‘could not be laid at the Kremlin's door’, contrary to 
earlier lies, now rendered useless. !7 


Incidentally, internal documents had clearly recognized that long ago, 
but it is now public, so we don’t have to argue about it. Note that the 
threats to our interests could also not be laid at Iraq’s door. This was a few 
months before the invasion of Kuwait, at which time (March 1990) 
Saddam Hussein was still a favoured friend and ally of the us and 
Britain, as he gassed Kurds and tortured dissidents, committing by far 
his worst atrocities with ample us and British aid and support. Saddam 
actually became a friend again, just a year later, in March 1991, as he 
slaughtered Shi'ites and suppressed a military uprising under the benign 
gaze of Stormin’ Norman Schwartzkopf. The us refused even to allow 
rebelling Iraqi generals access to captured Iraqi military equipment, and 
the Stare Department reiterated the official ban against any discussion 
with Iraqi dissidents—a ban which had been instituted by Secretary of 
State George Schultz after the Halabja massacre in 1988, according to 
Iraqi dissidents, to placate Saddam. 


That’s an abbreviated sample of a long story which is more or less the same: 
let’s tumn to the conventional interpretation of it. A good encapsulation is 
given by what was called the Clinton Doctrine. Every president needs a 
doctrine; this one was presented by Anthony Lake, National Security 
Advisor, and the administration’s intellectual. He said “Throughout the 
Cold War, we contained a global threat to market democracies’; now we 
can ‘consolidate the victory of democracy and open markets’."® American 
foreign policy has entered a ‘noble phase’, with a ‘saintly glow’ *9 


But critics cited by the Trwes warned that, by ‘granting idealism a near 
exclusive hold on our foreign policy’, we may be neglecting our own 
interests in the service of otbers.2° Between these extremes the debate 
may rage in happy isolation from the real world. There is also a conven- 
tional doctrine about the domestic scene and what it implies for the rest 
of the world, which has yet to benefit from what is called America’s 
‘entrepreneurial values and rugged individualism’. So let’s turn to that. 


George Bush, Natrona! Sacurtty Strategy of the Unsted States, The White House, March 
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The Land of Milk and Honey 


The standard picture of the domestic scene 1s given, to take one example, 
by a recent lead article in the New York Times. The headline is ‘America 1s 
Prosperous and Smug’—perhaps too much so, the article says, and 1t 
goes on to explain that Americans have ‘boundless confidence’ and 
‘expectations of unlimited economic success’ in the ‘happy glow of the 
American boom’. There has been a ‘fairy-tale US expansion since 1991’, a 
‘remarkable economic success’ which has taken place under the direction 
of ‘the saintly [Alan] Greenspan’.?* As I left Boston on Sunday, another 
lead article in the New York Trmes, on the front-page, described what it 
called a ‘fat and happy America’, enjoying the current economic boom, 
‘one of the longest and healthiest ın American history. ™ Okay, that’s the 
picture, you've seen plenty of it—probably more here even than ın the 
uS. Let’s have a look. It has indeed been a fairy tale for some. Both of the 
articles I cited give one—the same—example, namely the stock market. 
There has been enormous asset inflation, which is certainly a fairy tale to 
the 1 per cent of households that own half the stocks, and the 10 per cent 
that own most of the rest. It has also been a fairy tale for corporations; the 
business press has been ecstatic about the growth of profit in the last few 
years. It has been called ‘extraordinary’, ‘stunning’, ‘dazzling’, ‘stupen- 
dous’—I think they have run out of adjectives. 


But it’s not unproblematic. Bussmess Week did detect a problem; they had 
an article headlined ‘The Problem Now: What To Do With All That 
Cash’, as ‘surging profits’ are overflowing the coffers of corporate 
America. Shortly after it became even worse: “The liquid assets of non- 
financial corporations hit a staggering $679 billion’ causing ‘vexing 
problems’ for Boeing, Intel, General Motors and others like them.”3 
Fortunately, there is a solution, and there is a bi-partisan consensus on it: 
namely, to reduce taxes on capital gains. That 1s for the benefit of every- 
one, not just the top I per cent, for whom it’s half their income. The pur- 
pose of this is to free funds for investment, because the staggering 
two-thirds of a trillion dollars that’s causing such vexing problems is not 
enough. It takes a good education in orthodoxy to keep all this in hand 
with proper sobriety, but a lot of people do it, and it’s umpressive. 


What about the fairy-tale expansion since 1991? Well, it’s crue that it 
breaks new records; for one thing it’s the first recovery in American his- 
tory that has not been accompanied by increases in wealth and income, 
apart from those with incomes in the top few per cent. It is also the weak- 
est recovery of the post-war period; it’s even below the growth rate of the 
anaemic 1970s and 1980s. In fact, the per capita growth rate of the US 
economy in the 1990s is approximately at the OECD average; it is well 
below the 1950s and 1960s. It 1s also the period of slowest productivity 
growth, which is a portent for the future. So that raises some questions. 


a! David Sanger, ‘America 1s Prosperous and Smug, Like Japan Wes’, New York Temas Wonk 
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How can we have dazzling profit growth when the fairy-tale expansion is 
the weakest since the Second World War? There's a simple answer to 
that: most of the population has been left out of the story. For two-thirds 
of workers, average incomes are below the late 1970s. In the late 19803, 
which was a period of recovery, hunger in the Us increased 50 per cent, to 
affect about 30 million people. Around 1980 the Us was rather similar to 
other industrial societies by what are called ‘quality of life measures’ — 
factors like poverty, malnutrition among children, mortality, the propor- 
tion of the population ın jail, equality and so on. Now it’s far in the 
lead. Working hours have gone way up—Americans apparently work 
about a month per year more than they did twenty-five years ago, wages 
have gone down, support systems have declined, working conditions 
have deteriorated. Until this afternoon, I thought they were the worst 1n 
the industrial world, but then I got some information about England, 
and I had to revise that! The decline of us labour costs to the lowest, sec- 
ond to England, in the industrial world was hailed by the Wall Street 
Jornal as ‘a welcome development of transcendent importance’, and 
that’s part of America being happy and satisfied. 


Illegal firing of union organizers tripled in the 1980s, along with other 
violations of law, which continue under Clinton. The Reagan adminis- 
tration essentially informed the business world it wasn’t going to apply 
the laws, and was reported rather accurately in the business press.™ 
That’s a big factor in the increase ın inequality, the attack on wages and 
incomes. If you turn to the business pages of the New York Trmes, they tell 
the story pretty straight, for example, in a story headlined ‘America’s 
Treadmill Economy’, in which most people are ‘Going Nowhere Fast’, 
with poor prospects.” 


The Americans that Count 


Let’s go back to the headline, ‘America 1s Prosperous and Smug’. That 
makes sense as long as we understand what the word ‘Americans’ 
means: it doesn’t refer to Americans as a whole, it refers to a small, priv- 
ileged minority, which is in fact the constituency of the New York 
Trmes—those are the people you meet in elegant restaurants, board- 
rooms and so on—and they are indeed smug and prosperous, happy and 
confident. 


Now let us turn our attention to the saintly Alan Greenspan, who 
presided over the miracle in the 1990s. He recently testified to the 
Senate Banking Committee on the miracle, of which he was very proud. 
He attributed the miracle to ‘greater worker insecunty’.?° Workers are 
intumidated; they are afraid to ask for a living wage and benefits, and 
that’s a good thing. It makes Americans confident and smug, if you 
understand the word ‘Americans’ correctly. The latest economic report of 
the President also takes great pride in the fairy-tale economy, which it 
attributes to ‘significant wage restraint’ ther results from ‘changes in 
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labor market institutions and practices.’27 That translates into English as 
practices like the non-enforcement of laws on illegal strike-breaking, or 
allowing permanent replacement workers—the us has been cited by the 
1o for that, but nobody pays any attention. Caterpillar, the construction 
producer, just won a major strike in Illinois, seriously harming one of the 
major unions, United Auto Workers. How did they do it? By hiring per- 
manent replacement workers, considered illegal ın most of the world; 

and also by using the dazzling profits that they shared with their associ- 

ates to construct excess capacity abroad, from which they could supply 
their markets even with the Caterpillar plants in Illinois on strike. 
Notice that the use of profits to construct excess capacity abroad is not 
directly to do with profits, and not for efficiency, but for class war: it’s a 
way of attacking American workers, and so it was used. Capital 1s 
mobile, labour is not and, unfortunately, international labour links are 
quite weak. 


Another factor ın these benign changes is the trade agreements, which 
have interesting effects, commonly gathered under the term ‘globaliza- 
tion’. In the rules of the North American Free Trade Agreement (NAFTA), 
there ıs some meaningless verbiage about labour rights, but under those 
rules NAFTA is required to follow up on labour complaints. There was a 
complaint by telecommunication workers against Sprint. They actually 
won the complaint, though Sprint only got a slep on the wrist. But they 
did have to carry out an interesting study, which was conducted by a 
Cornell University labour economist, Kate Bronfenbrenner. It was sup- 
pressed by the Clinton administration, but released by Canada and 
Mexico, and not reported in the Us to my knowledge. She discovered 
that half of the organizing efforts since NAFTA had been disrupted by 
threats to transfer production—for example, signs ourside a plant that 
say “Mexican Transfer Job’. And those threats are not idle. When orga- 
nizing nevertheless succeeds, closures are at triple the pre-NAFTA rate. 
All of this 1s technically illegal but, as I said, Reagan and Clinton 
informed the business world that in this case crime wi] pay, with state 
protection.?8 


Saint Alan and the Transistor 


The saintly Alan recently gave a talk to newspaper editors in the us. He 
spoke passionately about the miracles of the market, the wonders 
brought by consumer choice and so on. He also gave some examples: the 
Internet, computers, information processing, lasers, satellites, transis- 
tors.? It’s an interesting list for these are textbook examples of creativity 
and production in the public sector. In the case of the Internet, for thirty 
years it was designed, developed and funded pnmarily in the pyblic sec- 
tor, mostly the Pentagon, then the National Science Foundation—that’s 
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most of the hardware, the software, new ideas, technology and so on. In 
just the last couple of years it has been handed over to people like Bill 
Gates who, at least, you have to admure for his honesty: he attributes his 
success to his ability to ‘embrace and extend’ the ideas of others, com- 
monly others ın the public sector.3° In the case of the Internet, consumer 
choice was close to zero, and during the crucial development stages the 
same 1s true of computers, information processing, and all the rest— 
unless by ‘consumer’ you mean the government. 


In fact, of all the examples that Greenspan gives, the only one that rises 
maybe above the level of a joke is transistors, and they are an interesting 
case. Transistors were developed in a private laboratory—Bell 
Telephone Laboratories of AT&1——which also made major contributions 
to solar cells, radio astronomy, information theory, and lots of other 
important things. But what ıs the role of markets and consumer choice 
in that? Well again, ic turns out, zero. AT&T was a government-sup- 
ported monopoly, so there was no consumer choice, and as a monopoly 
they could charge high prices: in effect, these were a tax on the public 
which they could use for institutions like Bell Laboratories. So again, 
the development was publicly subsidized—though the subsidy was 
concealed. As if to demonstrate the point, as soon as the industry was 
deregulated, Bell Labs went out of existence, because the public wasn’t 
paying for it any more: its successors work mostly on short-term applied 
projects. But that’s only the beginning of the story. True, Bell Labs 
invented transistors, but they used wartime technology which, again, 
was publicly subsidized and state-initiated. Furthermore, there was 
nobody to buy transistors at that time because they were very expensive 
to produce. For ten years the government was the mayor procurer, par- 
ticularly for high-performance transistors. In 1958 the Bell Telephone 
supplier, Western Electric, was producing hundreds of thousands of 
these, but solely for military applications. Government procurement 
provided entrepreneurial initiatives and guided the development of the 
technology, which could then be disseminated to industry.3* That’s 
‘consumer choice’ and the ‘miracle of the market’ in the one case that 
you can even look at without ridicule. In fact, that story can be general- 
ized—even the most ignorant economist must know this. The dynamic 
sectors of the economy rely crucially on massive public subsidy, innova- 
tion and creativity; the examples that Greenspan gave are some of the 
most dramatic cases of this. It’s a revealing set of choices. A lot of this 1s 
masked as defence, but that’s not all—the same is true in biotechnology, 
pharmaceuticals and so on. 


Naturally, business is delighted with all of this: the public pays the costs, 
assumes the risks (thus is ‘socialism for the rich’), while profit and power 
are privatized—that’s actually-existing market theory. It goes back cen- 
turies but it 1s dramatically true now. Particular cases illustrate the 
drama—take the leader of the conservative revolution in Congress, Newt 
Gingrich; he is a fount of very umpressive rhetoric about the work ethic, 
and breaking the cycle of dependency—how seven-year-old children 
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have to learn responsibility and that sort of thing. But, year after year, he 
holds the championship in bringing home federal subsidies to his rich 
constituents, in a sector of Georgia where the economy is even more 
dependent on federal subsidies than in most places.3? His favourite cash- 
cow is Lockheed-Martin. Every person in the Us pays what is ın effect a 
$200 annual Lockheed-Martin tax. Sometimes, even with all thar, 
Lockheed-Martin looks like it will go under; when it does the govern- 
ment steps in, as under the Nixon administration, with a couple of hun- 
dred million dollars of guaranteed loans. It was that performance that led 
Senator Proxmire to coin the phrase ‘corporate welfare’. So, that’s conser- 
vatısm in the House of Representatives.33 The Senate majority leader, 
Trent Lott, ıs the same. The Financial Times described him a couple of 
weeks ago as ‘the most successful pork producer in 1997’, which is quite 
accurate.*4 That’s conservatism in the Senate. 


‘The Idaho Connection 


And it continues—I will just give one last example. Here is a front page 
story in the New York Times on an ‘economic miracle’ in the United 
States. They describe ‘the prosperous new economy’ in ‘the nation’s most 
Republican state’, with its ‘deep-seated distrust of the Federal 
Government’ and its ‘tradition of self-reliance-—it happens to be 
Idaho. They point out, as ıs conventional, thar there is a down-side to 
the economic miracles: Idaho also breaks national records in child abuse 
and imprisonment; the unions have been wiped out; literacy is declining, 
and so on. But, never mind, it’s a prosperous new economy, and the most 
Republican state. From the article we don’t learn anything abour the 
economic miracle, so you look elsewhere. For example, you can look at 
the publications of the Idaho National Engineering and Environmental 
Lab. This 1s a national laboratory, managed by the Department of 
Energy, jointly with the Lockheed-Martin corporation—that’s the pri- 
vate contribution symbolizing self-reliance and distrust of the federal 
government. The publication opens by saying, ‘Americans have made a 
huge investment in the Idaho National Laboratory’ since it was founded 
10 1949 to briñg us nuclear energy and a nuclear navy. Last year the 
Department of Energy put $850 million into this single site, which is 
the ‘premier engineering lab in the DOB system of national laboratories.’ 
Its mission is to ‘move federally developed technologies into prrvate 
industry and academia.’36 


In academua, research and development is also federally funded, very sub- 
stantially; it ıs like a funnel for transferring public funds into private 
profits. Notice the phrase, ‘move federally developed technologies into 
private industry.’ That’s the role of the government in a free-enterprise 
economy. In the Idaho DOE lab, it’s not only nuclear energy; it's also 
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radioactive waste disposal, chemical processing, ‘the world’s most 
sophisticated materials and testing complex’, a ‘rapid-tooling technol- 
ogy’ laboratory that should ‘revolutionize the way automobiles and other 
products are built’—after the tax-payer gifts are handed over to the pri- 
vate sector—a supercomputer centre to ensure that the United States 
stays at the forefront of computer development. To help out on that, the 
Clinton administration recently slapped a huge tariff on Japanese super- 
computers which were undercutting the US ones, a magnificent contri- 
bution to free trade. The Clinton administration’s tariff interventions 
range from super-computers to Mexican tomatoes, which were banned — 
by threat alone, so a tariff was unnecessary—because, as was pointed out, 
they were preferred by American consumers 37 There are laws about this, 
but laws are not for rich and powerful people, they are for places like 
Haiti. The same DOE publication goes on to say thar one of the purposes 
of the National Lab is to ‘assist start-up companies ın attracting and 
securing state and federal grants and lines of credit’—that is what 1s 
known as entrepreneurial initiative and rugged individualism. In brief, 
the public invests massively, for fifty years, hands the gifts over to private 
power and profit, and we now admire this prosperous new economy, in 
the nation’s most Republican state, with its deep-seated distrust of the 
federal government and its tradition of self-reliance. 


Again, it takes a good education to handle all of this, but thar is the way 
the real economy works, in accordance with actually-existing market 
theory. And, of course, it’s not just the us; these are elementary facts 
about economic history since the eighteenth century, when England pio- 
neered the way. It’s well understood in the business world—if not by the 
saintly Alan and other ideologues—after all, they're the ones who 
designed it. The depression of the 1930s removed any lingering beliefs 
that some form of capitalism might be viable; the New Deal measures 
barely affected it, but World War 0 overcame it. The war was a grand 
success economically; there was a kind of semi-command economy, 
directed by corporate executives who flocked to Washington to run ıt, 
and they learned the lessons. It was confidently predicted, across the 
board, that the us would go nght back into depression after the war; 
something had to be done, the business press was frank about it. Fortune 
and Business Week reported that high-tech industry cannot survive in a 
‘pure, competitive, unsubsidized, “free enterprise” economy’ (specifi- 
cally the aircraft industry, though the point was more general), and ‘the 
government 1s their only possible saviour.’ The only question was how. 
There was an interesting discussion in the business press in the late 
1940s. They understood that social spending could serve to stimulate 
and sustain the economy, but they much preferred, and quickly hit upon, 
an alternative; namely, the Pentagon, the Department of Energy, NASA, 
the Atomic Energy Commission—the whole military-industrial system. 
And there were good reasons for their preference which went beyond eco- 
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nomics. Social spending has a downside: it has a democratizing effect. 
People have opinions about where you should put a hospital or a school 
or a road. But they usually have no opinions about what kind of jet plane 
to build, or what kind of lasers to build. So you undercut the democratiz- 
ing effect if you switch to the Pentagon system. Furthermore, social 
spending tends to be redistributive, whereas the Pentagon system 1s a 
pure gift to private power, with no negative side effects. It is also secret. 
It 1s easy to sell; you make people cower in terror, and then they will pay 
for it, and meanwhile the saintly Alan, and others like him, spin fantasies 
for the public. 


The Goal of Automation 


The role of the state 1s not just to create and protect high-tech industry, it 
also has to intervene to overcome management failures——it had to do 
that a great deal in the 1970s. Ac that time, there was a lot of concern 
about the low level of productivity and investment growth, and the fail- 
ure of incompetent US management to keep up with more advanced 
Japanese methods, and there were public calls for what was called the 
reindustrialization of America. The Pentagon responded with a pro- 
gramme called Mantech (‘Manufacturing Technology’). The goal, as 
described by the Pentagon, was to design the ‘factory of the future’, to 
integrate computer technology and automation in production and design, 
and to develop flexible manufacturing technology and management effi- 
ciency.39 The goal was to boost the market share and the industrial leader- 
ship of the us in the traditional way, through state initiative and 
tax-payer funding. There was also a beneficial side-effect: the factory of 
the future can reduce and control the workforce. It’s an old story—take 
automation. Automation was so inefficient that ıt had to be developed in 
the public sector for a long period, before being finally handed over to pri- 
vate industry. When ıt was designed in the state sector ıt was designed in 
a very specific way, which is not inherent ın the technology, and this topic 
has been rather well studied.4° The system of computer-controlled 
machine tools could have been developed so as to empower mechanics and 
get rid of useless layers of management. But it was done the other way 
around: to increase the layers of management and to desks// workers. 
Again, that’s not a technological or an economic decision, but it’s a power 
decision—hbesically, part of class war. The same can be done with the fac- 
tory of the future, when ıt is designed in the state sector—without anyone 
observing it, of course, except the business world, who are quite happy 
about it. 


The Mantech programme expanded quite rapidly under the Reagan 
administration, which actually went far beyond the norm in violaung 
market principles for the rich, while being full of elevated rhetoric for 
the poor. Under Reagan the main research branch of the Pentagon, 
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DARPA, actively promoted new technologies in a variety of fields, such as 
massively parallel computing—the source of the main technology ın 
super-computers and information technology, finishing up the work on 
the Internet, which they had ın fact initiated—and also in establishing 
start-up companies. Sciesce magazine, the journal of the American 
Association for the Advancement of Science, had an article recently in 
which they pointed out that ‘DARPA became a pivotal market force’ under 
Reagan and Bush, transferring new technologies to ‘nascent indus- 
tries’—~it’s a mayor source of the success of Silicon Valley.4’ The Reagan 
administration also doubled protective barriers, breaking all post-war 
records in protectionism. The purpose was to keep out superior Japanese 
products—steel, cars, semiconductors, computers—not only to save US 
todustries but to place them in a dominant position for the triumph of 
the market, as it’s called, ın the 1990s, thanks in large measure to huge 
public subsidies, public-sector innovation and development, protection, 
straight bail-outs like Continental Illinois and so on. It’s amazing to 
watch the story transmuted into the politically correct terms that you 
read and hear. 


Financial Regulation and Democracy 


I have been talking about continuities in the global economy and socio- 
economic planning, but there have also been some important changes. 
The most important change took shape about thirty years ago. After 
World War n, the us and Britain did establish a global economic order, 
called the Bretton Woods system. It is sometimes described as liberal 
internationalism, but that’s not accurate. It had two goals: one was to 
liberalize trade; and the second was to regulate finance. That's still in the 
IMF articles. Why regulate finance? There are two reasons: the first 1s 
what some economists call the incompatibility thesis, thar is, the belief 
(probably accurate) thar liberalrzation of finance tends to undermine free 
trade; but the second 1s not just a speculation, it’s obvious. It was under- 
stood that liberalization of finance is a powerful weapon against democ- 
racy and the welfare state, both of which had enormous public support at 
the tume. The US negotiator, Harry Dexter White (Roosevelt’s represen- 
tative; che British one was Keynes), pointed out that capital controls— 
the regulation of financial capital—allow governments to carry out 
monetary and tax policies, and to sustain full employment and social 
programmes without fear of capital flight. Free flow of capital creates 
what some international economists call a ‘virtual senare’.4? Highly con- 
centrated financial capital can impose its own social policies on govern- 
ments and punish those who deviate by capital flight. 


The Bretton Woods system, based on regulated financial flows, was 
enforced throughout what is usually called the Golden Age of high levels 
of growth of the economy and productivity, and an extension of the social 
contract through the 1950s and 1960s. It was dismantled by Richard 
Nixon in the early 1970s with the support of Britain, and, later, other 
major powers. Finance was liberalized—there was an astronomical 
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increase in financial flows, and their composition changed. So, in 1970, 
about 90 per cent of foreign exchange transactions were related to the 
real economy—things like trade and investment. By now it 1s, maybe, 5 
per cent; the rest is speculative, most of it very short-term—=about 80 per 
cent has a return time of about a week, much of it less. What had been 
predicted took place. It was predicted at once that this was going to lead 
to a low-growth, low-wage economy. That has been happening, along 
with huge profits and an attack on the social contract by the virtual sen- 
ate, with the us and Britain in the lead. It also radically increased the 
volatility of markets: there have been wild fluctuations and lots of finan- 
cial crises That has actually led even the most conservative sectors, like 
the Bank for International Settlements, and recently the chief economist 
of the World Bank and others to call for some type of re-regulation of 
financial flows. 


It also increased the constraints on trade. This period, since the early 
19703, has been described as a period of ‘sustained assault’ on free mar- 
kets by the head of economic research at the wro in a technical study. He 
estimates the effects of Reaganire barriers at about three times the level 
of other industrial countries.42 For much of the Third World, it’s a disas- 
ter: a UN development report estimates that, annually, the Third World 
loses about half a trs//1om dollars from various forms of First World pro- 
tectionism and market intervention. Trade growth slowed, along with 
productivity growth, economic growth, and so on. There are a few excep- 
tions, but that’s the general pattern. 


Furthermore, what’s called trade is heavily managed. So, for example, the 
general estimate is that, for the us, about 40 per cent of what is called 
‘trade’ is actually eternal to a firm—such as Ford Motor Company shift- 
ing something for assembly in Mexico, and shipping it back across the 
border; it’s not trade in any serious sense.44 There are similar figures for 
other major industrial countries, The globel economy 1s administered by 
the firms themselves, and by strategic alliances among firms which are 
growing everywhere. One fairly conventional estimate in technical stud- 
ies is that only about 15 per cent of trade may be called free in some 
sense. 


Odious Debt 


The Third World disaster was exacerbated by the ‘debt crisis’ of the 
1980s that was precipitared by the sharp rise in interest rates in the US, 
leading to huge capital flight from Third World countries ın which the 
rich were exempt from social obligations—Latin America, for example, 
but not South Korea. In the 1970s, according to the OECD, bank lending 
more than doubled from 1971 to 1973, then ‘levelled off for the next two 
years, despite the enormous increase ın oil bills’ from late 1973; ‘the 
most decisive and dramatic increase in bank lending was associated with 
the major commodity price boom of 1972—73——before the oil shock’, the 
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OECD reports. One example was the tripling price of us wheat exports. 
Lending later increased as banks recycled petrodollars.45 


The international financial institutions also shared responsibility. The 
World Bank had actively promoted borrowing: ‘there is no general prob- 
lem of developing countries being able to service debt’, the Bank 
announced in 1978.4° Several weeks before Mexico defaulted in 1982, 
setting off the crisis, a joint publication of the IMF and World Bank 
declared that ‘there 1s still considerable scope for sustained additional 
borrowing to increase productive capacity’47—-for example, for the use- 
less Sicartsa steel plant in Mexico, funded by British taxpayers in one of 
the exercises of Thatcherite mercantilism.4® 


The debt is a social and ideological construct, not an economic fact. Take 
Indonesia under Suharto, who was greatly admired in the West since he 
took power in 1965, presiding over a huge slaughter and proceeding to 
compile a record of terror, aggression, massacre and corruption with few 
counterparts 1n post-war history. The current private debt of some $80 
billion is held by at most a few hundred individuals, Indonesian econo- 
mists estimate, perhaps as few as fifty.49 The wealth of the Suharto family 
is estimated at roughly the scale of the IMF rescue package. The estimates 
suggest some ways to overcome the current ‘financial crisis’, but these 
are not on the agenda. The costs are to be borne primarily by 200 million 
Indonesians who borrowed nothing, along with Western taxpayers, in 
accord with the rules of ‘actually existing capitalism’. 


The picture can be generalized, and is not restricted to the Third World. 
After World War 1, there was a massive flow of capital from Europe to 
the United States. Cooperative controls could have kept the funds at 
home for post-war reconstruction, but US policy makers preferred to have 
wealthy Europeans send their capital to New York banks, with the costs 
of reconstruction transferred to US taxpayers. The device was called ‘the 
Marshall Plan’, which approximately covered the ‘mass movements of 
nervous flight capital’ that leading economists had predicted, and that 
took place.>° 


In the same connection, it’s worth recalling that, when the us took over 
Cuba one hundred years ago, it cancelled Cuba’s debt to Spain on the 
grounds that the burden was ‘imposed upon the people of Cuba without 
their consent and by force of arms’. Such debts were later called ‘odious 
debt’ by legal scholarship, ‘not an obligation for the nation’ but the ‘debt 
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of the power thar has incurred it’, while the creditors who ‘have commit- 
ted a hostile act with regard to the people’ can expect no payment from 
the victums. The same doctrine was invoked twenty-five years later when 
Costa Rica cancelled the debt of its former dictator to the Royal Bank of 
Canada. Britain's challenge was submitted to arbitration. The arbitra- 
tor—us Supreme Court Chief Justice William Howard Taft—concluded 
that che Bank lent the money for no ‘legitimate use’, so its claim for pay- 
ment ‘must fail.” 


The logic extends readily to much of today’s debt—‘odious debt’ with no 
legal or moral standing, umposed upon people without their consent, 
often serving to repress them and enrich their masters. The observation 
is familiar in high places. The current Us executive director of the DMF, 
economist Karin Lissakers, wrote seven years ago that Washington's 
argument for cancelling Cuba's debt, ‘if applied today would wipe out a 
substantial part of the Third World’s indebtedness.’5? But that, too, 13 
not on the agenda, for reasons that have to do with power, not economic 
or legal principle, let alone moral considerations. 


The Hidden Face of NAFTA 


The attack on democracy continues. I will illustrate this with a couple of 
remarks about current trade agreements—that’s a large topic in itself; let 
me sample ıt, starting with NAFTA. When it was being discussed, there 
were all kinds of wondrous tales about the fantastic effects ıt was going 
to have for working people in all three countries, the US, Canada and 
Menxico. You don’t hear that any more—that’s all abandoned. It is now 
conceded that the critics, who were kept out of the debate, were right all 
along: that is, the purpose had nothing to do with anybody's welfare, or 
even with expanding trade. Rather, the purpose was to ‘lock Mexico into 
the reforms’ of the 1980s. These reforms were an utter disaster for most 
Mexicans, but they were of great benefit to foreign investors and the 
Mexican wealthy—-in fact, the number of new billionaires increased 
roughly in line with the poverty rate, mostly through privatization and 
other scams. That was what was called an economic miracle. 


At the time, you could read the truth of the matter about the goals of 
NAFTA in the business press, or in the marginal, independent press— 
what's called the alternative press; now you can read it in Foreign Affairs, 
so that’s an advance. Yet to be conceded by the official commentators 1s 
what probably les in the background. There was a Latin American 
Strategy Development Workshop in Washington in 1990. It discussed, 
among other things, relations with the Mexican dictatorship and found 
them to be excellent, although there was one cloud on the horizon. Here 
it is. ‘A “democracy opening” in Mexico could test the special relation- 
ship by bringing into office a government more interested in challeng- 
ing the US on economic and nationalist grounds.’53 It ıs the standard 
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threat that had to be contained in the post-war era. Now the threat of a 
‘democracy opening’ in Mexico is overcome, with the country locked 
into the reforms by treaty, so Mexicans can play wich formal democracy, 
if they lke. 


In the phrase “North American Free Trade Agreement’, the only accurate 
part is ‘North American’, the rest is all false. It’s not free trade, for ıt 
includes highly protectionist elements. It was certainly not an agree- 
ment: it was strongly opposed in Canada; the public remained opposed 
in che US and probably Mexico—ir’s a dictatorship in all but name, so we 
don’t have careful polls, but that’s what it looked like, with huge 
protests, and much of the business community opposed, and so on. 


In the us the intention was to ram NAFTA through in secret, but that did 
not work; there was a lot of public agitation. But it went through any- 
way. The labour movement was strongly opposed, and they published a 
careful, well-argued document, explaining their position: they sup- 
ported a North American Free Trade Agreement, but not this version; 
rather, they proposed an alternative, which would not be just an agree- 
ment defending investor rights, but would be for the benefit of the peo- 
ple of the us, Mexico and Canada. Actually, they used an EU model for it. 
The Office of Technology Assessment (OTA), which was Congress’s own 
research bureau, also published a study which was virtually the same. 
While the labour movement position and the OTA analysis were barred 
from the media, the President, and political leaders and commentators, 
lambasted what they called the ‘backward, unenlightened labour move- 
ment’ with its ‘crude, threatening tactics’ and its ‘narrow nationalism’.>4 
All of this was totally false, but unchallengeable in the free press. Well, 
despite a huge propaganda effort, the public remained opposed, but they 
were ignored, and the ‘agreement’ went through 


Last autumn, we had the next incident I want to look at, which is rather 
revealing. There was a big fuss about what was called fast-track legisla- 
tion. This refers to legislation that allows the President to negotiate trade 
agreements in secret, with Congress then having the right to say ‘yes’ or 
‘no’, but no further involvement. That held for a long time—nobody 
questioned it. But things have changed: the country may look depoliti- 
cized, but attitudes have changed, and now there is a lot of opposition to 
such measures. So, this autumn they tried to ram it through, and they 
couldn’t. Congress was compelled to oppose it by constituency pressure 
and grass-roots opposition—even those members who favoured it— 
which 1s interesting, and tells you something important about what is 
really happening in the country. The media were 100 per cent in favour of 
it, the corporate world was 100 per cent in favour of it; but they knew 
they had problems. The Wall Street Journal pointed out that, although it 
is obvious thar this is a great thing, the critics had what the Jowrza/ called 
an ‘ultimate weapon’. that the population is opposed.>5 Even the ‘free 
press’ wasn’t able completely to handle that problem, so they lost. 


H I happen to be quoting Anthony Lewis, who 1s at the far left of the corporate media 
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The whole discussion was interesting. Ic was called a discussion about 
free trade, which is obviously a great thing. But it plainly wasn’t that: 
the trade agreements that they had in mind—like the Uruguay Round, 
and WTO and so on—are a mixture of protectionism and liberalization, 
designed for the national interest of ‘Americans’, in the technical sense. 
Furthermore, the whole thing had nothing to do with trade: it had to do 
with democracy. The question was ‘Does the public have a right to know 
what's being done to it by the state-corporate alliance?’ The most ardent 
free-traders would oppose fast-track if they happened to believe in 
democracy, because that’s what was involved. 


A Secret and Explosive Deal 


Finally, what was probably the major issue was literally never men- 
tioned. It had nothing to do with bringing Chile into NAFTA; it had to do 
with the Multilateral Agreement on Investment (MAI). The business 
world knew that, and so did the press, but they didn’t report it. There is 
an organization called the United States Council for International 
Business, which, in its own words, ‘advances the global interests of 
American business both at home and abroad’, and 1s the main lobbying 
group for international business.>° They had called upon the Clinton 
administration to include the MAI under fast-track even before the legis- 
lation was introduced.>” As I say, the media certainly knew about this, 
but there was no mention of the MAI during the whole fast-track furore. 


So let us examine the Mal, which is itself a revealing story. It has been 
under intense negotiation since May 1995 within the OECD. It has been 
kept under a ‘veil of secrecy’, to use the phrase of Sir Anthony Mason, the 
former Chief Justice of the Australian Supreme Court, condemning his 
government’s refusal to permit even parliamentary scrutiny, when the 
issue finally broke through to the public in Australia, as it did ın January 
1998.8 In Canada, and Canada alone, the veil was broken in mid-1997, 
and since then it has been a big issue nationally, on television and in the 
mainstream press and so on. There has been some discussion in Europe, 
mainly in the last few months. The us is unique. I just wrote an article 
with a detailed review of this, and I will just summarize it here 
roughly.59 Effectively, there was nothing in the US up to the present, 
apart from what you might call statistical error. 


The business world, of course, knew: so Busswess Week in February had an 
article headlined “The Explosive Trade Deal You've Never Heard Of.’"© 
That's true, it was explosive, and unless you were right in the centre of 
the corporate world, you had never heard of it. Last November twenty- 
five members of Congress wrote a letter to the White House in which 
they said, ‘it has come to our attention’ that for almost three years the 
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White House has been carrying out intensive negotiations on the MAI 
without informing Congress. And they asked how that could be, given 
that Congress has exclusive constitutional authority to regulate interna- 
tional commerce; and secondly, because the rights of corporations 
granted in the MAI extend far beyond what is permitted in us law.5' So 
how come this had been going on? A couple of months later, they got a 
vacuous response; the kind you get when you write a letter to the White 
House, by some computer that sends back a form letter. There wasn’t a 
word about this ın the free press, which of course knew about it. 


On 17 February the White House did make an official statement; it had 
still been kept under a veil of secrecy in the media, but there were 
enough grass-roots protests that the White House had to make an offi- 
cial starement—which was not reported, incidentally. The statement is 
boilerplate, but it 1s interesting. It emphasized the importance of ‘work- 
ing closely with domestic constituencies to build a consensus on the 
MAI, and stressed that the administration has been living up to ts 
responsibility to ensure the active participation of ‘domestic constituen- 
cies’ which must ‘have a stake in this process.’ At last, we have a testi- 
monial to democracy, but there ıs a question: who are the domestic 
constituencies? Well, plainly not Congress: they hadn’t been informed. 
Plainly not the public which 1s still being kept in the dark. So, who are 
the domestic constituencies? Well, the us Council for International 
Business, which has played an active role all along; in fact, ın January 
1996 they even published a monograph on the Mal for their constituency 
and the corporate sector generally.°3 Now comes a simple exercise in 
logic that I leave to you: the domestic constituencies are those who cast 
over society the shadow that we call politics; they are the ‘Americans’, in 
the technical sense, the ones who are smug and happy. There are impor- 
tant lessons here, which we should take to heart—t is not so often that 
power tells you so clearly what they think of you with such crude hon- 
esty, and what your place is in a democracy. 


It is important that, despite the veil of secrecy, the public remains 
opposed, instinctively. The ultimate weapon is still there. Fast-track 
couldn’t be rammed through, and public agitation was a significant fac- 
tor ın preventing the OECD from signing the MAI on the due date of 27 
April. 


That is quite an astonishing achievement by grass-roots organizations 
confronting the major global concentration of power. The G7, the inter- 
national financial institutions, the concentrated corporate sector—they 
were on one side, with the media in their pocket. On the other side, 
grass-roots organizations around the world. That was the conflict, and 
the grass-roots organizations won. The reaction to that is quite interest- 
ing. The Financial Times bad an intriguing article a couple of days ago 
which portrayed the episode as ‘a horde of vigilantes’ who had over- 


ét Ron Klink, Cliff Stearns, and eighteen other congressional representarives, letter ro 
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whelmed the poor OECD and the corporate world. This horde of vigi- 
lantes had used their ‘good organization and strong finances... to wield 
much influence with the media’—in the us, effectively zero, but even 
the slightest breach in total unanimity is a terrible danger. It goes on to 
say that ıt will be necessary ‘to drum up business support’ so as to beat 
back the hordes. It then quotes trade diplomats, who say that it may 
become ‘harder to do deals behind closed doors and submit them for rub- 
ber-stamping by parliaments’ as in the good old days.“ In Australia, the 
press blamed what they called the ‘xenophobic hysteria’ of an ‘unholy 
alliance of aid groups, labour, environmentalists’ and other special inter- 
ests—in other words, the population.® In the New Republic, which 18 
supposed to be the organ of American liberalism, a columnist warned of 
the ‘flat-earth and black helicopter crowd’, thar is, the rabble—the ones 
who have terrified the ‘men of best quality’, as they used to call them- 
selves ın the seventeenth century; the ‘responsible men’, as they call 
themselves today. 


Corporations as States 


So, the threat of democracy remains very real, despite everything. The 
MAI is now shifting to the IMF, which is suitably secretive and unac- 
countable. There 1s no time to review the provisions here, but there is 
no reason to disagree with Business Week about the ‘explosive’ nature of 
the treaty. In fact, ıt would constitute a major attack on democracy: it 
would shift decision-making power over social and economic affairs 
even further into the hands of private tyrannies that operate in secret, 
unaccountable to the public. Corporations had been granted the nghts 
of immortal persons by radical judicial activism early this century; but 
the MAI grants them the rights of states. They would have the right, for 
example, to sue governments—local and national. The suits don’t go to 
courts, they go to private panels with no appeal, no rules of evidence; 
the panels are made up of ‘trade experts’—you can imagine who they 
are. There is no reciprocity: states don’t have the right to sue corpora- 
tions. In fact, all obligations in this 150-page text—which, inciden- 
tally, was leaked by the horde of vigilantes when they somehow got a 
copy of it—fall on people and governments, none on corporations. 
There are some interesting cases going on right now where corpora- 
tions are attempting to explore the range of the ambiguous wording 
which is already around giving them the right to sue states for interfer- 
ing with the ‘enjoyment of their rights’, as they put it. The MAI 
includes what is called a ‘ratchet effect’ that is besed on ‘standstill’ and 
‘rollback’. ‘Standstill’ means that signers cannot 1:ntroduce any legisla- 
tion which interferes with unrestricted corporate nghts to do anything 
they feel like. ‘Rollback’ refers to the fact that signers are obliged to 
roll back existing legislation that interferes with those rights. There is 
a twenty-year lock so, once you get into it, you are stuck for twenty 
years. Of course, that doesn’t apply equally: if the US wants to get out 
of it, it will treat ıt like the Uruguay Round when it decides to ben 
super-computers But for the weaker people, it’s a lock. Investors are 


6&4 Guy de Jonquières, ‘Network Guernilas’, Fraescal Times, 30 April 1998 
© David Forman, The Australien, 14 January 1998 
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freed from even the most minimal obligations that might be imposed 
by some democratic interference with private tyrannies. 


The draft treaty accords investors the right to move assets freely, includ- 
ing production facilities and financial assets, without ‘government inter- 
ference’—meaning a voice for the pubhc. By modes of chicanery 
familiar to corporate lawyers, the rights granted to ‘foreign investors’ 
transfer easily to ‘domestic investors’ as well. Among democratic choices 
that might be barred are those calling for local ownership, sharing of 
technology, local managers, corporate accountability, provisions for a liv- 
ing wage, preferences (for deprived areas, minorities, women and so on), 
labour-consumer-environmental protection, restrictions on dangerous 
products, protection for small business, support for strategic and emerg- 
ing industnes, land reform, community and worker control (that is, the 
foundations of authentic democracy), labour actions (which could be 
construed as illegal threats to order). 


No restrictions are allowed on investment in countries with human rights 
violations: South Africa in the days of ‘constructive engagement’, say, or 
Burma today. Constraints on capital flow are barred: for example, the con- 
ditions imposed by Chile to discourage inflows of short-term capital that 
are widely credited with having insulated that economy somewhat from 
the destructive umpact of highly volatile financial markets subject to 
unpredictable herd-like irrationality. It bars more far-reaching measures 
that might well reverse the deleterious consequences of liberalizing capi- 
tal flows. Serious proposals to achieve these ends have been around for 
years, but have never been allowed to reach the agenda of the powerful. It 
may well be that the economy is harmed by financial liberalization, as the 
evidence suggests. But that is a matter of little moment 1n comparison 
with the advantages conferred by the liberalization of financial flows for a 
quarter-century. These advantages are substantial. Financial liberalization 
contributes to concentration of wealth and provides powerful weapons to 
undermine social programmes. It helps bring about the ‘significant wage 
restraint’ and ‘atypical restraint on compensation increases [which] 
appears to be mainly the consequence of greater worker insecurity’, 
which so encourage Fed chair Alan Greenspan and the Clinton 
Admunistration, sustaining the ‘economic miracle’ that arouses awe 
among its beneficiaries and deluded observers, particularly abroad. 


These are possible ‘worst case’ analyses. The question of what the terms 
of the MAI actually state, and portend, has no definite answer, any more 
than there is a definite answer to similar questions about the us 
Constitution. We could not answer the question about the MAI even if we 
had the full text, a detailed list of the reservations introduced by signato- 
ries, and the entire verbatim record of the proceedings. The reason is that 
the answers are not determined by words, but by the power relations that 
impose their interpretations. That should be yet another truism. 


© For the draft version of the MAI, see OECD, As/tiletere! Agreement on Investment. 
Couswlsdated Texts and Commentary, (OLIS, 9 January 1997, DAFFE/MAUI/97, Confidential). 
For a revised version see, www-monde-diplomanque.fr/md/dossiers/ami/ 

& Alan Greenspan, testimony before che Senate Benking Committee, February 1997, see 
above fn. 27 
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The long-term goal of such initiatives is clear enough to anyone with 
open eyes: an international political economy which 1s organized by 
powerful states and secret bureaucracies whose primary function is to 
serve the concentrations of private power which administer markets 
through their own internal operations, through networks of corporate 
alliances, including the intra-firm transactions that are mislabelled 
‘trade’. They rely on the public for subsidy, for research and develop- 
ment, for innovation and for bail-outs when things go wrong. They rely 
on the powerful states for protection from dangerous ‘democracy open- 
ings’. In such ways, they seek to ensure that che ‘prime beneficiaries’ of 
the world’s wealth are the mght people: the smug and prosperous 
‘Americans’; the ‘domestic constituencies’ and their counterparts else- 
where. The scale of all of this is nowhere near as great or, for that matter, 
as novel as claimed; in many ways it’s a return to the early twentieth cen- 
tury. And there’s no reason to doubt that ıt can be controlled, even 
within existing formal institutions of parliamentary democracy. These 
are not the operations of any mysterious economic laws; they are human 
decisions that are subject to challenge, revision and reversal. They are 
also decisions made within institutions, state and private. These have to 
face the test of legitimacy, as always; and if they do not meet chat test 
they can be replaced by others that are more free and more just, exactly as 
has happened throughout history. 


Alternative Public Policies for Social Justice 


The Lipman-Miliband Trust for Socialist Education and 
Research announces a special award of up to £6000 to 
promote research and publication in the field of alternative 
social policy. 


We invite applications from people working In areas of 
alternative social policy, who should write for details to: 


Lipman-Millband Trust, 29 Edis Street, London NW1 8LE 


Closing date for completed applications is 5 October 1998. 
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Chin-tao Wu 


Embracing the Enterprise Culture: 
Art Institutions Since the 1980s 


With the Government giving 
less to art and education, 
somebody's got to give more. 
And that somebody 15 
America’s corporations," 


Such statements were a common feature of the Reagan era, designed to place 
business before the public consciousness as an enlightened patron of the arts. 
They are indicative of a wider phenomenon that characterized the decade of the 
1980s under successive Reagan and Thatcher governments—the unprece- 
dented intervention of business in contemporary culture. Never before had the 
corporate world in America and Britain exercised such sway over the range of 
high culture, in which business involvement had previously been thought of as 
inappropriate, if not completely alien. 

28 


Corporations had, of course, for some time been making contributions to 
art museums and other cultural organizations. In the 1970s, while con- 
tinuing in the generally passive role of being solicited for donations, 
businesses had begun to be active participants in the framing and shap- 
ing of the discourse of contemporary culture. What was new in the 1980s 
was that this active involvement became ubiquitous and comprehensive. 


This essay sets out to plot a small but important part of this trajectory 
whose impetus lay in the free-market policies and ethos of the Reagan 
and Thatcher decade: the great influx of corporate capital into visual art 
institutions. Looking specifically at the contemporary art world, I will 
examune the ways in which businesses successfully transformed art muse- 
ums and galleries into their own public-relations vehicles, by taking over 
the function, and by exploiting the social status, that cultural institu- 
tions have 1n our society. Given the scope of this essay, it is not possible to 
discuss the public policy implications of this phenomenon.’ Yet it is 
worth recalling that the relation between public policy and business 
sponsorship in Britain 1s so close that Colin Tweedy, director of the 
Association of Business Sponsorship for the Arts (ABSA), went as far as to 
suggest that sponsorship was one of the cornerstones of Thatcherism.3 


During the 1980s corporate art collections were being set up with 
increasing frequency on both sides of the Atlantic. Using their economic 
power, modern corporations, armed with their own curators and art 
departments, vigorously emulated the former prerogatives of public art 
museums and galleries by organizing and touring their own collections 
at home and abroad, and by incorporating an art gallery or hosting a 
branch of a public museum within their premises. More importantly, 
corporations established contemporary art awards, giving them consid- 
erable cultural visibility, along with the appearance of being the arbiters 
of society’s taste. Business influence is thus well advanced in every phase 
of contemporary art—in its production, dissemination and reception. 


Compared with the United States, there was a great deal less corporate 
engagement in art museums in Britain, at least before the Conservatives 
came to power in 1979. Then the government at both local and national 
levels was still directly and adequately funding art galleries. It was possi- 
ble in 1980 to speak of visual arts sponsorship ın Britain as a ‘new game’, 
with its territory yet to be ‘firmly demarcated’.4 Yet throughout the 
1980s the Conservative government was highly successful in emulating 
American-style enterprise culture, transforming the cultural scene in 
Britain. By the end of the 1980s, whether in Britain or America, art 
museums had become just another public-relations outpost for corpora- 


* Quotation from a special Chase Manhattan advertising supplement, ‘American Business 
and the Arts’, Ferka, 27 October 1986 
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tions, and we live with the consequences to this day. Across the Atlantic, 
Lexus sedans were regularly displayed outside museums and concert 
halls, such as the Los Angeles County Museum of Art and the Lincoln 
Center in New York, while in Britain both the Royal Academy and 
Royal Festival Hall converted therr courtyards into car showrooms for 
corporate sponsors. The transformation of art museums in the 1980s 
from purveyors of a particular élite culture to fun palaces for an increas- 
ing number of middle-class arts consumers has thus to be seen within the 
dual perspective of government policies and business initiatives. 


The Principles of Art Sponsorship 


But why are companies or corporate executives attracted to arts sponsor- 
ship in the first place? Notwithstanding the considerable endeavours to 
foster private support for the arts under the Reagan and Thatcher 
regimes, corporations were doing much more than simply responding to 
government pressure. It was rather a question of the unashamedly pro- 
business ambience created by both governments, significantly helping 
companies in their efforts to push their agendas. At an ideological level, 
business has always perceived any government regulation as a potential 
threat to the free market system. Closely following the setting up of the 
National Endowment for the Arts (NEA) by the us federal government in 
1965, the business community responded in 1967 by establishing an 
arts support system of its own, the Business Committee for the Arts 
(BCA) Like other business associations such as the Business Roundtable 
in America, the BCA assumed, and has maintained, an undisputed role as 
the principal spokesman for business view on arts issues. They defend 
and champion their arts intervention through regular publications of the 
speeches of top corporate executives. Here is part of one of them by 
Winton Blount, the chief executive officer (CEO) of Blount Inc. and a for- 
mer chairman of the BCA, at its annual meeting in 1984: 


That environment [of freedom] is being persistently eroded every- 
where by ill-advised and ill-conceived regulation, taxation, and 
other forms of government control. So we are engaged ın an impor- 
tant work in furthering the arts. We are not merely meeting a civic 
obligation which we can accept or reject as we wish. We are helping 
to keep open those avenues of freedom along which art and com- 
merce both travel.’ 


But freedom of artistic expression, in which an individual asserts his or 
her right to advance their art at a personal level, is of an entirely different 
order from the freedom that businesses with vast amounts of private cap- 
ital have to follow their altogether more earthly pursuits. 


The significance of this pro-business offensive can only be fully under- 
stood against the background of an even larger corporate strategy; that 
is, to quote Willard C. Butcher (successor to David Rockefeller as presi- 
dent and chief executive of Chase Manhattan Bank) to take a ‘visible role 





3 Winton M Blount, Basrmeu Sappert to the Arts is Jast Goed Sense, New York 1984, cited ın 
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in communicating the private enterprise perspective on a variety of criti- 
cal public issues’. During the 1980s, it was not only business executives 
who made concerted efforts to speak out through media appearances, as 
Butcher had urged his fellow executives, to ‘take our message directly 
into American homes, to the people.. We need nothing less than a 
major and sustained effort in the marketplace of ideas. Companies also 
spent millions of dollars on issue advertising, not directly to sell prod- 
ucts, but to propagate company views on contemporary political and 
social issues. Although this broader issue cannot be dealt with here, ıt is 
essential to bear in mind thar corporate arts sponsorship is not an isolated 
phenomenon. By sponsoring art institutions, corporations present them- 
selves as sharing a humanist value system with museums and galleries, 
cloaking their particular interests with a universal moral veneer. 


While culturally ‘playing safe’ 1s generally thought to be the strategy of 
corporate sponsorship, contemporary art certainly offers more treacher- 
ous ground than that of the old masters which are unlikely to generate 
controversy. Why, then, does any company choose to tread upon it? The 
mythological cult of artistic personality and the strong association 
between avant-garde art and innovation within the paradigms of mod- 
ernism have provided the business world with a valuable tool for the pro- 
jection of an image of itself as a liberal and progressive force. When 
introducing its sponsored exhibition Wher Astitudes Become Form, a sur- 
vey of conceptual art, John Murphy, then the executive vice-president of 
Philip Morris Inc., emphasized that 


We at Philip Morris feel it is appropriate that we participate in 
bringing these works to the attention of the public, for there is a 
key element in this ‘new art’ which has its counterpart in the busi- 
ness world. That element 1s innovation—without which it would 
be impossible for progress to be made in any segment in society.” 


By appropriating the concept of innovation, and by mediating and 
redefining its meaning ın corporate terms, business seeks to present its 
intervention in the arts as a great and legitimate cause. 


Managing Sponsorship 


To venture into arts sponsorship, however, requires more than an imagi- 
native . It is an initiative generally taken not by middle man- 
agers, but by the chairman or chief executive, or in the case of 
partnerships, the senior partners. Ac variance with orthodox management 
theory, according to which senior management’s involvement should 
increase or decrease in proportion to the relative scale of expenditure, top 
managers take a disproportionate interest in arts sponsorship, regardless 
of the small sums involved in relation to a company’s annual budget. A 
systematic analysis by Michael Useem and Stephen I. Kutner in 1984 of 
corporate contributions among companies in Massachusetts reported that 
the CHO of three-fifths of the firms still reviewed recommendations for 
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specific contributions if they exceeded a minimum amount, with that 
amount for half of these firms being a mere $500.8 


The important role that senior managers, in particular the chairman and 
the CBO, play in corporate arts sponsorship is confirmed by the results of 
my own survey into the subyect.? When it comes to initiating any pro- 
gramme, the single most pivotal figure is the chairman or CEO, followed 
by other senior managers. Nearly three-quarters of Us companies and 
well over half of British ones reported such senior involvement in their 
arts programmes. 


This suggests that senior corporate executives play a very significant role 
in arts sponsorship, and indeed corporate arts intervention in general. 
Such people, an élite within an élite, occupying the uppermost echelon 
of corporations, are in positions of great power and influence. Despite the 
pressing demands of their jobs (and frequently of other directorships), 
they also manage to serve on a bewildering list of charitable and non- 
profit-making cultural institutions. These men (for they are mostly 
men), to paraphrase the American sociologist Paul DiMaggio’s descrip- 
tion of cultural capitalists, are the ‘cultural managerial capitalists’, the 
sort who climb to the top of the corporate ladder through a managerial 
career, and for whom involvement in the arts 1s a locus of social distinc- 
tion to which their élite status and class aspirations are anchored.’° 


Distinction 


The engagement of this corporate élite in the arts can thus be interpreted 
both on the individual and corporate levels. Despite all the media atten- 
tion given to self-made entrepreneurs during the Thatcher and Reagan 
years, top corporate management was, and still 1s, dominated by an eco- 
nomically privileged, and thereby socially and educationally prominent, 
class in both countries. By virtue of their social background and corpo- 
rate positions, they are participants in an intricate and complicated web 
of economic and social networks of acquaintance, fnendship and inter- 
marriage. However, inberited wealth or a high-status occupation, as 
Thorstein Veblen argued in the last century, does not of itself constitute a 
sufficient credential for membership of the dominant section of the 
class.'* It also depends upon the adoption and display of a particular set 
of values and life styles. To be seen as a patron of the arts 1s part and par- 
cel of a distinct style of life required and sanctioned within this ‘sophisti- 
cated’ stratum of society. Indeed, at a tıme when many of the traditional 
forms of distinction that found expression in bourgeois mores have fallen 
away, the exercise of high culture has become an increasingly important 
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social actrvity. It is above all at exclusive events in arts venues that the 
business and political élite meet and recognize one another. It is no sur- 
prise thar the names of executives often crop up in arts sponsorship in 
media reporting. To put it bluntly, there is more than a grain of truth in 
Thomas Hoving’s cynical comment: ‘Art is sexy! Art is money-sexy! Art 
is money-sexy-social-climbing-fantastic!’'? 


It is appropriate at this juncture to recall Pierre Bourdieu’s theory of ‘cul- 
tural capital’. By participating in arts sponsorship, these élites are 
using their corporate positions to advance their personal interest and 
social status. Slightly modifying Bourdieu’s theory, one could argue that 
these business élites are transforming the economic capital of the corpo- 
rations that they oversee into cultural capital for their own personal pur- 
poses, while simultaneously acting in the corporate interest. It is 
sufficient, for our present purposes, to point out, following DiMaggio’s 
elaboration of Bourdieu’s concept, that cultural capital can in curn be 
transformed into the social capital of acquaintances and connections, 
and that this ın turn can be put to use for the accumulation of economic 
capical.™4 


If the essence of the top executives’ involvement ın arts sponsorship 
requires further refinement, the umportance of arts sponsorship as a pub- 
lic relations tool does not. It used to be an open secret but now it is dis- 
cussed explicitly on both sides of the Atlantic. The true nature of this 
marketing exercise can best be seen in the tax concessions granted in 
both countries. While tax advantages are rarely mentioned by American 
arts sponsors, they have long been a prime item on the ABSA’s campaign 
agenda for tax reform in Britain. The difference lies partly in the fact that 
the sums involved are minuscule in relation to any company’s budget, 
but it is also because in America sponsorship is in any case already tax 
deductible, whether the sponsorship dollars come from the marketing/ 
public relations department (as the majority of them do) or from the so- 
called corporate philanthropic budget." 


In Britain, however, sponsorship and patronage are differentiated for tax 
purposes, though in the perception of the general public the two terms 
are interchangeable. To encourage arts sponsorship and side-step what 1s 
seen as the cumbersome process of qualifying for tax deductions by mak- 
ing covenanted payments, both the Thatcher government and the ABSA 
advocated a specific definition of sponsorship: ‘a commercial undertak- 
ing, i.e. a payment by a business to an arts organization for the purpose of 
promoting the business name, products or services. This is a commercial 


™ Quoted ın Louisa Buck and Philip Dodd, Relatrve Vales or What's Art Werth?, London 
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deal between the parties concerned, rather than a philanthropic gift.’’ 
By contrast, patronage via the tax route of deeds of covenant is deemed a 
‘philanthropic gift’ or ‘pure’ donation, however arbitrary the distinction 

the two categories. Accordingly, the bias in the tax structure is 
geared toward the self-interest of sponsors; presumably by locating spon- 
sorship within the gamut of public relations campaigns, more corporate 
money would be forthcoming. This is, of course, not just a matter of shift 
ın corporate priority. It meant, in effect, that the Thatcher government, 
along with organizations with substantial vested interest in sponsorship 
such as the ABSA, openly defined sponsorship as a form of commercial 
promotion, with arts organizations acting as PR agencies for corporate 
sponsors. Ironically, only 9.7 per cent of British respondents to my sur- 
vey, compared to 39.6 per cent of American companies, considered the 
tax incentives of any importance at all. 


Unsurprisingly, the primacy of public relations elements in sponsorship 
was confirmed by my own survey. Both British and American companies 
gave paramount importance to this aspect of sponsorship. When asked 
their reasons for launching arts sponsorship, 92.7 per cent of British com- 
panies (78.2 per cent of American companies) considered 1t a means of 
improving corporate image, and 90.6 per cent (78.2 per cent for Ameri- 
can) saw it as a public relations exercise, compared with only 35.1 per cent 
(52.5 per cent for American companies) who maintained that they under- 
took sponsorship for employee benefits. The highest percentage by far was 
recorded when it came to measuring their perception of the success of their 
sponsorship as a PR exercise. 90.5 per cent of British companies (90.0 per 
cent for American companies) were satisfied that it constituted a successful 
and effective public relations exercise, and 97.2 per cent of British compa- 
nies (88 per cent for American companies) reported improved corporate 
image, while only 52.5 per cent (75.0 per cent for Amencan companies) 
thought that it successfully advanced employee benefits. 


Burnisbing the Corporate Image 


The concept of the publicity campaign ts, therefore, essential to arts spon- 
sorship. The need for publicity vanes according to the products or service 
that the companies are marketing, but arts sponsorship ıs particularly 
effective for those companies, such as petroleum, tobacco and weapons 
industries, whose image 1s ın need of some polishing. It is therefore no 
coincidence that oll companies such as Exxon and Mobil provide the 
largest amount of money for arts and culture ın America.’ Likewise, in 


16 Sponsorship us a legitimate business expense and thus tax deductible ın calcularing the 
trading profits of the business, if the expenditure us ‘wholly and exclusively for the pur- 
poses of the trade, and 1s revenue, as opposed to capital, expenditure’, see Basrsers Sapport of 
the Arts. A Tax Guide, London 1991, p 17 See also Grong te Charity: How Buscwess Can Gat 
Tax Relsef, London 1993, p 6 
77 Their answers, of course, are not necessarily accurate; understandably companies tend to 
emphesze the degree to which their sponsorship is successful Nevertheless the percent- 
ages are & useful indication of what they percerve their renonale for sponsorthip to be 
18 According to the Conference Board, panung and publishing corporations provide the 
highest proportion of their charitable connmbutions, 20 4 per cent, co culture and the arts, 
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cent In terms of the total amount of money giren, bowever, petroleum companies are the 
contributors See Kathryn Troy, Annual Survey of Corporate Contribution, New 
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Bntain, British Petroleum (BP), fully privatized in 1987, 1s one of the 
biggest arts sponsors in the country, on a par with British Telecom. Since 
1990, the regular rehanging of the Tate Gallery collection, of which only 
a fifth is on display at any one time, has been sponsored by BP. For around 
£150,000 a year, a sum which can buy only two-and-a-half minutes’ com- 
mercial advertising on prime-time television in 1990, the BP logo appears 
all year round on the Tate's large banners advertising the New Displays 
and on the front cover of the Gallery's publications. 


This publicity machine is run even more cost-effectively by the tobacco 
industries. Alchough it 1s not possible to discuss tobacco sports sponsor- 
ship in detail here, it 1s essential co understand that sports and arts sponsor- 
ship are interrelated, and have to do with the fact that tobacco advertising 
1s severely restricted by law. Sports sponsorship gets the tobacco compa- 
nies’ brands considerable television exposure in a medium ın which they 
are not permitted to advertise. While there is some, albeit ineffective, form 
of regulation for sports sponsorship, there are no restrictions whatsoever for 
arts sponsorship. For arts sponsorship, however, tobacco companies are not 
buying television coverage, but a different kind of publicity associated 
with public prestige, status and access to people of influence. In America, 
the Philip Morns Companies, including household brands such as 
Marlboro, Benson & Hedges and Virgin Slims, are the world’s largest 
tobacco conglomerate. Holding 42 per cent of the US cigarette market in 
1990, Philip Morris’s revenue in 1989 was $45 billion. Since the 1960s, 
the company has also become one of the leading specialists in capitalizing 
on arts sponsorship, especially ın the visual arts. It gave an estimated $15 
million to arts organizations throughout the country in 1990. 


In contrast to its political contributions, which it would prefer to protect 
from the public gaze, the company is proud of its arts support and from 
time to time produces glossy publications to champion its high-minded 
achievement. To celebrate its thirty-five years of arts sponsorship, for 
example, Philip Morris published a 130-page catalogue listing each and 
every contribution it has made since 1958. It covered almost every artistic 
discipline, hosted at virtually every established arts institution through- 
out the United States and across the globe.’? Despite all the grand talk of 
commitment to the arts, its real motive is abundantly clear. To quote 
George Weissman, its then vice-chairman: “We are in an unpopular indus- 
try. [While] our support of the arts is not directed toward that [problem], 
it has given us a better image ın the financial and general community than 
had we not done this.” This carefully crafted image of a unique corporate 
personality has won the company eulogistic comments from the media. 
The well-known art critic Barbara Rose paid Philip Morris this compli- 
ment: ‘One can only be grateful to a corporation farsighted enough to 
deflect PR budgets into public service rather than pouring it down the 
Madison Avenue drain.’*! J. Carter Brown, director emeritus of the 
National Gallery of Art, also praises the company for providing a ‘bedrock 


*9 Cultural Affairs Department, Philip Morms Companies, Philp Morris and the Arts: 35 
Yeer Report, New York 1993. 
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of support to cultural organizations around the world’ and for their ‘unwa- 
vering support’ and ‘enlightened and far-reaching vision’ .? 


The concentrated strength of Philip Morris in arts sponsorship finds no 
equivalent ın Britain, where the greater part of corporate money has 
gone to supporting music. Even so, in Britain the tobacco companies 
remain one of che pioneers in this area. Although it is now defunct, it 1s 
worth mentioning thet the Peter Stuyvesant Foundation, funded by 
Carreras Rothman, began to fund New Generation shows at the 
Whitechapel Gallery 1n the 1960s. The most prominent tobacco indus- 
try player in visual arcs sponsorship in the 1980s was Imperial Tobacco. 
In 1980 Imperial launched its annual Portrait Award at the National 
Portrait Gallery under its brand name, John Player, significantly at a 
time when the company’s sales of cigarettes had dropped to 120 billion 
from a peak of over 137 billion in 1973. By incorporating the cigarette 
brand name into the award, the John Player Portrait Award put the name 
before the art-going public’s eye for a decade. Of its arts sponsorship, 
Peter Sanguinetti, its then external affairs executive, emphasized, in a 
Sunday Times interview, that “We want the arts people we pick to work 
hard to give us publicity. We don’t talk about “giving” money on spon- 
sorship——the recipient gets the money, we get the publicity ’3 


Although it lies beyond the scope this article, it has to be pointed out 
that the magnitude of tobacco sponsorship in Britain was such that in 
the early 1980s three of London’s main orchestras were supported by 
tobacco largesse, with the London Philharmonic being dubbed ‘the du 
Maurier Band’. While museums in America have always been the 
favoured beneficiary of corporate money, British businessmen have pre- 
ferred classical music and opera. According to the Conference Board, 
nearly 20 per cent of corporate arts support ın America goes to museums 
of all kinds every year, far ahead of the 12.0 per cent given to music.74 In 
Britain, the comparable figures for music, opera and museums are 18.9 
per cent, 17.76 per cent, and 11.96 per cent respectively.?5 


The Art-Going Public 


If art museums find it easier to get corporate support than museums of 
other types, the reasons are not hard to find. While the attendance fig- 
ures of museums of other types, be ıt in America or Britain, are by and 
large higher than those of art museums, art museum visitors rank higher 
ın socio-economic terms than those visiting other museums. For exam- 
ple, 4,733,000 people visited the Science Museum in London in 1987, 
compared with 1,399,000 visitors for the Victoria and Albert Museum. 
Statistically speaking, despite all the claims made for the democratiza- 
tion of both the production and appreciation of the arts since the Second 


Phils Morris and the Arts, p. 8 
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World War, art museum audiences are far more educated, have more 
prestigious jobs, and are more affluent than visitors to other museums, 
even though museum audiences in general are already disproportionately 
privileged in socio-economic terms compared to the population as a 
whole. For instance, in the us 48 per cent of art museum visitors had at 
least undergraduate education, compared with 34.4 per cent of visitors 
to other museums, whereas only 13.9 per cent of the population had such 
educational qualifications ın 1975. A similar disproportion can be seen 
ın occupation and income levels. 


So it 1s the demographic features of these consumers that largely explain 
why art museums are particularly appealing to corporate America and 
Britain. This is despite the fact that companies often claim that ‘the gen- 
eral public’ are their target audience, as if this public were a homogeneous 
group. Companies often advertise their benevolent attitude in such 
terms—to take one example: ‘Manufacturers Hanover is pleased to carry 
on the tradition of private sponsorship of the arts for the benefit of the 
public.’ Consistently negating the underlying socio-economic inequal- 
ities in arts participation, corporate rhetoric such as this serves to mask 
the capital interests of sponsors, and to create a false image of what is 
referred to as ‘corporate philanthropy’. 


There are two main motives behind corporate sponsorship. First, for 
companies whose products or service can make a ‘right’ connection with 
the sponsored show or the institution, the sponsored event is a sales pro- 
motion, however well disguised ıt may be. Second, for companies whose 
products lack a direct link to exploit the sponsored event, association 
with the arts is more geared toward advertising their so-called ‘enlight- 
ened’ corporate image. 


In the first instance, ıt is people within the ABCI groups thar are directly 
targeted. Over the last ten years the imported German beer, Beck’s, bas 
been, so to speak, the ‘vie ordinaire’ of the official British avant-garde. It 
made ıts début conventionally enough sponsoring the exhibition ‘German 
Act in the Twentieth Century’ at the Royal Academy in 1985, at a time 
when its British distributor, Scottish and Newcastle Breweries (S&N), were 
about to launch a nationwide marketing offensive, aimed at the under- 
thirty, style-conscious generation in an already over-crowded lager market. 


Beck's programme soon made a splash when it sponsored the rerrospec- 
tive of the newly garlanded Turner Prize winners Gilbert and George at 
the Hayward Gallery in 1987, with the brewers producing a ‘limited 
edition’ of 2,000 bottles carrying a label designed by the artists. The suc- 
cess of this ‘innovative art sponsorship’ 1s obvious: not only did ıt capture 
media attention, but the bottle itself became a collector’s item, with one 
of them actually being admitted to the Tate Gallery’s collection. To date, 
special edition bottles have included labels by Tim Head, Richard Long, 
George Wyllie, Bruce McLean and the 1993 Turner Prize winner, Rachel 
Whiteread Compared with 20,000 barrels in 1984, S&N were importing 


% For a detailed discussion, see Paul DiMaggio, Michael Usem and Paula Brown, 
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350,000 barrels ten years later. This spectacular sales growth is under- 
scored by an equally impressive sponsorship budget of more than 
£350,000 in 1994, compared with £20,000 ın 1985. This is, of course, 
nowhere near the big league of arts sponsors such as British Telecom 
(£1.8 million in 1994) or BP (£1.25 million ın 1991), of even S&N's com- 
petitors such as Guinness. But the potential of ics relationship with the 
arts is abundantly clear; as James Odling-Smee pointed out, ‘bear in 
mind that Beck’s is just one beer, just one brand’.77 


In the second case, where it is corporate image rather than indirect sales 
which are the concern, politicians, senior civil servants and opinion-form- 
ers figure among the most frequently mentioned target audience in my 
interviews. To quote from one of the top brewers in Britain: ‘Our target 
audience 1s very easy and very simple, and it’s probably no more than a 
thousand people. It would be the mps...broker analysts, relevant journal- 
ists...and civil servants. Again these are all people relevant to our busi- 
ness.’ The same company is even more specific when it comes to defining 
its actual criteria. As far as geographical location is concemed, the spokes- 
person specified, “We would tend to sponsor things within a one-mile 
radius of the Houses of Parliament because we want to reach MPs.’ The sig- 
nificance of this corporate ‘schmoozing’ cannot be over-estimated in a 
political climate where ıt was clear—at least under the previous adminis- 
tration—that influence could simply be bought. In attempting to dismiss 
charges of political lobbying, the Company Secretary of one manufactur- 
ing multinational in London candidly revealed their real motive: 


It’s not just the City, but you want a long-term relationship with 
Government...I stress ‘a long-term relationship’ because we cert- 
ainly do not use sponsorship or any other external affairs activity to 
try and specifically influence such people because we’ve got some 
issue at the tıme, which it would be helpful 1f we changed their views 
about... If you can invite to events the senior politicians, not neces- 
sarily just the ones in Government but the ones in Opposition as well, 
because you know, in so many years’ time they might change, so you 
can meet them socially, so they get to know you a bit more than just a 
name of a face ın a formal situation. Yes, ıt just means [that] if some 
issue does come up, they won’t dismiss something out of hand... 


This is political lobbying, no matter how informal and sophisticated. 
Similarly, the public affairs manager for an unnamed brewery pointed 
out that they already knew their target audience so well that they spon- 
sored not only art exhibitions, but also concerts and theatres to appeal to 
the specific interests of influential individuals. 


After all, arts sponsorship, with its attraction of tax relief and with the 
British Government's handout of public money to endorse it, is more 
than mere advertising for an ‘enlightened’ corporate umage. Ultimately, 
the significance of this corporate intervention has to be understood in 
political terms. By virtue of their being within the public sector or, in the 
case of American museums, in the domain of public prestige and authority, 


77 James Odling-Smee, ‘Refreshing the Arts’, Art Meathiy, no 178, July-August 1994, 
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art museums have such a privileged position that association with them is 
a conspicuous signal of social prestige and power. This is further reinforced 
by the claim, widely made in the name of ‘art for art's sake’ in bourgeois 
culture, that art, by its very nature, resides above the sordid world of poli- 
tics and commerce; in the words of a senior officer ın one prominent 
museum in New York, “We are non-political.’ Precisely because the ambi- 
ence of art museums ostensibly absolves them from participating ideologi- 
cally in the political process, they paradomcally provide the most discreet 
of venues where top politicians or government officials are invited to rub 
shoulders with equally prominent business leaders. 


The Institutions of Art 


To gauge the influence that corporate capital has on the practice of con- 
temporary aft, we must now turn to examine art museums. This is not to 
say that contemporary art exists only inside art museums and galleries, 
but rather that their institutional structure provides the most visible site 
for any attempt at corporate influence. 


As we have already seen, affluent museum visitors constitute a niche 
market of substantial purchasing power for business to capture. As one of 
the visual arts sponsors pointed out, sponsoring art exhibitions with 
carefully vetted snvitation lists is more practical than sponsoring, say, the 
performing arts; exhibition openings, with their attendant champagne 
and canapés, provide an unrivalled context for sponsors to entertain their 
clients and to communicate with them. This 1s especially so in Britain, 
where in both my surveys and in the interviews I have conducted, corpo- 
rate hospitality has been reported to be very important. In addition, it 
has been standard practice since the late 1980s for the benevolence of the 
sponsor to be permanently documented ın the chairman’s statement in 
exhibition catalogues, and widely distributed thereafter. 


Nowhere is the transformed role that art museums came to play in the 
1980s more clearly visible than in the immense popularity of block- 
buster’ exhibitions. According to Victoria Alexander, who studied the 
impact of public and corporate funding on art museums in America, the 
most significant effect of the shift in funding from public to corporate is 
the new emphasis being placed on ‘blockbuster shows’.?® These exhibi- 
tions, designed to attract the largest number of people possible to the 
museum, have become a yardstick by which to judge its success, or 
otherwise. As J. Carter Brown, director emeritus of the National Gallery 
of Art in Washington, Dc stated, ‘it got into the corporate mentality that 
there’s no point in spending money on a show unless you can guarantee 
thar it’s going to be another Tut.’29 


The popularity of blockbuster exhibitions, however, signified a more 
profound change in museum operations brought about by corporate 
capital in the 1980s, namely its over-expansion. The extent to which this 
also had its origins in a conscious policy on the part of the institution is a 


8 Victoria Dean Alexander, From Philanthropy te Funding. The Effects of Corporate and Public 
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» Liber Nilson, How Will Museums Survive in Tomorrow's World” Arraes, Summer 
1982, p. 81 

39 


complicated question that lies beyond the scope of this study. But the 
most important link between the world of art and that of commerce is the 
museum's director. Museum expansion policy is thus closely bound up 
with the ambition of the director. In this respect, the directorship of 
Thomas Hoving at the Metropolitan Museum from 1966 to 1977 gave a 
foretaste of the ethos that would come to dominate the art world of the 
1980s. With a ‘big business background’ as well as a training in’ medieval 
art, Hoving deliberately ventured into costly undertakings—new wings, 
blockbuster exhibitions and expensive acquisitions, thus forcing the 
museum into a desperate search for new sources of income. Hoving’s 
regime at the Met successfully transformed the traditional operation of 
the art museum from a warehouse of art artefacts into that of an entrepre- 
neurial undertaking. The Met was marketed as a magnificent mansion 
providing a never-ending succession of blockbuster shows. As the conser- 
vative critic Hilton Kramer put it, Hoving made ‘the Museum bigger ın 
almost every respect’, on a scale that can only be described as ‘imperial’ 3° 
Arguably the most influential museum ın the United States, the Met left 
a far-reaching and lasting smprint on art museums elsewhere. 


The 19803 equivalent of Hoving’s showmanship would be Tom Arm- 
strong of the Whitney Museum of American Art. When he became the 
museum director in 1974, Armstrong claimed that the Whitney could no 
longer afford to mount major exhibitions’ without corporate or govern- 
ment funding, despite the fact that, until Marcie Tucker was dismissed in 
1976, none of her exhibitions actually had outside funding. The seven- 
teen-year directorship of Armstrong at the Whitney witnessed a succession 
of blockbuster exhibitions, of which the earliest was the Jasper Johns show 
1n 1977. Within one decade, attendance figures at the museum more than 


doubled from 231,654 in 1974-75 to 532,333 1n 1983-84. 


It was Armstrong who, with breathraking audacity, was responsible for 
opening four Whitney branches at the headquarters of multinationals in 
the 1980s, with the result that the Museum was dubbed ‘the McDonald’s 
of the museum world’. This brand of maverick commercialism became 
even more overt with che appointment of Margery Rubin Cohen as the 
museum’s public relations officer in 1988, with her ‘extensive background 
in marketing and publicity for the fashion and cosmetics industries’, 
including being the marketing director of the exclusive department store 
Bloomingdale’s. The cult of limitless expansion with escalating costs 
forced the Whitney, and American art museums in general, to rely more 
and more on corporate money, and on commercial marketing and promo- 
tion skills to generate income and draw under their roofs the ever-increas- 
ing crowds which are presumed to befit grand art institutions. 


Serota at the Tate 


In Thatcherite Britain there emerged a new breed of museum director, 
what Antony Thorncroft referred to as ‘scholarly business managers’ .>7 
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They included Neil Cossons at the Science Museum with a background 
of running a commercial museum (Ironbridge), Elizabeth Esteve-Coll at 
the Victoria and Albert Museum, who was seen as a particularly efficient 
1f philistine administrator, and, especially important for our purposes, 
Nick Serota at the Tate Gallery. They are, like their American counter- 
parts, entrepreneurial, if somewhat less ruthless. This is not to say that 
they are necessarily Thatcherite in a political sense, but they are nonethe- 
less ready to market aggressively the institution in their care. Belated as 
it was in terms of the broader change described here, the change at the 
Tate Gallery, with Serota replacing Sir Alan Bowness in 1988, was 
clearly a sign of the times. Although he played his part ın courting spon- 
sors, Bowness openly declared that ‘to think the American system is the 
panacea’ is ‘sheer nonsense’. ‘My colleagues ın the United States often 
envied me—even in these straitened times’, says Bowness. ‘I believe in 
state funding. I don’t think it’s possible—I don’t think it’s desirable, for 
the arts to be left to the private sector.’3? This is hardly an attitude that 
Number Ten would have been prepared to countenance forever. 


While Bowness’s Tate, which Lord Gowrie once described as ‘a bit of a 
maiden aunt’, was not seen as ‘a hit’, Serota’s task at the Tate was to make 
it ‘the biggest art fun-palace in Europe.” Prior to becoming director of 
the Tate, Serota was director of the Whitechapel Art Gallery from 1976 
to 1988. Young and enthusiastic, he was known as an adventurous exhi- 
bitron-organizer. But equally impressive was his skill in establishing a 
portfolio of corporate sponsors for the Whitechapel. Serota was quoted as 
complaining in 1980 that ‘the amount of my tıme spent on fund-rasing 
certainly affects the quality of our exhibitions, because I can spend far 
less tıme on the actual show, on ideas, on artists. One works very hard for 
peanuts...’, but by the time he left the Whitechapel, he had already 
acquired substantial sums from over eighty companies.™ In particular, 
his track record of fund-raising and political manoeuvring was bril- 
liantly demonstrated in his negotiating the Whitechapel’s £2.2 million 
renovation in 1985. 


Serota’s Tate in the 1990s is particularly revealing in this context because 
it elucidates how far corporate capital, along with its particular brand of 
commercialism, have affected British art galleries. Interviewed just after 
he arrived at the Tate, Serota indicated his fear that the primary museum 
activities of scholarship, conservation, and education, as well as ‘acade- 
muc shows’, might be ‘squeezed out’ in circumstances of cash crisis.3° 
Occasional blockbusters, on the other hand, are regarded as essential 
since they generate high income. 


Lunch with Cézanne 


The new vision of the Tate produced a series of blockbuster shows, each 
bigger than the last: John Constable in 1991 (169,412 Visitors), Picasso: 
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Sculptor/Painter in 1994 (313,659 visitors) and the 1996 Cézanne 
extravaganza (408,688 visitors). Not only was a ticket to the Cézanne 
exhibition the ‘hottest’ in town, with its ticket agency taking some 
5,250 bookings a day (admission cost £8.60); but the Tate also mounted 
an extensive merchandising campaign, with its shop stocking every- 
thing from vases, tea towels and CD ROMs to £45 Cézanne scarves, not 
forgetting the “‘Cézannewich’ offered at the London branches of Prêt à 
Manger and a specially bottled ‘Cuvée Cézanne at the Tate’ wine. Back in 
1989, it was Serota who was quoted as saying, ‘I don’t want the Tate to be 
a shopping mall. But if people want to buy something, they should be 
able to.’ 


Nowhere is the ‘expansionist’ ambition of the Gallery more clearly 
shown than in the grand scheme for the Tate Gallery of Modern Art, 
scheduled to open in the year 2000 at the disused Bankside Power 
Station on the Thames. To realize the plan, estimated to cost £106 
million, the Tate launched a mammoth fund-raising campaign with a 
target of £56 million to match the £50 million already awarded by the 
Millennium Commission. According to Antony Thorncroft, for around 
£10 million, benefactors of the new Tate can buy ‘immortality’ by hav- 
ing galleries named after them.37 


In this ambitious enterprise, Serota was backed by an impressive team of 
professional fund-raisers. While there was no Development Office at the 
Tate in the 1980s, soon after Serota took over the directorship, one was 
established with six staff ın 1990, ‘development’ being the vague but 
impressive sounding term for such transatlantic notions as fund-raising 
and networking. The Office 1s so well organized as to be able to cover vir- 
tually every conceivable aspect of private-sector funding, such as the 
Charitable Giving Programme, the Corporate Sponsorship Programme, 
the Events Section and the Friends of the Tate Gallery. By 1991 a specific 
post for Corporate Sponsorship Manager was in place, concomitant with 
the launching of a Corporare Membership Programme. To date, with the 
planned new Tate in process, the Development Office has some twenty- 
six staff members, outnumbering those at the far larger Metropolitan 
Museum, and closer perhaps to the number labouring at similar activi- 
ties in the Museum of Modern Art in New York. 


For our purposes, the Corporate Membership Programme offers a 
glimpse of the business culture mentality. Imitating similar American 
schemes before it, the Programme offers its corporate members conven- 
tional benefits such as private views or tours for employees and the hire 
of the gallery space for corporate entertainment. While American muse- 
ums generally have a broad-church approach to their corporate member- 
ship (and much lower subscription fees), the Tate plays the exclusivity 
card by charging a subscription of £10,000 per year for Associate 
Members and £25,000 for Partner status, and, above all, by limiting its 
memberships to under fifty people. The reason why the Gallery is able to 
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market itself effectively is because it is placed at the top of the pecking 
order of contemporary public art galleries in Britain which, as we have 
seen, enjoy an artistic aura of authority and acceptability in the public 
consciousness. This is why Antony Thorncroft remarked, ‘Companies 
feel safe at the Tate.'3* 


Renting Out the Museum 


The meaning of this exclusive membership restriction—and the Tate 1s 
probably the only gallery ın the Western world to have it—may not be 
immediately clear, not least because it 1s ultimately in contradiction 
with its professed claim to raise as much money as it can. Certainly, its 
intention 1s not to price the Gallery out of market, but rather to place 
itself into a specific niche market. As the Tate spokesperson put it, the 
membership allows corporate members ‘to “belong” to an exclusive 
“club” which primarily gives them the exclusive opportunity to enter- 
tain in the Gallery.’ Restricted access is thus designed to ensure that the 
Gallery can ‘deliver real and exclusive benefits’. As an anonymous Tate 
source put it, ‘there are only so many entertaining opportunities avail- 
able in the year!’ More specifically, in exchange for £500,000 from the 
accountancy firm Ernst & Young, for the Cézanne blockbuster, the Tate 
hosted more than forty evening receptions for the purposes of entertain- 
ıng its clients and potential clients, which, along with other sponsorship 
promotions, reportedly cost the firm another £500,000. Likewise, Frank 
Saunders, the vice president of Philip Morris, admitted, in a conference 
on business and the arts, that one of the benefits of sponsoring exhib:- 
tions was that ‘If we have an opening in Washington, for example, we go 
to the White House, we will have the leaders of Congress to a black-tie 
opening.’39 It is ironic to recall the words of Thomas M. Messer, the for- 
mer director of Solomon R. Guggenheim Museum in New York, in 
1980, We would never rent out the museum’.4° 


The operative word in all this is ‘exclusive’. But exclusive from whom, 
and for whom? Although ‘employee benefits’ is one of the categories 
listed among the benefits of membership, most of the exclusive access 
and services are reserved for a very small number of people, with some 
benefits being exclusively earmarked for the Chairman and the Chief 
Executive and a guest of their choice, such as attending the annual Tate 
Gallery Foundation Reception, the Annual Partners Dinner, and the 
most sought-after event of the contemporary art calendar, the Turner 
Prize Dinner, to name but a few. Restricted corporate membership is 
thus intended to make the Tate another powerful high-society club. 


The ‘PR-ization of art museums’ by corporate capital 1s clearly articulated 
in the language they now speak. The Metropolitn Museum in its 
brochure to lure corporate sponsorship tells it all: ‘Many public relations 
opportunities are available through the sponsorship of programs, special 
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exhibitions and services. These can often provide a creative and cost effec- 
tive answet to a specific marketing objective, particularly where inter- 
national, governmental or consumer relations may be a fundamental 
concern.” The Tate markets itself ın a simular indirect and low-key fashion: 


The Tate Gallery's central location, on the Thames close to West- 
minster, makes ıt especially attractive to businesses located in Lon- 
don, or seeking a central London venue in which to entertain... The 
Tate Gallery's fine building offer a range of unique settings in 
which to entertain clients, shareholders and other business guests. 
These facilities are available exclusively to corporate members and 
current sponsors; the Tate Gallery does not hire its buildings to 
other commercial organizations.#7 


The appeal of being ‘close to Westminster’ is obvious enough. In a recent 
publication, the Tate even boasts that ıt bas ‘a reputation for developing 
imaginative fund-rasing initiatives’, and that it works ‘closely with 
sponsors to ensure that their business interests are well served.’43 


The mercenary mentality, of course, is not restricted to the Development 
Office; it moves by osmosis into other aspects of the museum operations. 
For instance, at a conference on 1ts purchase policy, ironically captured in 
the title New Durections for a National Collection’, Jeremy Lewison, 
deputy keeper of Modern Collection at the Tate, not only referred to art 
dealers as ‘allies’ (“We collaborate with the dealers’), but also remarked: 
“You can look for packages—buy two works and receive one as a gift, for 
example.’ It is difficult not to see this as a variation of well-tried super- 
market gimmicks. To the extent that identity 1s based in the structure of 
language, the mercenary transformation of the Tare, and art museums in 
general, cannot be more spectacularly expressed. How, then, is the Tare 
to prove that it is still a public gallery, belonging to the whole nation, 
and not simply an agent for big business bent on advancing its capital 
interests? 


Repeat After Me... 


Flooding the grand halls of art museums with PR budgets does not bring 
about any chemical change in the nature of public relations. The strug- 
gle over the acknowledgement of sponsorship in the media, especially in 
Britain, amply proves the point, with those on the sponsors’ side coming 
perilously close to blackmail. Because public relations is the primary 
goal for sponsors, to have their names credited in the press 1s of para- 
mount importance. However, the media, the BBC and the so-called ‘qual- 
ity papers’ in perticular, which have long seen themselves as the 
custodians of ‘good taste’ in British culture, have resisted naming 


+ Quoted in Hans Heacke, “Museums, Managers of Consciousness’, un Brian Wallis, ed., 
Hans Heacks: Unfinished Business, New York 1986, pp 69-70 

+ Tats Gallery Corporate Membership Programme, brochure, p. 5. 

43 Tace Gallery, Céexme, London 1996, p 597 

44 Jeremy Lewison, New Directions for a National Direction’, Mase Menapement and 
Crratership, 10 June 1991, p 201. Commercial art consultants and dealers such as Mary 
Boone in New York, Sonta Coode-Adams and Anthony d’Offay Gallery ın London are also 
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sponsors in editorial columns; to do so 18 to give business sponsors what 
amounts to free advertising, and to run the risk of making newspapers 
advertising broadsheets. 


Naturally ABSA has fought a consistent battle on this issue over the last 
fifteen years, and, from time to time, proudly announces ‘success at 
last’. More surprisingly, both arcs ministers and the Arts Council join 
forces to ‘cook up’ ways end means for sponsors. In the early 1980s, 
through the personal intervention of Norman St Joho-Stevas, then arts 
minister, the BBC made the concession of announcing the sponsors’ 
names on broadcasts of concerts and operas. According to Waldemar 
Januszczak, the Gwardian's arts correspondent, the Arts Council was 
becoming ‘increasingly aggressive in demanding the complicity of crit- 
ics’, by distributing special notices informing them, at the Renoir exhi- 
bition held at the Hayward Gallery in 1985, that ‘they were expected to 
thank the sponsors in their copy’.4 No one could miss the irony that, in 
the early 1980s, the Arts Council had been complaining seriously about 
the arts bodies it subsidized, maintaining that companies obtained 
unjustified publicity, whereas it was, and still ıs, the primary supporter 
of the arts in Britain.4® The shift, of course, was due to the fact that, 
whatever reservations one may have about his Council tenure, Roy Shaw 
was in charge of the Arts Council in the early 1980s, whereas since 1983 
the Council was in the hands of Luke Rittner, the sponsorship-broker 
turned Secretary-General. 


Taking offence at the ‘lack of co-operation’ by some arts journalists, the 
sponsors threatened to withdraw their support. ‘If those writers in news- 
papers purporting to support the arts cannot come to terms with nour- 
ishing new arts sponsorship through valid editorial references’, says 
Brian Angel, one of the sponsors’ supporters, ‘they should not be 
surprised if such sponsors go back to the football terraces, and Britain's 
arts projects become even more penurious.” 


Penurious or not, arts organizations, be it in America or Britain, have 
adopted the same tactic of promoting the causes of their sponsors and 
monitoring the ‘mileage’ obtained ın the press. One of the development 
officers in a prominent New York museum revealed that there was 
resistance from journalists, but thar they ‘lobby hard for it’, which, ın 
effect, means “We call them all the time. All our press officers will talk 
to the journalists and say please remember that such and such comp- 
anies sponsor the exhibition.’ A similar view was expressed by a 
development officer in a London art gallery: 


45 Waldemar Januszcxak, ‘No Way to Treat a Thoroughbred’, The Guardian, 15 February 
p II 

The Arts Council went so far to msue a guideline requesting a ‘decent acknowledge- 
ment’ from its funded arts organizations, see Antony Thoencroft, ‘An Hooest Broker’, 
Classical Musee, 22 September 1979, and “Two Paymasters for the Arts’, The Frmencial 
Times, 19 March 1980 
47 Bran Angel was director of ART/London 89, see ‘Success ac Last The Media Credit 
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unless people wake up a bit, sponsors for whom publicity is an expressed obyectrve will 
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We monitor it [press coverage]. We send sponsors every bit of the 
press... We work very hard; I spend a lot of time on telephone to crit- 
ics and art editors that I know are covering the show. On the whole, as 
long as I get through to them, they do ıt; sometimes it’s a bit of an 
argument we have on the telephone, each ume... And until recently 
the newspapers took the line thar, you know, if BP wants to have their 
names on our newspapers, they can buy an advert. We have to per- 
suade the journalists and editors... if the newspapers don’t help us to 
provide the kind of benefit which is available potentially to the spon- 
sors, then they are not helping us in gaining sponsorship, and they are 
not helping to ensure that art activities continue in the way they can. 


The development officer commented upon one or two journalists who 
said ‘absolutely no’ to her: ‘they’re just stubborn abour it, because thar 
doesn’t do them any harm to put the name of the sponsor at the end of 
the review at all.’ If some journalists or art critics tried to take a firm 
stand against corporate power, after decades of concerted joint action by 
business sponsors, arts administrators and governments dedicated to 
market principles, such opposition 1s being voiced less and less. 


What has made corporate power so menacing, however, 1s the fact thar, 
even if they cannot succeed in the battleground of print media, they cer- 
tainly can bwy their way through one means or another. Built-in to spon- 
sorship money to art museums 1s, therefore, an equally large promotional 
budget to publicize art exhibitions, a development which is even more 
pronounced in 1990s Britain. For an annual arts budget of £1.8 million 
in 1995, for example, the BT spent another £800,000 in back-up costs. 
By offering the ‘impoverished’ art museum a gift of publicity which it 
otherwise cannot afford, sponsors utilize the opportunity to trumpet 
their generosity and high-minded ‘corporate citizenship’. As a result, 
they maintain control over both the promotional dollars and eventual 
outcome because, as the arms manufacturer United Technologies 
Corporation declared, they wanted ‘to be guaranteed that the final prod- 
ucts have a unified look and meet their standard of quality.’4® 


The Law of Logos 


More menacing still 1s the metamorphosis in identity that arts organ- 
wations have undergone, partly as their sponsors’ need, among other 
requirements, to gain access to the editorial pages of ‘quality’ papers 
has intensified. By incorporating the sponsor's name into the title of 
the event or organization it sponsors, thereby making them inseparable, 
the sponsors are certain to wring as much publicity as possible from 
their act of good will. In the 1980s, this kind of ‘title sponsorship’, 
though popular, was largely confined to events such as BT New 
Contemporaries or Barclays Young Artist Awards. In the 1990s the prac- 
tice has been extended to labelling institutions. With its huge £1.8 mil- 
lon arts budget—not forgetting, however, that this equals a mere five 
hours of BT profits, at a rate of L100 a second—BT now demands its 
name be incorporated unto any sponsorship deal. So now we do not have a 


Diane J Gingold, Basenes and the Arts, How They Most the Challenge, Washington, Dc 
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‘Scottish Ensemble’, but a ‘Br Scottish Ensemble’. Rodger Broad, the 
company’s head of sponsorship and advertising, was reported as 
saying that arts organizations have never objected to this contractual 
obligation.49 


In the field of visual arts, the most notorious title sponsorship deal has 
been that between the Institute of Contemporary Art (ICA) and Toshiba 
Information Systems which was set up in April 1994. Although it was 
not exactly called “Toshiba 1ca’, but more discreetly, ‘1ca/Toshiba’, with 
the added phrase ‘sponsored by’, the new sponsorship logo was so 
designed that the Toshiba presence was conspicuous and unmustakable. 
Toshiba paid some £300,000 for the status of ‘Primary Sponsor’ for 
three years, with another £75,000 cash handout from the Conservative 
government through its Pairing Scheme (the National Heritage 
Arts Sponsorship Scheme) to pay for publicizing and marketing the 
sponsorship, as well as contributing to the ‘Innovation Commission’, 
which is itself designed to raise the profile of the sponsor.>° 


But what made the deal a ‘new departure’ was more than the ubiquitous 
appearance of the sponsor's logo, which amounted to upwards of one mil- 
lion Toshiba logos ın the first year. Not only did the Ica bulletins and 
catalogues now carry an editorial statement from the sponsor, sometumes 
called the “Toshiba Mission Statement’, at other times, stressing its 
slogan, “Ioshiba—In Touch with Tomorrow’, but the premises of the ICA 
were turned into a commercial showroom for the company. A purpose- 
built showcase of Toshiba products, entitled “Toshiba Centre of 
Excellence’, was prominently on display ın the entrance hall, and the 
company’s televisions and videos were extensively used in its exhibitions. 
Such changes—and there were many—according to its then director, 
Mik Flood, were due ultimately to the shortage of money which 
‘can make you become a tick-over organization with programming that’s 
dull and bland because you have nothing to finance your ambitions 


with.’>* 


Tt was only fitting, then, that Flood should applaud the largesse of 
Toshiba’s money, writing in the biannual report for 1993—95, ‘we are 
particularly grateful for Toshiba's involvement in the ica’. The dilemma 
is this: how can the ICA reconcile the bold position of proclaiming its 
mission to ‘stimulate, educate and astonish’, and ‘challenge orthodoxy in 
the arts’, while pandering to a corporate giant which wields enormous 
power and influence both in the British Isles and globally? 


In fact, given the permanent presence that Toshiba already occupies at 
the Victoria and Albert Museum, ‘immortalized’ in the Toshiba Gallery 
of Japanese Art, Toshiba is the very embodiment of cultural domination 
exercised by the multinationals. Their ambitions are so great thar it 
is entirely appropriate to describe their activities in the cultural sphere 


4 Andy Lavender, ‘Patronage by Numbers’, The Temes, 12 July 1994 

2 The Pauing Scheme was launched in February 1995 to replace the pss (Business 
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with the buzzwords of the 1980s—raids and tmke-overs, aimed at 
capturing one institution after another. 


What, then, does Flood mean precisely when he so proudly announces 
that the ICA ‘continually challenges its own assumptions?’ That image is, 
perhaps, always something of an illusion, or at most, simply not concrete 
enough, for the Institute cannot afford to question its own practice of 
serving corporate interests, and assess what impact that association 
mught have. Like the Tate Gallery, the ICA 1s set to expand its premises 
for the next millennium—moving into a new purpose-built building— 
and is determined to acquire yet more corporate money. 


Altering the Cultural Climate 


Given the earlier discussion and the survey results, it is very difficult to 
imagine what point Richard Luce, the longest-serving Arts Minister 
under Mrs Thatcher, might have been attempting to make when he 
maintained that there was ‘no artistic interference’ from sponsors: ‘Lord 
Goodman, who is president of the Association of Business Sponsorship 
Awards [sic], has been involved in the arts for 17 years and has never once 
come across a firm wishing to take over the artists side of a venture.’5? 
This and other similar contentions are, however, predicated on the 
assumption that there is a clear distinction to be made between the so 
called ‘artistic side’ and ‘anything else’, such as its financial sources or 
ideological profile 


Assertions like this are simply unsustainable, not least because of the 
way in which contemporary art has developed to the point where its very 
identity and reception depend, to a large extent, on works of art being 
framed within a specific context. For example, Haase, Rachel White- 
read’s creation which won her the £20,000 Turner Prize in 1993 (and, 
notoriously, £40,000 from the K Foundation for the worst body of art 
produced in the previous year), was ‘brewed’ by Artangel, and subsidized 
by Beck's beer. Howse, which before its demolition was situated in a 
derelict part of East London, involved casting the interior of an entire 
terraced house, and then removing the exterior to reveal the shape of the 
rooms. Hoxse was original, and even radical in its approach to sculptural 
space and in the way in which ıt explored our notions of domestic space, 
but its sister product, the Howse label on Beck’s beer bottles, also 
designed by Whiteread, is not. On the contrary, the House label is what 
Fredric Jameson referred to as ‘pastiche’, a ‘blank parody...that has 
lost its sense of humour’, casting ridicule on the ‘normal’ Howse.53 The 
irony is that Howse 1s the house you cannot walk into, and Beck’s is ‘the 
beer you buy not to drink...when the label is more valuable than the 
contents’. 


a Alys Hardy, ‘Luce Vows “No Artistic Interference”’, The Stage, 11 May 1989, p 2, my 
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The Art World Inhales 


When it comes to the ethical aspect of art museums, and to the question 
of how, through its mediation, power is transferred and transformed in a 
capitalist democracy, the problem with sponsorship appears even more 
acute. Art museums, along with other arts organizations, have been 
struggling over the years with the ethical implication of accepting money 
from tobacco industries, and in Britain the blacklist also includes the 
armaments industry and certain political regimes, such as South Africa 
under apartheid. The issue remained largely academic until The New York 
Trmes ran a front-page story on 5 October 1994 entitled, ‘Philip Morris 
Calls In IOUs in the Arts’, at a time when the New York City Council was 
considering a bill that would ban smoking in virtually all public places in 
the city.33 Fighting back, the world’s largest tobacco company black- 
mailed the City, threatening to move its headquarters elsewhere if the bill 
passed, taking with them some 2,000 employees, and, by implication, all 
its arts support. ‘If the level of such corporate support, for whatever rea- 
son, were to decline’, the statement of the company declared intimidat- 
ingly on 28 September, ‘the quality and quantity of the dance, theatre, 
music and art exhibitions offered here might be diminished.’ 


In desperation at the proposed bill, Philip Morris further urged arts 
organizations that they had funded to ‘put a good word with Peter F. 
Vallone, the City Council Speaker’, the main sponsor of the bill. 
Stephanie French, the vice president in charge of the company’s cul- 
tural programme, reportedly visited Vallone to appeal against the bill, 
apparently spelling out its implications for Philip Morris’ funding of 
the arts.57 Despite the multi-million dollar advertising campaign from 
the tobacco industry, the City Council and Mayor Rudolph Giuliani 
managed finally to turn the bill into a law which came into effect on 


I January 1995. 


Philip Morris is a very powerful presence in the art world, and none of 
the museum people whom I interviewed in May 1995 would dare to 
speak about the company’s actions. By dispensing money as widely as 
Philip Morris had been doing, the tobacco companies were buying the 
critical silence of arts bureaucrats and their institutions. Ironically, it was 
the interviewee from Philip Morns who admitted that there was some 
‘conversation’ between the company and the major art museums in New 
York. Their version of the story was, however, different from that 
reported in the media: it was Karen Hopkins from the Brooklyn 
Academy of Music, ‘crazy, wonderful fund-raiser, but wacky’, who first 
came up with the idea of calling up the City Council and suggested it to 
the company: 


33 Paul Goldberger, ‘Philip Morns Calls In IOUs in the Arts’, The New York Trmes, 
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Bleckma:l Scam’, The New York Observer, 3 October 1994. 
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Yes, Stephanie [French] went to, maybe, the Guggenheim, the Met, 
four or five of our friends, called them and said: “This 1s what's hap- 
pening. If you want to call the City Council and we are important to 
you, do it.’ That’s it, you know, very low key, with four or five major 
institutions we are on the board of, or have funded it for many years. 
And it was all really in reaction to what was initiated by arts organi- 
zations themselves And you know, that was it...But there’s never 
no pressure [sic]...I don’t think it’s pressure tactics. I think it’s a 
fair way to say: this is what’s happening. If you want to say some- 
thing, you can... 


Thus is the moment, I would argue, at which the ‘cultural capital’ accu- 
mulated by the corporation is transformed, in the most naked manner, 
into political power, at the service of corporate economic interests—even 
though on this occasion Philip Morris was unsuccessful in its efforts. Nor 
is the power of Philip Morris in the arts world so easily circumscribed. 
Although cigarette smoking as such is prohibited in museums, the 
Metropolitan Museum permitted the company to hand out cigarettes at 
the opening night of Orzgras of Impressionism, to which Philip Morris 
donated $1 million. Even after the new law took effect in 1995, a sign at 
the reception of the company’s headquarters announced, symbolizing its 
ultimate power, ‘Smokers and Non-Smokers are Welcome’. Indeed, for 
the size of the company and the power it wields, the building is exempt 
from the law; the spokesperson stressed that ‘we never do anything ill- 
egal’, buc just that ‘we are exempt from the law’. 


Although art museums are hardly places where radical politics are played 
out, they have always portrayed themselves, at least in the bourgeois cul- 
ture of late capitalism, as the custodians of humanistic values, and have 
advocated a spiritual enrichment role for the art works housed under 
their roof. But, by accepting tobacco money, by not speaking out against 
the dangers of smoking, and, on the contrary, by lobbying for the tobacco 
cause, the museums are selling out their mission, which they always 
paradoxically proclaim as ‘life enhancing’. The unmistakable signal is 
that even the largest museum in the US cannot afford to indulge in ethi- 
cal judgements of any kind when it comes to issues of money. As one of 
its senior officer apologetically remarked, ‘When you are a charitable 
institution, you can’t say, certainly you could, but we are not lucky 
enough to have the money to say, “No, we can’t take your money because 
of what you do.” We don’t do that; we don’t do that with anyone.’ 


By comparison, in Britain public art museums and galleries still main- 
tain, to some extent, a sense of public accountability for the public funds 
they receive every year. For instance, the Tate Gallery does have a formal 
policy regarding sponsorship, according to the gallery: 


Tt does not accept sponsorship from tobacco companies or comp- 
anies dealing in armaments. Sponsorship from drinks companies is 
not accepted for youth projects. In the past, the gallery did not 
allow association with companies involved with South Africa, but 
this was revoked ın 1994 after the constitutional changes there. 


To what extent such principles are strictly adhered to, however, is open 
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to question. After all, the nature of corporate capital in the late cwentieth 
century is so internationally mobile, and business interests are so diversi- 
fied after the frenetic spree of take-overs, mergers and demergers over the 
past fifteen years, that ic requires systematic and consistent efforts to 
examine such changes. Moreover, the policy is defined so as to allow a 
wide scope of interpretation. Apparently the Tare bas in the past been 
lenient in defining what business association literally meant: was BP not 
heavily involved in South African oil and coal industries at a time when 
the gallery was ın receipt of its largesse? 


Entrance Fees 


The problem of sponsorship from multinational companies bas disturb- 
ing implications for a democratic state. Given their enormous capital, 
multinationals can easily manoeuvre art exhibitions or indeed arts 
organizations across national frontiers to wherever their markets dictate. 
Further, the omgins and backgrounds of gift-givers may not always 
be immediately clear. The case of the Nomura Room at the Tate and 
Nomura Securities, the world’s largest stockbroking company, 1s a 
case in point. Through the International Council of the Tate Gallery, 
and the Council's chairman and the Gallery’s trustee, Gilbert de 
Botton, Nomura Securities donated £1.5 muillion to the Tate to re- 
furbish one of its rooms, named the Nomura Room in honour of the 


company.°8 


News of this rare munificence reached the ears of the Prime Minister, 
Margaret Thatcher, who praised the company: ‘I am delighted that 
Nomura Securities are giving this money to build a new gallery and I 
hope that other firms will follow their lead.’ While the Nomura Room 
was scheduled to open in the early months of 1990, Nomura 
International, its new European headquarters, ‘the largest façade- 
retention scheme in Europe’, occupying an entire City block, was opened 
on 31 December 1990 by John Major on his last day as Chancellor of the 
Exchequer. The tuming of the two events was hardly mere coincidence. 
Furthermore, the European tour of the Royal National Theatre produc- 
tions of Richard III and King Lazr, sponsored by Nomura in early 1991 to 
mark the opening of its Prague and Budapest offices in the new free- 
enterprise zone of East Europe, showed that Nomura donations were not 
unconnected with wider corporate strategy. At a seminar held at 
Nomura headquarters in February 1992, Keith Clarke, then director of 
Corporate Communications at Nomura, noted that his company’s entry 
into Czechoslovakia was helped by their meeting with its playwnght- 
president Vaclav Havel at a dinner, which was only made possible by 
sponsorship of the tour to Prague. As a result, Nomura Securities won 
important commissions from the Czech and Hungarian governments.© 
The coup was succinctly summed up by Colin Tweedy, director general 
of ABSA, ‘If you are a Japanese business trying to break into Europe, you 
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want to do everything as “unJapanese” as you can. What could fit the bill 
better than staging Shakespearean English theatre?’ 


Since no ‘public’ record exists, 1t 1s impossible to say for sure what access 
the Nomura donation to the Tare was meant to ‘buy’. But it is fair to say 
that, as in the case of the National Theatre’s European tour and other 
similar multinational arts ventures, it revolved around simular influence- 
buying activities and the gaining of access to overseas, in this case 
British, politicians and business contacts. 


The Nomura case also illustrates one of the most remarkable and ques- 
tionable aspects of recent sponsorship development, that is, che veil of 
secrecy that is drawn over so many deals. Along with the great influx of 
private capital, particularly foreign, into British public art museums and 
galleries since the Thatcher days, the receiving institutions are obliged 
to be ever more discreet. Nomura’s very large donation was hardly 
reported in the media, in sharp contrast to the attention given to, say, the 
three-year £500,000 1CA/Toshiba deal, or Beck's gift of £350,000. The 
spokesperson at the company would answer none of my enquiries, except 
to say that the donation was a one-off matter, decided ın Japan, and that 
Gilbert de Botton was, in their words, ‘related’ to the deal—de Botton’s 
own multinational finance company, Global Asset Management, 18 one 
of Nomura’s clients. Nor was the Tate much more forthcoming, saying 
that any arrangements between the Gallery and Nomura were ‘confiden- 
tial information’. Moreover, I was ‘requested’ to send them ‘any part of 
[my] thesis referring to the Tate before submitting it, so that it can be 
approved or corrected if necessary.’ 


Now, this is not a matter of the traditionally secretive ethos of the 
Japanese business world being umported into Britain—the British are 
quite capable of manufacturing their own secrecy—but rather of the 
umplications for national democracy of multinational companies’ 
cultural operations. In a different but relevant context, Raymond 
Williams eloquently commented on the nse of advertising ın a capital- 
ist economy: 


It is the result of allowing control of the means of production and 
distribution to remain in minority hands, and one might add, for it 
1s of increasing umportance in the British economy, into foreign 
hands, so that some of the minority decisions are not even taken 
inside the society which they affect. 


At the same time that the Nomura Room ar the Tate was abour to be 
opened, it was revealed, ın late June, that Nomura Securities in Japan— 
along with the other three biggest securities houses—was involved in 
one of the largest financial scandals since the war. The extent of the scan- 
dal was such thar it eventually led to the resignation of Japan’s finance 
minister, Ryutaro Hashimoto, in October, with the American and 
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British regulators (Securities and Exchange Commissions and Securities 
and Futures Authority respectively) investigating the company’s prac- 
tices in each of their countnes. The malpractice for which Nomura was 
convicted included illicit compensation for favoured clients, tax evasion 
and, above all, extensive secret dealing with Japan’s second largest orga- 
nized crime syndicate, Inagawa-Kai. Public consternation in Japan may 
not be a concern 1n Britain, except, perhaps, in financial circles, but the 
question of tainted money should be a concern. And what greater irony 
could there be than that the Nomura Room, originally designed to ele- 
vate the company on the global stage into the corporate pantheon, 
should now turn out to be a permanent memorial of embarrassing indis- 
cretion for the Tate? 


Art and Advertising 


In Britain, as in the United States, the 1980s wrought a profound change 
in art museums, a change whose impact 1s only now becoming visible as 
the end of the century approaches. Crucially, British art galleries were, 
and of course still are, exposed to a climate of chronic financial insecurity 
without the support that used to be provided by government. As Fay 
Ballard, head of development at the Tate, put it, “The Tate is like a hun- 
gry animal. It needs continuous feeding.’® Straitened financial circum- 
stances and the rise of arts sponsorship go hand ın hand. But to view the 
dominant corporate presence in art museums, and ın the art world in 
general, as an issue that is only financial is a fundamental mistake. That 
dominance, a logical consequence of companies’ economic power, has 
had a profound impact on the cultural landscape of both British and 
American society. 


One of the manifest effects of this corporate-processed message is on the 
public perception of the art museum. Emblazoned all over exhibition 
leaflets and banners is always the epigraph of gratitude: ‘The exhibition 
is made possible by a generous grant from Corporation X.’ Or as BP's 
aggressive advertising campaign has it: “Thanks to BP, throughout the 
year the Tate is able to re-hang each of its galleries with New Displays 
and so bring you more of its masterpieces.’ These messages, linked with 
blockbuster shows, help to create in the visitor’s mind the illusion of 
today's art museums being sites of a series of megashows sustained by 
corporate largesse. However, while there are no precise figures available 
for American art museums showing a distinction between public and 
corporate money, at least in Britain the fact is that the public sector still 
provides the majority of funding for art museums and galleries. 


It is also at this juncture that one has to ask how corporate sponsorship 
has affected the artists and their artistic careers, an issue that Victoria 
Alexander tried to measure statistically, but without success.“ No 
artist’s career has been more closely linked with corporate sponsorship 
than that of the art-world star, Damien Hirst. As Robert Hewison 
pointed out, Hirst’s career has from the beginning prospered thanks to 
sponsorship, from Olympia & York and the London Docklands Develop- 
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ment Corporation, who supported his banal student show Freezs, to the 
BT New Contemporaries in 1989, Häagen-Dazs at the Serpentine 
Gallery in 1994, and the commission of designing the sets for the con- 
temporary opera Agoxgo, sponsored by Beck's in 1995.% This glittering 
career reached a crescendo when Hirst won the Turner Prize in 1995. 
Hirst, whose manipulation of sheep, cows and sharks preserved in 
formaldehyde once put him at the centre of controversy in London avant- 
garde circles, is perhaps most qualified to speak on the topic: 


If art is about life, you can’t avoid that side of life. At Goldsmiths’ 
College they really encouraged breaking down barriers and finding 
new ways to do things, and sponsorship is all part of it. Undoubtedly 
it affects the reception of the work but that is something to work 
with. I don’t see myself approaching the Meat Marketing Board, but 
you could make a political point by doing something really gruesome 
with animals, and getting sponsorship from Friends of the Earth.© 


Hirst’s career, which combines the ‘shock’ value of cutting-edge art with 
sponsorship from the bourgeois world chat the avant-garde once set out 
to challenge, is only apparently a paradox. It ıs precisely the outrage and 
publicity that cutting-edge art often generates, that have made it attrac- 
tive to sponsors who are looking for a specific market, who wish to ride 
on the image of the young, the innovative, the cool. As Hewison put ıt: 
‘So sponsorship can become just one more piece of artust’s material. Yet in 
the process the artist becomes one more piece of advertising.’ 


It has long been argued and advocated by conservatives on both sides of 
the Atlantic thar, to guarantee choice ın a democracy, the arts should be 
funded from a variety of sources. In America, this often means that the 
role of federal government should be restricted and indirect, ‘lest ıt 
become a state-imposed culture at odds with the American pluralist 
tradition.” A similar rhetoric has often been expressed in Britain in the 
concept of plural funding, as the former Arts Minister Richard Luce put 
it: “Thuis plurality of funding means that arts organizations can spread 
their risks, and become less dependent on one source of funding. Plural 
funding adds to the vitality of the arts and acts as a safeguard against any 
restrictions on artistic expression.» The democratic appeal of such fund- 
ing, however, simply cannot be substantiated. So called ‘plural funding’, 
as demonstrated in this essay, was only another piece of privatization 
designed to move art museums and galleries from the public domain 
into corporate hands. It does nothing but reinforce the underlying eco- 
nomic relationships in society. To quote the Trade Union Congress’ 
report: ‘It is important to remember that the activities of the private 
sponsor of the arts, unlike his public counterpart, are not subyect to any 
degree of democratic control.7° The increasing take-over of non- 
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economic domains by corporations, one of the most remarkable features 
of late capitalism, must open our eyes to the fact chat the rise of arts 
sponsorship 1s at best a mixed blessing. 


The IBM Art Collection 


By way of summing up developments in the 1980s, and looking towards 
the future, I will briefly examine two particularly significant recent 
events, one from America, the other from Britain. These may be sugges- 
tive of the directions that corporate intervention in the arts will take in 
the coming decades. During the recession ın the early 1990s, the world’s 
largest computer manufacturer, IBM suffered the worst financial losses in 
its history. Like other companies across the US, IBM undertook a large- 
scale down-sizing, or, to use the current euphemism, ‘right-sizing’. As 
part of their cost-cutting efforts, BM not only closed its Gallery of 
Science and Arts in its New York headquarters ın August 1994, but, 
more significantly, sold off a substantial part of its art collection— 
estimated at 90 per cent of its total value—through a series of auctions at 
Sotheby’s in New York in 1995. 


This collection, started by IBM's founder Thomas Watson in che late 
1930s and since heralded as ‘one of the most important American 
corporate collections’, had, from its very beginning, fulfilled a major pub- 
lic relations function. In the new climate of financial stringency, however, 
it came to be considered as an ‘unnecessary asset’ and the decision was 
taken to dispose of it. To quote the company spokesman: “We are not in 
the art business; we're in the information technology business.’ This 18 
10 stark and ironic contrast to what IBM described, in its exhibition cata- 
logue of 1989, 50 Years of Collecting: Art At IBM, as ‘the solid commitment 
of the BM Corporation world-wide to support art...’7? The case of IBM is 
not an isolated one. In its heyday during the 1980s, corporate interven- 
tion took on a zeal and a pace which can be seen, in retrospect, to have 
been both over-ambitious and over-confident. Like an Icarus rising on the 
wings of financial speculation, it came perilously close to the sun and its 
plumes are in danger of wilting as economic difficulties loom. 


Absolut Advertising 


Meanwhile, in Britain, art sponsorship continues to go from strength to 
strength, and shows no sign of the decline that is beginning to be dis- 
cernible on the other side of the Atlantic. The unprincipled jettisoning 
of an art institution’s integrity, and its willingness to host a sponsor's 
advertising campaign masquerading as an exhibition, can be seen ın the 
recent practice of the Museum of Modern Art (MOMA) in Oxford. 
Boastfully labelling itself as ‘one of Europe’s most influential museums’, 
and taking pride in having been ‘Britain's leading alternative space in 
the 1960s and early 1970s’,73 in 1996 the Museum held an exhibition 
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with the truly ‘pioneering’ title of ‘Absolut Vision’—subtitled ‘New 
British Painting in the 1990s’.74 Playing on the words ‘absolute’, 
‘Absolut’ (a brand of vodka) and ‘about’ and their sounds and visual 
graphics (‘s’ and T have a different type-face), the title can be read as 
‘Absolut[e] Vision’ or ‘Absolut Vision’, or ‘About Vision’. 


Not content with being pioneers in intrusrve advertising, Absolut Vodka 
have also broken new ground in actively seeking to integrate themselves 
into the very heart of the exhibition with an audacity hitherto unknown 
among sponsors in Britain. Included in ‘their’ exhibition was a Chris Ofili 
painting featuring their famous vodka bottle, which they specifically 
commissioned. No less subtle as a sponsor's advertising message is the 
title of the work, Imported, which echoes the prominent wording at the 
base of the vodka bottle. The painting, bearing Ofili’s favoured trademark 
of oil paint, glitter and elephant dung, was praised by the departing 
director of the Museum, David Elliort, as an ‘exciting new work’, which 
was destined to be added to Absolut’s own corporate art collection. 


The question that arises is this: if the show truly is a celebration of a 
vision of the next millennium, whose vision is it? Absolut Vodka’s, 
MOMA’s, or perhaps that of the multinationals—Vin & Sprit in Sweden, 
owners of the brand, or Seagram which distributes it? As a success story, 
the intervention into art of the Swedish-born brand Absolut Vodka has a 
history that 1s both proud and tainted. Their thrusting commercial 
ambition to position their brand in the fashionable upmarket reaches of 
the international advertising world has been pursued alongside a policy 
of associating itself with experimental and avant-garde art. Starting in 
1985 when Absolut Vodka first commissioned Andy Warhol, ‘the godfa- 
ther of pop art’, to do a painting of its bottle, over 600 artists have been 
deployed in the creation of its ‘artful ads’. The scale of the operation has 
been such that the firm can boast that ‘Absolut Vodka has become a kind 
of global art gallery’.7> By capitalizing on the status of the avant-garde 
artists responsible for their advertisements, lithographic editions of 
which were sold at a huge profit by their former distributors, Carillon 
Importers of Teaneck, New Jersey, in the late 1980s, the owners and dis- 
tubutors of Absolut Vodka succeeded in transforming the spirit from a 
consumer commodity into an art form. As they themselves now proudly 
proclaim, ‘Art has become an important medium to express the basic 
values and magic of Absolut Vodka.’ Perhaps, as the company itself 
suggests, “When Absolut Vodka is involved in an event, the borders 
between art, fashion, pr and marketing blur long before the first drink is 
poured.” Whoever’s vision it is, and for whatever audience it is 
intended, it certainly is a new vision that has radically and irreversibly 
changed the way in which we look at the world of art and commerce. 
While the Oxford MoMA is funded on a long-term basis by a distin- 
guished list of public bodies, it is to the private corporate sponsor of this 
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one-off event that the credit goes for defining the present direction that 
art is taking, and for offering a vision of its likely future.7® 


After a decade and more of Conservative governments’ promotion of the 
enterprise culture, entrepreneurial visions and practices in the art world 
are by now fully home-grown products in Britain. When Janet Minthan 
made her study of public funding of the arts ın Britain in the mid 1970s, 
she chose to entitle it The Nationalization of Culture.’? The Conservatives’ 
successive terms of office certainly succeeded in undermining the public 
funding of cultural life. 


How far New Labour intends any radical departure in its vision for the 
arts remains, of course, to be seen. In its recent (1998) comprehensive 
spending review, for example, the Department for Culture, Media and 
Sport announced thar ıt would re-introduce free admission to all national 
museums in the next three years. Compared with the many money- 
spinning expedients that the Conservatives umposed on museums and 
galleries in Britain, it looks as if New Labour might indeed be contem- 
plating broader public access to the arts. On the other hand, the appoint- 
ment of the media tycoon Gerry Robinson as chairman of the Arts 
Council of England would certainly seem to indicate that, when it comes 
to arts and culture, business experience and values are still very much the 
order of the day. Nor does the recent book Creatrve Britain, from the pen 
of the Culture Secretary, provide any clear insight into New Labour's cul- 
tural policy. Apart from being depressingly vague and obsessed with 
the economic importance of the arts, the book gives the impression of 
looking back to the number-crunching ethos of the Conservatives and 
their insistence on value for money, rather than forward to the creation of 
a genuinely public culture. 


While the process of privatizing culture in Britain and America has gone 
from strength to strength, there are other countries, France for example, 
which are more reluctant to follow the path of this particular privatiza- 
tion, and which continue to provide substantial state funding for the 
arts. Moreover, a hegemonic position is never absolute, depending as it 
does on an equilibrium of a whole set of different factors, and subyect as it 
1s to a never-ending process of negotiation and re-negotiation. The cur- 
rent dominant position of corporations ın the art world 1s, at least, 
dependent on public policy, on their own economic power, and to some 
extent, on the ambitions and aspirations of arts institutions and their 
bureaucrats. The collapse of the IBM art empire may well serve as a sign 
of impending strain and rupture within the system, and it may well be 
that one day other sites of resistance can form to question and challenge 
what for the present remains the dominant order. 
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Gregor McLennan 


Fin de Sociologie% 
The Dilemmas of 
Multidimensional 
Social Theory 


Overview 


Marxism and Sociology: into the Melting Pot 


The discourse of sociology, though never at the heart of modern bourgeois 
culture, has always seemed pivotal to the critical self-understanding of moder- 
nity. Unlike the other major disciplines, sociology has presented itself simul- 
taneously as a special science of structural patterns and as a totalizing search fos 
social meaning. In the former mode, sociology has sought to summarize and™ 
codify the results of systematic research into a broad range of social institutions 
and social problems; in the latter mode sociology has persistently cast itself a: 
either philosophical underlabourer for the human sciences or as their mos» 
general level of substantive explanation. Whether posing positivistically as the 
science of society, or hermeneutically as the recovery of the meanings that con- 
stitute social interaction, sociology has been the most intrinsically ambitious o 
the modern academic formations, and for just that reason also the most frus 


trating and uncertain. 
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In a benchmark essay written many years ago,’ Perry Anderson charac- 
terized classical sociology as the mature bourgeois intellectual response 
to historical materialism. With some admiration, Anderson went on to 
place American structural-functionalism, for all its familiar flaws, as the 
inherstor of that grand theoretical project, with British social ‘theory’ by 
contrast seen as cravenly tied to empiricist protocols and measly 
reformist imperatives. Less respectful of the Parsons generation, Robin 
Blackburn's companion piece of the time decisively bracketed function- 
alsm off as a quintessentially bourgeois ideology: grand theory, 
undoubtedly, but false rather than merely flawed.? The most sustained 
new left treatment of sociology, combining Anderson with Althusser, 
was Göran Therborn’s 1976 text Scence, Class and Society.’ However, 
whilst ıt radiated the hubristic confidence of its problematic, this 
insightful work considerably eased the tension between sociology and 
Marxism. The latter was to be deemed superior, of course, but this was 
more to do with history being on its side, rather than sociology being 
condemned as anything like ‘false consciousness’. Sociology and histori- 
cal materialism were both ‘valid’ sciences, Therborn argued—coexisting 
and possibly incommensurable knowledge forms rather than plainly 
antagonistic ones. The emerging ‘crisis’ of sociology in the 1970s, for 
Therborn, was not so much a reflection of 1ts inadequate categories, or its 
unrespectable procedures, or the ideological inclinations of its prac- 
titioners; the crisis simply signalled that sociology’s time was almost up, 
and that the day of the (complex) Marxist science of society was only just 
dawning. 


Strangely, since thar time there have been few sustained considerations, 
from a left perspective, on the nature of sociology, or its relationship with 
Marxism, and the reasons will be familiar enough. In spite of Therborn’s 
implied caution that ıt was still early days for Marxism, the crisis that 
enveloped sociology as he wrote quickly spread to Mamnsm itself, and to 
left theorizing more generally. And for many of the same reasons. The 
intellectual structure of feeling from the late 1970s onwards became 
increasingly inimical to claims to found a true social science, and, indeed, 
to claims for any sort of conceptual toralization. The ‘maleness’ of the 
rationalist cast of mind that both sociology and Marxism alike engen- 
dered and presupposed was subjected to profound feminist and psycho- 
analytic critique. The close connection between strivings for Correctness 
in Theory and social exclusiveness and homogeneity in politics and per- 
sonal life seemed inappropnate for the burgeoning social pluralism of the 
day. Within the academy, in fact, the undertow of methodological plural- 
ism in sociology came to seem attractive once more when compared to the 
apparent monism of Marxism.‘ Yet there were livelier sources of plurality 
farther beyond sociology, which by the 1980s was increasingly portrayed 
as an ‘established’, and therefore temperamentally conservative discip- 
linary subculture. The social institutions and social ‘problems’ studied by 
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sociology, moreover, were predominantly the institutions of the West, the 
North and the ‘centre’ rather than those of the East, the South and the 
marginal, And whilst Marxism still provided a rich vein for all manner of 
oppositional thought, Marxism viewed as any sort of self-sufficient and 
superior ‘system’—a sociology in effect—became stigmatized in the 
growing ‘postcolonial’ consciousness. Marxism was thus re-cnovisioned as 
the ‘official opposition’ rather than an authentic historical alternative to 
bourgeois European orthodories.5 Empirical changes in the nature and 
proportions of the ‘typical’ class structures of capitalist modernity height- 
ened the sense that, far from a new Marxist era dawning, historical mate- 
rialism was being eclipsed alongside other elements ın the modernist 
constellation. Then: 1989 and all thar. 


Passing the Baton of Sociology 


Such background pressures made their impact on the few attempts to 
address the interface between historical materialism and sociology that 
surfaced during the 1980s. To take one significant trajectory, Erik Olin 
Wright’s work has been sustained under the sign of Marxism’s governing 
categories, but Wright has been more emphatic in subjecting critiques 
of historical materialism to sustained criticism than in any simple asser- 
tion of Marxism’s superiority over sociology.® Indeed, for Wright, the 
saving of Marxism requires that each of its three major ‘nodes’—the the- 
ory of history, class analysis, and an emancipatory class politics—must 
not only be thoroughly revised, but also must be regarded as a separately 
arguable project. In terms of theoretical style, Wright became a convert 
to the ‘analytical’ mode of conceptual development, a discourse which 
has been explicitly sceptical of the traditional ‘dialectical’ claims made 
for the Marxist method. Whatever the merits of this scenario, it results 
in a propositionally ‘weak’ Marxism and the disintegration of its tradi- 
tional ‘indissoluble’ nucleus of theory and practice, removing thereby 
the most umportant features of Marxist thought thar ‘bourgeois’ theorists 
have objected to for over a century.” 


In another emblematic encounter, Chris Wickham has rightly advertised 
the merits of historical sociologists Michael Mann and W.G. Runciman.’ 
But the specific value of those individual contributions ultimately takes 
second place in Wickham’s appraisal to their placement as the works of 
scholars who are held to be very close, methodologically speaking, to his- 
torical materialism. In a similar assessment, Perry Anderson returned in 
1990 to the situation of British sociology, finding himself pleasantly sur- 
prised to witness in the work of Giddens, Mann, Gellner and Runciman 
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a substantial volume of historically grounded grand theory 9 This time, 
as Anderson now sees it, the tables have been turned: whilst US radical- 
ism may have energetically and commendably ousted the reigning 
Parsonian model ın sociology, no systematic new vision of either the task 
of sociology, or of the arc of history, had emerged there through the 
1970s and beyond. The baton of sociological theory thus once again 
passed to Europe, and in particular to Britain, with considerably bright- 
ened prospects for a high-order rapprochement between histoncized 
social theory and a generously framed Marxist historicism. 


In many ways, I share that sense of how things have developed, and of 
the real promise and progress represented by the new socio-historical 
mappings. But, outside the pages of this journal, ic is hard to see how 
the overall story could be presented as one in which sociology progres- 
sively approaches an updated Marxism. It might be more plausible to 
say that nothing much can any longer be adduced to keep Marxism out 
of the box of ‘general social theory’, and that the perennial efforts to 
clinch historical materialism’s difference from, and superiority to, 
‘bourgeois’ sociology and history have simply failed. Not only that; the 
belated alliance between the senior weighty men of the Left and those in 
the academy—often one and the same social type—could be interpreted 
as a sign of cultural stagnation rather than triumph. Marxism, it has 
been said, profoundly shares with sociology the problem of being defin- 
itively modern ın a postmodern culture, and it is accordingly riven, just 
as mainstream sociology is, with problems of melding together in a sat- 
isfactory way the ever more apparently contrary demands of cultural 
specificity and of large-scale structural theory, of the benefits and costs 
of generalized categorial schemas, of the liberating and the ordering 
impulses. 


At best, one could proceed, Marxism has been refigured, at worst 1t has 
become old hat, when viewed through the lenses of established discourses 
and radical pluralisms alike. Meanwhile, sociology—erstwhile ‘queen of 
the social sciences’ ——faces its own seemingly endless regime of internal 
doubt and contestation. Even as it dissipates, retrenches, or reaches 
beyond its customary cognitive boundaries, sociology faces severe threats 
to its institutional base, with stiff competition for students and resources 
from the new quasi-disciplines such as women’s studies, media studies, 
business and policy studies, cultural studies, African-American and other 
postcolonial programmes, and so on. In some sense, of course, this situa- 
tion could be read as progressive, if paradoxically so: just as sociology has 
become steadily more interdisciplinary, so those new interdisciplinary 
fields will surely fail to fulfil their considerable promise without serious 
sociological endeavour becoming prominent within them.’ In less san- 
guine mood, though, sociology—-and, arguably, Marxism too—looks 
poised to enter the final tragic-heroic Hegelian moment of ‘sublation’, in 
which its immanent truths are in a way preserved, but also superseded, as 
new carriers of the Idea take flight. 
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The present essay takes the foregoing account as its necessary context, 
but it has a specific focus. In the first part, I qualify Perry Anderson's 
emphasis on the ascendancy of the British by highlighting a group of 
American sociological authors who bring eloquence and urgency to their 
portrayal of the contemporary sociological predicament. In identifying 
and praising this current, I also draw attention to the difficulties which 
beset their notable ambivalence towards marters of theoretical and social 
critique. Secondly, I examine the project of Jeffrey Alexander, a well- 
known but still under-discussed American theorist; a figure, I argue, 
whose general ambitions and recent shifts of emphasis most appositely 
reflect the uncertain state of his discipline. Above all as encapsulated in 
his confrontation with the work of Pierre Bourdieu, Alexander exempli- 
fies key problems faced by sociological and other generalists today. 
Whilst by no means exhausting the negotiation of these problems, the 
question of the interface between sociology and Marxism continues to be 
deeply umplicated in their articulation and resolution. 


The ‘New Theoretical Movement’ 
in American Sociology 


The dominance of Parsonian structural-functionalism between the 1940s 
and the mid-1960s is possibly the most pervasive belief about the devel- 
opment of sociology. Indeed, this belief has truly become ‘mythological’, 
that is to say, its accuracy, whilst actually questionable in any sober analy- 
818, 18 by now rather beside the point.’ What matters is that subsequent 
‘manifestos’ for and against sociology have taken this ‘fact’ for granted 
and positioned themselves accordingly. Couched predominantly in 
Kuhnian terminology, theorists have imagined a series of contenders for 
the title of ‘successor paradigm’, but one by one these aspiring starlets— 
conflict theory, structuralist Marxism, ethnomethodology, Goffmanian 
role theory, a rather un-Germanic version of ‘hermeneutics’, exchange/ 
rational choice theory, structuration theory, etc.—have briefly taken cen- 
tre stage only to be nudged off to the side once again. Throughout the 
1980s, the consensus emerged that, instead of waiting for a single all- 
powerful perspective that would unify the field and systematically guide 
a range of research, and one thar, in so doing, would resolve the endemic 
post-functionalist ‘crisis’ 1n the discipline, sociologists should be com- 
fortable—proud, even—that their home field is construed as a perma- 
nent site of contestation and intelligent dispute, an open and critical 
space in which many voices could be heard and in which everyone could 
be partly nght some of the time. The classical authors—above all Marx, 
Durkheim, and Weber, but latterly Simmel too—could then be pre- 
sented as contributors to a somewhat all-purpose ‘sociological imagina- 
tion’, and, indeed, it was argued that the very process of working out just 
how to include a variety of perspectives and greats in the pantheon, 
whilst also respecting important differences between them, was a signifi- 
cant ‘metatheoretical’ contribution towards rigorous consensus. 





H Ror observations which heavily qualify the myth of Parsonian dominance see J Platt, 
History of Sectelegreal Ressarch Metheds m Amerta, 1920—1960, Cambndge 1995, and S.P 
Turner and J.H Turner, The Imposible Science Ax Instrixtromal Analysis of American Sectelegy, 
London 1990 

6a 


For many radical and younger sociologists, however, these interesting con- 
trivances were still insufficient to take the discipline decisively forward. 
The pedagogic arthritis of the conventional sociologicel imaginarion, the 
conservatism of the reverence for the classical canon, and the retreat from 
substantive engagement represented by the virtual world of metatheory 
were the signs of continuing crisis, not pathways out of ic. For many, even 
though greater pluralism was undoubtedly one of the key issues, that 
could be taken in two different directions: towards complacent consensus, 
or towards challenging and radical renewal. In that mood, whilst sociology 
itself was certainly in the business of absorbing post-structural and post- 
modern influences, adjacent disciplines appeared always to be one step 
ahead ın the race out of modernist stagnation, and radical sociologists 
accordingly began either moving into newer discourses—such as cultural 
studies—or bringing those topics and attitudes into the mainstream. As a 
result, instead of the history of social thought being understood as culmi- 
nating in the production of sociology, the latter began to get re-placed as, 
at best, an intellectually partial and dated inheritance. 


The current wave of American sociological theorists contains several peo- 
ple formed in the 1960s who are distinctly ın command of, yet ill at ease 
in, their discipline. Recent texts by Charles Lemert, Steven Seidman and 
Craig Calhoun, amongst others, sing of the profoundly mixed blessings 
and prospects of sociology.'? Such writers feel at home in sociology, but 
they feel uncomfortably compromised by the dead hand that functionalist 
complacency and pseudo-science laid on their profession. They are con- 
cerned at the continuing lack of political ‘relevance’ of this potenually 
most accessible subject within social science, though they are still essen- 
tially intellectuals rather than activists. Their work is expressed in schol- 
arly terms, but they are crying to inhabit a style of reasoning which works 
in a more engaging and reflective way than that of the respectable acade- 
mic journal article or monograph. They have done their duty by the 
women’s movement and tried hard to take on board postcolonial, anti- 
racist and multicultural critiques of the Eurocentrism of mainstream 
thought, but they know too that the Enlightenment impulse 1s not fully 
reducible to being white, male, middle-class and Western. They accept 
that postmodernism is important, but for the most part they reject the 
kind of vulgar binary contrast with modernism that often sustains post- 
modernist claims for difference and novelty. They have abruptly retreated 
from uncontextualized ‘universalism’, yet they persist in advocating ‘bet- 
ter’, more adequate theory. They are specialists in sociology, but are tem- 

peramentally interdisciplinary. As with previous generations, they respect 
their classics, but they want to teach the canon very differently and very 
critically. Work in this genre, in sum, powerfully fuels the argument of a 
European fellow-spirit, Zygmunt Bauman, thar the self-image of sociolog- 
ical theorists has shifted from that of being the superior ‘legislator’ for our 
social and political futures to that of the more sensitive ‘interpreter’ of the 
many social variants of the human condition.*3 
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Ambivalence and Commitment 


Bauman has also been responsible for highlighting the difficulty that 
‘modernist’ theorizing has coping with ambivelerce, and this has 
undoubtedly proved a fruitful idea in coming to terms with the intellec- 
tual mores of our times.™ The writers I am framing here are highly sensi- 
tive to ambivalence in Bauman’s sense, and this is the source of their 
suppleness and sophistication. Ambivalence, however, implies being 
uncertaioly ‘caught’ between different values, projects, self-images and 
perspectives, and whilst this cast of mind anticipates wisdom and under- 
standing, it hardly promotes social theory as such, for the latter cannot 
be sustained without a degree of conviction, a more-than-ambivalent 
commutment to some kind of hierarchy of cognitive and moral resources. 
To engage in theory is thus to continue to have ‘big ideas’, ideas that will 
probably divide the intellectual community. The new American sociolo- 
gists, along with countless other apparently postmodern commentators, 
do want to retain some aspect of theory in that strong sense, whilst tak- 
ing maximum care not to appear ‘imperialist’ in their theoretical ambi- 
tions. Their chief dilemma, in effect, is whether they can be ambivalent 
about ambivalence itself. 


Of my three exemplary figures, Steven Seidman appears to grasp the nettle 
most boldly, declaring sociological theory to be outmoded, preferring to 
work instead under the more morally charged and anti-scientistic rubric of 
‘social theory’. Social theory, unlike sociological theory, for Seidman, 
involves theorists openly declaring their moral and social embeddedness, 
acknowledging the specificity rather than universality of our concems and 
concepts. The pragmatic value of intellectual construction is thus what 
counts, not its abstract, essential validity. Seidman still thinks of himself as 
a sociologist, but more because his formation and friends happen to be 
there—it could scarcely be because the mainstream tradition is the best 
location for his gayness, his political engagement with queer theory, or his 
considered rejection of the classical sociological project." This is a nice 
touch: the all-pervasive notion of identity politics tells us of our quest for 
belongingness, so we need to see sociologists as having to seek and make 
their homes too; but we construct such belongingness out of social and 
biographical contingencies, nothing more.*® Embracing postmodern 
‘epistemic suspicion’, Seidman dutifully denounces the quest in sociology 
for foundations, for privileged forms of representation, and for ‘totalizing’ 
general theory. The sociologist’s public role, he argues, 1s to advocate for 
marginal causes and catalyze intelligent moral debate, withour reference to 
any social essences or ultimate emancipatory forces. It 1s a radical pragma- 
usm that is required—especially suitable ın the usa, which explicitly 
forms the context of Seidman's advocacy—e theoretical and educative 
endeavour which fully accepts that, in the postmodem condition, we are 
dealing with multiple selves, multiple idennties and ‘heterogeneous 
struggles with muluple possibilities for empowenment’.”7 


4 Bauman, Mederasty end Ambenalencs, Cambridge 1991. 

13 See Contested Kuowledes, Preface, and Seidman, “The End of Sociological Theory’, in 
Seidman, ed , The Pastuseders Turn: New Porspectree: on Social Theory, Cambridge 1994. 

16 Contested Kunwlades, p viii. 

17 "The End of Sociological Theory’, p 136. 
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Seidman’s call for a new style of sociological/social theory takes radical 
pragmatic pluralism about as far as it can go. It says we should not be 
ambivalent about ambivalence but that we must embrace it wholeheart- 
edly. It indicates thar social and intellectual plurality are quite ‘irre- 
ducible’.** It insists that sociology is simply finished and that entirely 
new styles of intellectual advocacy, in the public rather than academic 
realm, must be developed. It demands in the name of the ‘victims’ of ‘sci- 
entific reason’—‘people of color, non-Westerners, women, lesbians and 
gay men, the disabled, and the poor and economically disempowered’**— 
that intellectuals become seriously engaged with the new social move- 
ments of our time; that they respect and embrace the new knowledges 
that have been generated within those movements, no longer seeking to 
translate them into bourgeois academese or lifeless meta-theory. 


The urgency and ‘relevance’ of Seidman’s argument 1s infectious, and will 
have beneficial consequences on discussions about ‘the discipline’ and the 
role of sociological intellectuals in the wider public sphere. Nevertheless, 
it is a highly contestable and unstable set of positions to take. For one 
thing, it invokes and privileges a range of new social movements as the 
basis of its epistemic revaluations. This implies a fairly orthodox sociologi- 
cal endeavour, and a more demanding one than writers like Seidman often 
concede: an empirically substantial mapping of social change and social 
structure sufficient to explain a major shift in conceptions of knowledge 
itself. Moreover, in the course of that background work some further justi- 
fication would have to be given as to why only left-liberal social forces are 
cited as ‘new social movements’ rather than a number of obvious reac- 
tionary currents of the late or postmodern epoch. Of immediate conse- 
quence here ıs the problem that, even if it proved empirically 
persuasive—a moot point—this mapping could not avoid claiming some 
kind of ‘structural’ and ‘realist’ explanatory status. In order not to be triv- 
ial, in other words, it would have to be telling us how things are compared 
with how they once were. But this kind of reference to a coherent, pat- 
termed and knowable social whole ıs just what has been forswom ın 
Seidman’s relarivist/conventionalist epistemology.” Perhaps the argument 
is ethical rather chan empirical, such chat the reference to the victims of 
dominant forces stands as shorthand for how things should be in a bester 
world? But Seidman is caught on this too, because whilst he seems clearly 
to have ‘reduced’ the realm of social and moral plurality in his construal of 
which groupings are obviously progressive or harmed, his pragmatism 
prohibits the articulation of any utopian or ‘emancipatory’ horizon in 
terms of which that narrowing could be justified. 


Advocacy, Activism, and Partisanship 


Seidman’s notion of sociologist as advocate, as a catalyst for justice in the 
public realm 1s accordingly unconvincing. The activist stance, for exam- 
ple, 1s not to be associated in any simple way with being ideological par- 
tisan, for that would be to endorse absolutism again. Sociologists are 
therefore to be seen as responsible advocates, educators in difference 


18 Contested Knowledge, p 324. 
19 Ibid , p. 327 
æ Ibid., p 317 


rather than militants. But here there is a risk that the urgent sociologist 
simply becomes part of the mediation and counselling industry in liberal 
society. Seidman’s approach ‘assumes that there is no neutral agency to 
resolve differences and that we must struggle, case by case, to negotiate 
identities, norms and common understanding’ with a view to creating a 
‘beneficent pluralism and democracy’.?? But it 1s hard to know what sepa- 
rates this kind of position from liberalism, and its conformity to a particu- 
lar Western current of ‘tolerance management’ seems evident. With no 
principles to guide him, except the principle of no foundations, it 1s hard 
to see how Seidman’s ‘activist’ sociologist would have anything much to 
contribute to the public realm that is not already achieved by ‘educaring 
the educators’ within the conventional higher education system. 


In the spectrum of revisionism that I am sketching, Charles Lemert sits 
somewhere between traditional modernism and Seidman’s postmodern 
pragmatism. Lemert shares many of the latter’s concerns and diagnoses, 
and has developed his important ‘multicultural’ anthology of social the- 
ory into an elegaic personal statement of the situation of sociology today. 
Above all, Lemert agrees that only by re-casting sociology squarely as a 
Eurocentric history of exclusion can resources for renewal be generated, 
‘after the crisis’. Sociology, for Lemert, involves an impossible quest for 
whole, lost communities, be they projected as past realities, method- 
ological ideals, or future humanistic utopias.?? Sociology was founded, 
for example, on the idea that a stable and simple pre-modern world was 
overrun and lost in the modernist revolutions of 1750-1850. 
Theoretically, an ideal-typical notion of a single, structured social field 
has governed all debate in the discipline, arguably only by continually 
ignoring vital differences amongst settings and peoples. And the great 
sociologists all wrestled to produce a necessary unity of rational theory 
and reformist practice, an endeavour that was to hasten the recovery of a 
single, wholesome human community. Like Seidman, that once-grand 
ideal is now perceived by Lemert as a modermust policing strategy. But he 
is less keen to jettison sociology altogether; rather Lemert wants to 
renew it, mainly by reducing its ambition and becoming ever more 
attuned to those all-important cultural differences. Instead of rationalist 
definitions of its task and subject, Lemert gives user-friendly alterna- 
tives: sociology should be seen a ‘survival skill’, he suggests, or a collec- 
tion of stories variously told by people ‘about what they have figured out 
about their experiences ın social life’.?3 Instead of the illusion that the 
engaged moral subject can capture and pronounce the truth of big objec- 
tive structures, we need more local engagement with particular cultures 
and truths. Instead of defending or rejecting the canon out of context, 
Lemert’s view is that the classical inheritance, though ever valuable, is 
increasingly inadequate to a more complex multicultural world. 


Sociology as a Survival Skill 


There must be some doubt about how unconventional Lemert’s construal 
of sociology really is. If the classics look dated, this is because he thinks a 
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different social reality exists, increasingly a reality of differences. But 
this reality is still something that has to be demonstrated and grasped as 
a matter of underlying social logic—Lemert seldom implies that the 
authority for saying so need be ‘rhetorical’ only, as Seidman does in his 
least plausible formulations.*4 In any case, it is clear from other emphases 
ın his texts tbat Lemert feels both that a continuing logic of global social 
forces continues to impress itself upon postmodern phenomena, and that 
the latter include some unwelcome and divisive expressions of subgroup 
pluralism. The interesting way in which Lemert refigures the idea of 
sociology from academic pseudo-science to street-level narrative 1s also 
less disruptive than appears at first sight. Sociologies are sense-making 
and practice-onented stories, it is true, but they are stories marked by 
the continual mterrelationship of three central elements, he avers: selves, 
structures and measures.’ Whilst offering a selection of attractive short- 
hands such as this, and whilst emphasizing, as anyone would, thar the 
elements can be interpreted in many different ways, Lemert ıs perhaps 
simply re-posing the traditional sociological questions: what are the pre- 
vailing social structures, what forms of culture and action do they allow 
or constrain, and how variably are our subjective lives constructed within 
thar vector? Sociology is a survival skill, in other words, because sociol- 
ogy itself survives rather well. 


Craig Calhoun occupies the end of the spectrum of the new sociological 
theory that is most hospitable to continuing radical modernist impulses. 
Like Lemert and Seidman, Calhoun recognizes the issue of difference as 
the crucial problem facing social theorists. Indeed, Calhoun has been 
more insistent than most that the problem of difference for projects of 
societal and theoretical integration is not limited to subcultural conflict 
or even the contrasting logics of ‘local knowledges’, but extends to those 
previously ignored tensions and dialogues deep within individual person- 
alities. We have long experienced contrary social and ethical ‘pulls’ 
within our multiple selves, Calhoun maintains, and indeed by now peo- 
ple routinely manage the interaction of their different identities very 
skilfully. Once you see the pervasiveness of this kind of ##trapersonal 
ae he argues, you can readily see how untenable and undesirable 

nt assumptions about interpersonal and intergrexp consensus 
are.? vet Yer much conventional social theory has been articulated in rela- 
tion to just such a horizon of actual or potential consensus in a singular 


‘society’. 


Even so, whilst ın that way encouraging of a ‘perspectival’, interpretative 
and pluralist climate for theorizing, Calhoun nevertheless defends sev- 
eral aspects of the sociological heritage against ill-informed critique, 
believing that too much of current polemicizing is conducted ‘in igno- 
rance of sociological theory’.?7 For example, Calhoun wants to say that 
many of the general issues of cultural difference and the politics of iden- 
tity which are rightly so prominent today were also close to the heart of 


M For example, sec Contested Kuowledes, p 327. 
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early and classical sociology. Here, as ın other matters, ıt seems that the 
classics get blamed for blind spots that, at most, are specific only to a 
later phase of Americanized professional sociology. Calhoun raises the 
level of talk of ‘modernity’ and its discontents, pointing out the perva- 
sive dynamics of encounters between positivism and romanticism, pro- 
gressivism and scepticism, science and interpretation throughout 
intellectual history, and deep within the work of all the significant 
thinkers.?® More generally, whilst again approving of any effort towards 
proper historical specificity, he proposes only ‘two cheers for particular- 
ism’ ,?9 since it is doubtful that theory can get off the ground without 
some sort of universalizing aspect. In that light, he suggests that post- 
structuralist ‘theorists’ who cast aspersions on generality per se sumply 
become involved in an intractable ‘performative contradiction’.>° 
Moreover, some of those who argue most strongly for historical speci- 
ficity are in fact locked within a ‘presentist’ frame of reference, the fault 
for which much mid-century sociology has been berated. Finally, on a 
substantive level, Calhoun acknowledges that contemporary social 
developments and theoretical revisions alike take place under the contin- 
uing aegis of the major social processes highlighted by the sociological 
classics: capitalism, bureaucratic rationalization, social differentiation, 
and so on. 


Critical Multiculturalism 


The theorists I have been discussing are worried about the explanatory 
status and political usefulness of conventional social theorizing. 
Ambivalence, though, 1s difficult to live with, especially if you are 
inclined to theorize, and so, as we have seen, a number of familiar con- 
testable stances get reasserted, albeit in a nuanced and sensitive way. So, 
the question arises: are these divergent commitments—above all perhaps 
on the epistemic issue of societal coherence and knowability—thor- 
oughly intractable and merely replaying earlier versions of ‘binary’ oppo- 
sitions; or is there some sort of stabilizing, synthesizing vision which 
might stand as a collectively satisfactory sign of the tumes? Perhaps the 
most distinctive overarching themes of 1990s’ social thought are the 
notion that social theory today must be critical to be any good, and the 
assumption that pluralism in theory and practice 1s appropriately 
couched in the present as sw/tiewltnralssm. Clearly, the issues raised by 
these concepts are many and complex. But, for our purposes, it is suffi- 
cient to note two things. Firstly, they have, especially when conjoined, 
attained a certain privileged status within the new critical pluralist dis- 
course of social theory. ‘Critical multiculturalism’ seems to offer a coberent 
reorientation of social theory, but one which is conditional upon, not 
resistant to, the many processes of social and intellectual dis-integration 
and re-formation that are underway. The headline thus seems to strike an 
appropriate balance, for our day, between openness and closure, past and 
present, the local and the global. It also signals a greater sense of the 
interpenetration of the moral and the substantive modes of understand- 
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ing, and expresses the widespread sense amongst many generalists that 
it is good enough that the theories we devise are valid for us, for here 
and for now. 


Vagueness and Formalism 


The second thing to note 1s that for all the currency of critical multicul- 
turalism in the kind of works illustrated here, it still works predomi- 
nantly as a preswpposstion rather than an explicitly argued commitment. 
Indeed, there 1s a disturbing formalism in the way that this desideratum 
of contemporary theory is articulated, a formalism that threatens to ren- 
der such theory vacuous. Virtually all discussions of multiculturalism 
today, for example, begin with the caveat that the term has become 
almost impossibly vague and all-purpose, and yet many such discussions 
reinforce that vagueness.” For Charles Lemert, multiculturalism has 
strong enough connotations for him to construct a revisionist anthology 
of social theory around it, but in fact he puts little serious effort into its 
definition and advocacy. Lemert writes: ‘One could say that [multicul- 
turalism] has come to represent the social theories of those who resist the 
usual classifications of thought and politics’ .33 Lemert is referring here to 
all manner of oppressed peoples, marginalized groups, unostraight 
lifestyles, ‘borderland’ and ‘new mestiza’ formations, social movements 
and alternative philosophies. But sceptics are by now quick to observe 
that to expand the term in this way e:ther risks turning multiculturalism 
into a rather meaningless mélange of subcultural self-description, or 
risks exaggerating the number and strength of apparently hermetically 
sealed ‘cultures’ that exist even in today’s complex civil society.” 


In any case, one of Lemert’s few elaborations of his broad notion of multi- 
culturalism leads, somewhat ironically and inadvertently, to the rehabili- 
tation of liberal universalism—the principal villain of the piece in 
polemics against ‘the tradition’ and ‘the canon’. Lemert, as noted earlier, 
sees the problem of theorizing ‘structures’ in sociology as to an extent 
ongoing, but the explanatory force of structural understanding 1s 
reduced today because people, he argues, live in ‘weakly’ structured 
worlds, not ‘strongly’ structured ones.3> The crisis ın sociology looks set 
to intensify, in other words, because increasing numbers of us inhabit 
unstable and complex worlds, multiple subcultures with porous and 
shifting boundaries, and so the general determining forces which strafe 
modern society, and which are the main foci of traditional theory, have a 
slimmer chance of addressing precisely how our various social identities 
and pathways are composed. Now, leaving aside the matter of just how 
empirically distinctive and thoroughgoing these shifts have been,?° these 
statements themselves clearly have a ‘universal’ character, and they sug- 


37 See Brian Pay, Contemporary Philesephy of Soctal Sconce A Maltrcalivral Approach, Oxford 
1996; and even Douglas Kellner, who in Magis Cxlters, Loadon 1995, pp. 95—6 lapses 
oto a wholly chetoricel endorsement of samething called ‘insurgent muluculturalism' 
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gest an inexorable erosion of genuinely multiple, distinct and lasting 
cultural formations. On the contrary, an increasingly individualized, 
‘chosen’ pattern of identity formation is implied, a pattern which, we 
should remember, was predicted in their very different ways by Marx, 
Durkheim, Simmel and Parsons. The Marxian version, of course, was dif- 
ferent from the others in speculating that capitalism would first produce 
a ‘false’ kind of universal individualism based on commodity fetishism 
prior to the ‘true’ fulfilment of individual powers under communist 
social relations. Since Marx is treated respectfully but distantly in 
Lemert, we can perhaps assume that he would not want to follow those 
unfashionable left universalists who see multiculturalism as an effective 
way of co-opting subordinate groups into the mainstream of American 
consumer capitalism.3? We are therefore left with a version of Western 
liberalism, which deserves naming in this context as a much more robust 
and developing tradition than the multicultural ‘radicals’ often allow. 


Therapy and Theory 


On one level, the case for multiculturalism is simply that it is therapeu- 
tic to listen to the different voices which are puncturing mainstream 
thought and politics. But whilst this message is certainly salutary, it 
seems rather a gestural way in which to announce a new horizon for social 
theory, because more taxing issues quickly follow. Who is this therapy 
for, and what exactly are they to do with the results? Are we simply to 
take it that all subcultural voices are in fact of equal authenticity and 
value; that they express a truth that cannot, in any circumstances, be 
translated into the register of a more analytical and generalizing 
discourse? If these questions are not seriously tackled and answered— 
which they tend not to be in theorists like Seidman and Lemert3?°—then 
the wholesome and ‘correct’ connotations of critical multiculturalism 
constitute a new cant in social theory, not a novel and exciting point of 


departure.39 


A parallel vagueness and. formalism pervades much discussion of the 
need to sustain ‘critical’ theory ın a world of new bearings. Craig 
Calhoun has enunciated the components of critical theory at a time 
where the label is routinely invoked in all manner of discussions 
Extending the term beyond its historical association with the Frankfurt 
School, Calhoun identifies critique in the following fourfold way.4° 


I a critical engagement with the theorist’s contemporary social 
world, recognizing that the existing state of affairs does not exhaust 
all possibilities, and offering positive umplications for social action; 

2 a critical account of the historical and cultural conditions (both 


y See T. Gitlin, The Tzlight of Commen Dreams, New York 1995; R Jacoby, The Myth of 
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social and personal) on which the theorist’s own intellectual activity 
depends; 

3 a continuous critical re-examination of the constitutive categories 
and conceptual frameworks of the theorist’s understanding, includ- 
ing the historical construction of those frameworks; 

4 a critical confrontation with other works of social explanation thar 
not only establishes their good and bad points but show the reasons 
behind their blind spots and misunderstandings, and demonstrates 
the capacity to incorporate their insights on stronger foundations. 


This useful checklist can be seen as seeking vigorously to build into cur- 
rent theory a strong historical dimension, and it represents an ever- 
appropriate admonition to theorists who might assume that their 
contribution represents a ‘view from nowhere’. It is also true chat these 
days a great many commentators who are critical of capitalism and 
appreciative of Marx's historical and dialectical thought are likely to be 
more comfortable in a wider. self-image of critical theory than of 
Marxism, neo-Marxism or Frankfurtism as such, of which they also want 
to be suitably critical. So Calhoun’s menu 1s a valuable effort to maximize 
solidarity around a radical methodology common to many different sub- 
stantive projects. And as such, the tabulation is straightforwardly handy 
for inculcating in student audiences—which are generally older, larger 
and more culturally mixed these days—a reflexive and sceptical spirit of 
inquiry. Yet there is also a dulling blandness here. The effect is exhorta- 
tory and affective rather than intellectually discriminating. It sounds 
like the sports coach exhorting all in his or her team to ‘give 110 per 
cent’ effort without specifying what exactly needs doing. Which theorist 
of any stamp, for instance, would sof claim to be engaging critically with 
their world, or would assume that the existing state of affairs exhausts all 
possibilities? What does it mean to offer ‘positive implications’ for social 
action, and just what sorts of actions are we talking about here? The 
point here is not to decry formalism in its place, far less to put down an 
attempt to maximize radical solidarity.4* Rather it is to insist that what 
it really means to be ‘critical’ depends ın the end on our considered views 
of the world, not on a notional specification of character traits. In that 
sense, the new critical theorists show less coherence and substantive 
muscle than their supposedly ‘narrower’ Frankfurt forbears. 


The Theoretical Synthesis of Jeffrey Alexander 


Jeffrey Alexander's work in sociological theory appears to be a shade 
more conservative—in both ideological and disciplinary terms—than 
that of the group of theorists I have engaged with so far. Over the past 
fifteen years, Alexander has been an unembarrassed—though heavily 
qualified—defender of some of the things that the new wave of uprooted 
authors would wish to disown: the Parsonian legacy, social differen- 


4! Indeed, Calhoun seems to me clearly the best of the new sociologists, his fluent discus- 
sions of general theory being valuable ın themselves, and closely connecting with substan- 
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ple, ch. 8 of Cratucal Sesal Theory). 


7: 


tiation and neo-modernization theory, mainstream liberal democratic 
institutions, the hankering after ‘foundations’, and the autonomous, per- 
haps privileged, place of theoretical abstraction in the pursuit of a rea- 
soned sociological synthesis. Yet there are reasons for resisting the 
Negative connotations of that initial ‘conservative’ estimation. First of 
all, as I have tried to indicate, the ‘ambivalence’ of the currently promi- 
nent figures cuts both ways: they want to participate in postmodernist 
scepticism, but cannot quite give up on the quest for theoretical ade- 
quacy, nor forswear the ‘survival’ value of sociology conceived as critical, 
‘structural’ reflection on a changing society. Moreover, their pluralistic 
leanings have neither been rendered systematic, nor yet been pitched as a 
wholesale rejection of ‘modernist’ forms of untellectual and political rep- 
resentation. Alexander, meanwhile, bas consistently developed his 
notion of theoretical ‘multidimensionality’ as a solution both to past fail- 
ings and to present dilemmas. Where many theorists have been content 
to leave their pluralist intuitions tacit, Alexander has presented a pos- 
tive nomenclature for social theory in an uncertain world, even if the 
price to pay for this reward 1s a more pedestrian register of debate. 


Secondly, the newer theorists often seem to be caught up in trying to 
concoct a substitute radicalism following the demise of leftist ‘totaliza- 
tions’, and as I have shown, this lingering hope results in a certain kind 
of formalism: mantras of ‘critique’ and ‘embeddedness’ sometimes serve 
only to disguise the lack of basic ideological orientations. Alexander, 
only very briefly having embraced the Left, has no hang-ups on this 
score. Indeed, he was always very confident that the conversion to radical 
thinking that swept through the social sciences in the 19708 and part of 
the 1980s was primarily affective rather than cognitive, and stuck fast 
with che proposition, even as the new postmodernism took hold, that a 
proper conceptual and visceral balance would once again be struck 
between respected classical influences on the one hand, and novel theo- 
retical and empirical developments on the other. That longer view of 
things has proved to be one of Alexander's notable assets. 


Thirdly, the appearance of Alexander as doggedly and classically theoret- 
ical—et least when compared to someone like Seidman—belies his con- 
siderable intellectual development, his own moving with the times. To 
establish this point, and to take the discussion forward, it 1s as well to 
sketch out at this point something of Alexander's progression from pre- 
cocious sociological scholar in the early 1980s to the advocate of contex- 
tualized cultural studies that he is today. 


Alexander has long been tagged as the young author of the overwritten 
four-volume Theoretical Logic in Sociology (TLS). Impressive though this 
debut was, its reception was thoroughly overdetermined by, first, its glo- 
rious pre-publication heralding, and then the (predictable) heavyweight 
critical reaction to thar hype. Many of those criticisms were wholly 
valid—that the work was overly ‘theoreticist’, excruciatingly slow, and 
hermeneutically unappreciative of the specific milieux and concerns of 
his indrvidual ‘classical’ social theorists’.47 It was also held—rightly—to 
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be utterly Parsonian not only in its (for the time) daring and plausible 
partial defence of that fallen idol, but even more because of its uncanny 
mirroring of the strategy behind Parsons’s own greatest and earliest text 
The Structure of Social Action Just as Parsons had ‘objectively’ read the 
project of the classics—though not Marx—as, unsurprisingly, logically 
culminating in Parson’s own—highly culturally specific—‘theory of 
action’, so Alexander insinuated his own ‘multidimensional’ approach as 
the natural outcome of bss construal of sociology’s ‘great tradition’ 
Durkheim and Marx were portrayed as basically one-dimensional in 
their thought, the former being too idealist and the latter, though re- 
entered into the lists, too materialist-utilitarian.43 Alexander preferred 
Weber amongst the classics for his greater, though substantively unreal- 
ized, multidimensionality, combining—but only up to a point— 
Alexander's desired blends of ‘rational’ and ‘normative’ emphases in our 
understanding of ‘action’, and ‘individual’ and ‘collective’ elements in 
the logic of social ‘order’.44 More decisively, though, it was Parsons him- 
self who emerged as bringing to proper fruition the conceptual configu- 
ration through which sociology, purportedly, must progress. And yet, 
predictably, even Parsons was declared flawed, leaning too much to ide- 
alism and voluntarism, and theorizing the interchange between the vari- 
ous subdomains of the social system in too mechanical a way. The baton 
therefore passed to Alexander himself to clarify, defend and exemplify a 
fully multidimensional social theory.*5 


Two fundamental problems confronted this project, and they relate to how 
Alexander ‘improved’ Parsons epistemologically. Doing for mainstream 
sociology what Althusser did for neo-Marxism, Alexander greatly elabo- 
rated Parsons’s sense that to do social science correctly, one had to get a 
proper notion of what being scientific in sociology, and in general, requires. 
Under the banner of the postpositivist view of knowledge, Alexander intro- 
duced his notion of the ‘scientific continuum’, at one end of which were 
placed those baseline conceptual ‘presuppositions’ about action and order. 
Moving steadily ‘downwards’ through various levels of abstraction—pre- 
suppositions, theoretical postulates, methodological guidelines and so 
on—we find corrigible empirical demonstration at the other end of the 
continuum. As always, Alexander felt he was being suitably ‘multidimen- 
sional’ in all this, arguing that although each of these various conceptual 
levels was necessarily ‘relatively autonomous’, in the ideal sociological per- 
spective the indispensability and interweaving of all theoretical strands 
would have to be recognized. Similarly, at the presuppositional level itself, 
each of the elements of normative and rational action, and of individual and 
collectrve order, had to be duly included and smoothly mixed together. 


The Perils of Abstraction 


The first problem with Alexander's metatheory is thar, in effect, he gives 
precedence as well as axtoxomry to the theoretical-presuppositional level of 
enquiry, thus rendering his edifice highly theoreticist and philosophical 


43 Theerascal Legie tm Sectolegy, Volume 2, The Antinemies of Classical Theaght: Marx and 
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4 Volume 3, The Classical Attempt at Theoretscal Synthesis: Max Weber, Berkeley 1983 

43 Volume 4, The Madera Receastructoen of Claxsscal T hoaght: Talons Parsons, Berkeley 1983 
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in character.4° The ‘concrete’ parts of the sociological and scientific spec- 
trum inevitably appear to play second fiddle, even though the very for- 
mulation of presuppositional necessity bears the imprint of its ‘modern’ 
and Western’ cultural formation. In any case, taken solely as a matter of 
purely conceptual evaluation, how compelling is the assumption that 
‘equality’ must hold between the normative and rational dimensions of 
action, or between the individual and collective dimensions of order? 
What, indeed, compels us to use these particular binary combinations at 
all, or to confine such presuppositions to a four-box matrix? Although 
Alexander put up a fair case for his shorthand way of treating the matter, 
TLS was simply not philosophically rigorous enough to occupy the cor- 
ner it had painted itself into. Accordingly, one telling objection was that 
Alexander, at best, had made a case for adopting the general stance of 
‘multidimensionality’, but had not said very much ar all about how pre- 
cisely this attitude was to be substantiated, other than through the 
somewhat gestural sentiment of ‘not only this, but that too’.47 


Undeterred by such reservations, Alexander proceeded through the 
1980s to elaborate the general logic of his label, and to build in more by 
way of empirical applications. The abstract programme was justified in 
terms of his perception that there was a rapidly growing ‘new theoretical 
movement’ afoot, to which his work contributed, that despaired of 
perennial oscillations in social theory between ‘structure and agency’, 
‘micro’ and ‘macro’ levels of analysis, objectivism and relativism, and 
between ‘mainstream’ and ‘radical’ postures. His goal—like that of 
Anthony Giddens, Jurgen Habermas and several others——was to devise a 
terminology which would break ths bold of these contrastive manacles 
without obliterating the specific validity of each grasp. The inference 
was that, even if there were—quite appropriately—a number of very dif- 
ferent ‘paradigms’ within sociology, the ideological and empirical antag- 
onisms which often thwarted reflective progress ın the discipline could 
be considerably eased by maintaining that the different traditions had in 
fact much more in common than was often admitted. Multidimensional 
metatheory was seen as supplying an overarching discourse in which 
serious contestation could be productively mediated without this requir- 
ing any binding ‘consensus’ between the advocates of a plurality of ‘lower 
level’ theses and ideologies. 


The scholarly repertoire was extended too. Having ‘done’ the individual 
sociological ‘masters’, Alexander went on to pen an influential essay 
which highlighted the necessity for a classical canon even in a world that 
its figures could no longer be expected fully to explain.4? More specifi- 
cally, Alexander hardened somewhat against Marx, and reversed his 
ranking of Weber and Durkheim, progressively making a sustained case 


46 Once again rather like Althusser Like others, Alexander has been struck by the similar 
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for seeing Durkheim as the most prescient founder. The argument 
here—and I will return to ıt with emphasis—was that Durkheim prefig- 
ured the recent ‘cultural turn’ in sociological thinking, and as such 
remained the greatest resource for counteracting the tendential overesti- 
mation of ‘material’ factors in the logic of the social.°° 


Turning from the greats to the succession of post-war perspectives 1n 
social theory, Alexander presented the development of contemporary 
thought as the continual effort by scholars to rectify ‘one-dimensional’ 
models inherited from the main traditions, whilst reinstating newer ver- 
sions of those limitations.5' From the lofty heights of multidimensional- 
ity, just about every current of social analysis since Parsons was carefully 
exposed by Alexander in terms of the profound ‘dilemmas’ it generated. 
Just as, in TLS, Alexander constructed, then ‘verified’, the intractable 
‘antinomies’ produced by the classics, so a list of the damaging contra- 
dictions that beset recent developments was tabled. For example, whilst 
happily accepting that greater due needed to be given to the nuances of 
individual order, Alexander wrapped up his extensive review of interac- 
tionist and phenomenological currents by suggesting thar they all faced 
an impossible ‘individualist dilemma’.>* Undoubtedly, he argued, 
authors in these traditions give us a rich map of intersubjective strategies 
for making sense of our lives, but because (inter)subjective meaning is 
persistently taken as ontologically primary within interactionism aod 
ethnomethodology, these outlooks simply cannot transcend their pre- 
suppositional one-sidedness.>3 


On the ‘structural’ side of modern theory, too, valiant but ultimately 
failed attempts to achieve a proper synthesis were identified. Habermas, 
for example, was thought unable to break out of the ‘Maran 
dilemma’.*4 Going to extraordinary lengths to embrace sophisticated 
non-Marxist :nfluences—notably Parsons, for Alexander—and, of 
course, being all too aware of the need to overturn generalized material- 
ist reductionism in his account of action and theory of social develop- 
ment, Habermas is still left with an essentially instrumentalist notion of 
material interests. Instead of seeing that communicative action and 
instrumental rationality, whilst analytically distinguishable, are actually 
inseparable, Habermas 1s accused by Alexander of altogether freezing up 
these different dimensions. In the here and now, this results in the (mate- 
tially driven) ‘system’ determining and corrupting the (normatively 
special) ‘lifeworld’, whilst in Habermas's projection of the future, the 
lifeworld is envisaged as breaking wholly free from previous system 
constraints into an undistorted realm of pure rational and normative 


Y See the essays “Rethinking Durkheim's Intellectual Development: On the Complex 
Ongios of 2 Cultural Sociology’ and “Durkbezmian Cultural Studies Today’ in Alexander, 
Stracture and Meaning: Reltukeng Classical Secislegy, New York 1989. 
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31 Actres and 15 Exveromments, ch 8. 
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consensus. Alexander concluded that Hebermas’s attempt at multi- 
dimensional synthesis was thoroughly hamstrung by thar residual neo- 
Marxist paradox: deterministic analysis, utopian politics. 


Into the 1990s, and as the standard sociological dualism of structure and 
meaning is inexorably re-cast in terms of the debate about modernist and 
postmodernist mind-sets, there too Alexander is to be found, exposing 
needlessly one-sided positions and suggesting ‘synthetic’ ways forward. 
He feels that the epochal question of postmodernity has calcified into the 
classic ‘epistemological dilemma’ of relativism verses objectivism, and 
moves in to counter that cramping restriction. Historically, he 
argues—like Calhoun and many others—such debates are actually very 
old, and that little is gained by pitching ‘modernity’ definitively along- 
side objectivism, or postmodernity with relativism as such. Moreover, it 
is a postulate of Alexander's postpositivist overview that we recognize 
both the specific historical context of general ideas aed the human capac- 
ity for developing some of these over time into disciplined, impersonally 
valid touchstones. Thus, whilst rationality is, of course, ‘an agentic 
accomplishment’, nevertheless ‘the prospect of a hermeneutically rooted 
version of universality can also be pursued’.® As for those who deny 
these goals, Alexander pinpoints ‘Rorty's dilemma’, namely that of sup- 
posing one can argue in good faith whulst failing to ‘distinguish between 
telling stories and telling the truth’.37 


In Defence of Parsons 


Alexander has, then, been eagerly tracking various debates and issues to 
do with the nature and prospects of general social theory, in which he has 
consistently canvassed his own multidimensional manifesto. He has 
been keen to assure us that his stance can embrace substantive concerns, 
and has steadily shown a greater awareness of the ideological dimensions 
of theoretical commitment. These moves help Alexander evade the 
charge of being a ‘mere’ theorist, and they lead to a sharper sense, within 
his work, of how closely intellectual and political pluralism are con- 
nected. The train of thought works something like this. Amongst the 
central obstacles to developing empirically fruitful ‘middle-range’ theo- 
cies of modern society has been the pervasive over-reaction to the com- 
prehensive goals for unified theory set by Talcott Parsons. Overly 
functionalist Parsons may well have been, but large-scale social theories, 
especially ones which retain a goal of ideology critique, can hardly get off 
the ground without some kind of functionalist analytic at their explana- 
tory core.5> Moreover, despite accusations of the ‘mechanical’ way in 
which Parsons envisaged his four-box model of the social system, Parsons 
was genuinely committed to the elaboration of social complexity in a 
way that few theorists before or since have matched, and, meanwhile, the 
problem of analytically distinguishing between elements of the social 


33 ‘General Theory ın the Postpositrvist Mode: The “Epistemological Dilemma” and the 
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configuration without seeing them as in reality separate remains social 
theory’s most durable enigma.°? 


Operating within that wavelength, Alexander went on to formulate a 
minimal ‘neo-functionalism’ ‘as a viable persuasion, and has examined 
functionalism’s chief middle-range offshoots, differentiation theory and 
modernization theory, to see what can even now be usefully extracted 
from them. What emerges is a version of the original models so strenu- 
ously qualified as to be little more than a shadow. But then again, 
Alexander’s intention is not so much to rehabilitate those tendencies in 
full as to create a more generous and many-sided atmosphere for future 
development.© Thus, he praises such undervalued authors as S.N. 
Eisenstadt for having, in a series of dense contributions, expunged the 
‘complacent’ and ‘ideological’ impulses from modernization and differen- 
tiation theory, without abandoning the central insights. Alexander's 
argument here is that the ‘master trend’ specified ın differentiation the- 
ory—that ‘primordial’ solidarities in the modern world are steadily 
replaced by a plethora of rationalized, autonomous, and specialized insti- 
tutions and subcultures—temains valid in certain respects, and indeed in 
the post-communist world it is significant that ‘convergence’ theories of 
neo-modernized, liberal, complex societies have once again come to the 
fore. At the same time, the master trend of social differentiation was 
crudely overstated in previous mainstream thinking, such social processes 

far more uneven, halting, concretely varied, and sometimes decid- 
edly ‘de-differentiated’ than once was supposed. The specific empirical 
trajectories convened under the heading of ‘neo-modernization’ and ‘dif- 
ferentiation’ thus by no means reflect the kind of normative uniformity 
and irreversible ‘progress’ anticipated in earlier scenarios. A revised ver- 
sion of xa9-modernization could, then, fairly be seen as the leading theory 
of the day, eclipsing both arti- and post-modernization. 


Alexander has several times acknowledged the need to balance his earlier 
‘cognitivism’ by foregrounding the cultural and ideological specificity 
of all theoretical endeavour, including his own.®3 Consequently, he 1s 
not naive about the implications of his partial rescue of older currents 
of thinking. He is prepared positively to accept that, in the post- 
postmodernist climate, the time 1s right for a fuller appreciation of the 
continuing strengths of liberal values, and he defends—still in 2 some- 
what low-key way—a basically ‘social-market’ or social-democratic 
political orientation. Along with Anthony Giddens, Britain’s influential 
and highly public sociologist, Alexander believes that the rigid old dis- 
tinctions between Right and Left, berween reformism, conservatism and 
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radicalism, are thoroughly passé today. The time has come, therefore— 
and Alexander seems to be more comfortable saying this than 
Giddens“—fully to embrace not only the autonomy of the cultural and 
the political from the socio-economic dimensions of society, but to 
accept the framework of the global capitalist economy that underwrites 
that feature of modernity. The progressive goal then becomes one of 
consciously reviving the discourses of humane liberalism and pluralist 
civil society.% 


Watergate and Communion 


Alexander's several ventures into a more concrete level of explanation 
confirm these inclinations, and contribute solidly to che current revital- 
ization of methodological and normative pluralism. For example, devel- 
oping Durkheim’s emphasis on the centrality of normative phenomena 
to social change, he constructed a version of the Watergate crisis ın 
which the ‘profane’ deeds of the Us executive were eventually turned into 
a ‘sacred’ communion on the capacity of American liberal dem to 
tackle the considerable ‘cleansing’ challenge posed by Watergate.” A 
similar approach was taken to the Iran-Contra scandal of the early 
19805.67 Relatedly, in a lengthy analysis of the role of the media in the 
post-war era, Alexander's retention of neo-functionalist notions gener- 
ated a strong critique of Seventies-style radical media theory, in which 
mass communication appears as the unified vehicle for transmitting 
dominant ideologies. On the contrary, Alexander retorted, ın a world of 
complex mechanisms for producing moral order, there is simply too 
much professional and sectoral diversity to allow this degree of top-down 
pacification to happen. Rather, the modern media’s characteristic inter- 
twining of normative regulation and informational content stimulates 
quite as much potential for challenge and protest as for conformity and 
passivity, though in so doing it also, somewhat ironically, enhances the 
ability of a differentiated society to cope with strains in the system.® 
In terms of the theory of ideology behind such analyses, Alexander 
has been concerned to update the cultural sociology of the later 
Durkheim and connect ıt to the suasive contemporary formulations of 
such writers as Clifford Geertz, for whom :deology refers to the fascinat- 
ing and necessary business of how we collectively ‘make sense’ of our 
society and develop quasi-spiritual allegiances within it—whatever 
those allegiances turn out to be. 


Lately, Alexander has found in the topic of ‘civil society’ an appealing 
focus for his long-standing and emerging theoretical interests. This 
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concept always requires considerable conceptual elaboration and a decid- 
edly theoretical identification of overarching trends in post- or neo-mod- 
ern society. Yet the ‘civil society’ theme also has a concrete, political and 
open-ended quality, highlighting notable institutional variety within 
contemporary culture and politics. The concept ıs also classical ‘con- 
tested terrain’, having received seminal formulations from all points on 
the theoretical and political compass. These features make ‘civil society’ 
profitable trade for Alexander’s theoretical modelling. And since one of 
the most influential recent ‘takes’ on civil society has been Gramscian in 
character, Alexander pays special attention to showing how that current 
remains—in spite of its surface sophistication—rather one-dimensional 
and instrumentalist in its leanings.7 Once again he has tapped 
Durkheum’s notion of the social construction of the sacred, this time to 
emphasize how discourses of civil society form crucial symbolic efforts to 
secure moral order. Such intellectual hegemony cannot, even in subtle 
neo-Gramscian hands, be passed off as the vehicle of class or socio- 
economic domination, without theoretical and empirical reductionism 
resulting. In fact, Alexander believes, the very multidimensionality of 
the concept civil society, being ‘the informal, non-state, and non- 
economic realm of public and personal life’, renders it altogether inacces- 
sible to reductionist analysis of any sort. In particular, reversing Marxist 
moves to monopolize it, civil society ‘denotes the possibility of theoriz- 
ing conflicts over equality and inclusion in a less anticapitalist way’.7* 


With arguments like these, it becomes clear that Alexander has gradu- 
ally and attractively altered his own sociological self-image. Sociology, in 
Alexander's bands, has outgrown its textbook definitions, such as the 
‘structural’ study of society; end his own earlier sociological theoreticism 
has also given way to something denser in fabric. Without weakening his 
claim for the continued centrality of sociology and sociologists to the 
critical human sciences, Alexander has overcome the partial reduc- 
tionisms of his own earlier, mechanical ‘soctologese’. True, residues of the 
latter remain, as when he sometimes talks ın clunky Parsonian fashion of 
the ways in which the ‘social system’ and the ‘cultural system’ impinge 
on one another.7? Yet, even as he shows the value of the sociological clas- 
sics for any serious version of ‘cultural studies’, so from the mid-1980s he 
has readily accepted that the cultural dimension of sociology needs 
urgent attention, and indeed argued strongly and respectably early that 
‘only if general theorists are prepared to enter the thicket of ‘cultural 
studies’ will the gap between the synthetic theoretical thrust and the 
cultural turn be bridged’.”3 Crucial to this move has been a growing con- 
viction on Alexander’s part thar, far from social structures pre-existing 
and predetermining cultural forms, they are themselves cu/twrally consti- 
tuted. Not only that. If cultural life has a ‘liminal’, ‘transcendent’ and 
fluid texture, irreducible to structural specification, then social theory 
itself must take on a more fluid, descriptive cast.74 Being of quintessen- 
tially rationalist temperament, this feature of Alexander's development 
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must have been hard won. It can be seen at work in some of the recent 
general essays, where Alexander adopts more a ‘cultural history of ideas’ 
approach to his theoretical overviewing, moving away from his custom- 
ary paradigm-itemuzing, problem-solving mode.75 


The Mirage of Multidimensionality 


That sketch of Jeffrey Alexander's career to date indicates a significant 
presence in contemporary debate: a lucid commentator on a range of cen- 
tral intellectual conundrums, the persuasive defender of the quality and 
broadest goals of the Parsonian moment, and the proprietor of an appeal- 
ing label—multidimensional theory—which, in aming to take sociol- 
ogy forward, shows ıt to be always vitally connected to the wider cultural 
and ideological field. In an intellectual climate in which radicalism often 
appears chimenical and stylistic, Alexander's cumulative manifesto for 
social theory stands out as a cleverly wrought and refreshingly straight 
expression of the critical pluralism of our times. Nevertheless, regarded 
as systematic ‘synthetic’ theory, Alexander’s project is torn with snags. 
Taken together, these can be dubbed as constituting the ‘inclusionist’s 
dilemma’, for, in embracing a whole range of different levels, insights 
and inclinations, inclusionists run the risk of incorporating rather than 
dissolving the important tensions that exist within the matrix. 


Pre-eminently, Alexander's master concept of multidimensionality 
remains a puzzling and flawed category. In one signal formulation he 
declares that ‘multidimensionality...is the only position which can 
explain the social world ın a thorough, consistent, and satisfying way’.7° 
Yet this does not seem right, given that multidimensionality has been 
developed explicitly as a metatheoretical desideratum. Rather than 
explaining the social world as such, at best Alexander's conceptual appa- 
ratus serves as a reflective check on ‘one-sided’ social theories which risk 
over-reaching themselves. And even where theoretical development is 
itself the object of enquiry, it is not clear how the multidimensional per- 
spective actually expéarms that, though Alexander has provided valuable 
analytical depictions of how the different classical and modern para- 
digms have come to succeed one another. 


Even taking multidimensionality as an ideal aspiration for theorists, fur- 
ther difficulties arise, one of which invites scepticism about the very pro- 
ject of generalized social theory. As John Holmwood has sharply 
observed, Alexander’s hope for multidimensionality is sustained only by 
ignoring the evidence of his own framing method and scholarship.” For 
example, the ‘one-sidedness’ of the authors he delves into was seldom 
tutended as such; they all aspired in various ways to ‘correct’ the limitations 
of previous greats, turning their own insights into something more syn- 
thetic and comprehensive. And Alexander is right about Parsons: he 
above all strove maniacally to achieve an adequate balance between the 
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different levels of abstraction in social theory, between the different sub- 
elements of the social system, between agency and its ‘environment’, 
between structure, culture, and personality. Yet this attempt also 
foundered: ın order to aspire to completeness, the ‘theory’ became an 
arcane exercise in classification rather than explanation, leaving the 
‘residues’ of displaced problematics to be resurrected later by others as the 
next focus of interest. In any event, those insinuating ideological factors 
which ultimately motivate all exercises in theoretical abstraction— 
in Parsons’s case liberal, modernist and voluntanist cultural values— 
inevitably intervene to upset the most resolute theorist’s notional equilib- 
rium of forces. On what basis, then, can Alexander himself resolve to 
succeed in striking that ideal balance where others have failed? The asser- 
tion is that for the first time a ‘genuinely’ muludimensional synthesis can 
emerge, and that rigorous internal correctives to various forms of bias ın 
one’s own system can be found after all. But all the odds stack up against 
this promuse, especially when no mechanisms for achieving this are given, 
other than continual exhortation. Meanwhile, persistent conundrums 
suggest themselves which, in virtue of Alexander's more purely theoreti- 
cal intentions, punish his programme much harder than those of his pre- 
decessors. Is it possible to achieve a perfectly balanced theoretical system, 
and if so can it say anything that is distinctive? How can a mediation 
exercise pitched at the thinnest level of substantive content generate last- 
ing and passionate commitment? And isn’t there something seriously 
amiss about Alexander's obsessive opposition to theoretical ‘closure’, 
especially when he effects his own form of sanitizing closure through the 
ineffable superiority of ‘openness’ and ‘all-sidedness’? 


Mission Impossible 


From those considerations, some would draw the conclusion that the 
whole project of general social theory is a ghastly error, productive of no 
serious explanatory value for social science. In that sense, Alexander 1s just 
the latest, naive, recruit to mission impossible.7® A less dramatic position 
1s to accept that metatheoretical reflection is probably inescapable, and 
sometumes valuable; but its results are always limited and always— 
desirably—skewed towards some definite configuration of the many ter- 
minological dualisms that such theories perennially construct in order 
synthetically to overcome: individual/collective, action/order, material/ 
ideal and so on—to name only Alexander's resident couplets. In this 
scenario, Alexander comes out as disingenuous rather than naive, for 
under the guise of openness and multidimensionality he is busy-—as any 
thinker of stature would be—prefiguring his own form of closure, his 
own distinctive one-sidedness. Specifically, I would propose, Alexander 
has been assiduously developing, just like his mentor Parsons, a volwaterist 
and cadiwralist framework for general reflection. That these inclinations 
have not been more readily perceived and criticized is chiefly due, as 
Alexander has himself noted with satisfaction, to the steady decline of 
materialist reference points for critique through the 1980s and 1990s. 
Culruralism, being a corrective to previous ‘reductionism’, thus appears 
as ‘multidimensional’ rather than idealist. Moreover, somehow, reduc- 
tionism has become wrongly identified solely with materialism—there is 
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idealist and culturalist reductionism too!—end anti-reductionism has 
somehow accrued an aura of explanatory superiority, a status it hardly 
deserves given its mainly negative and hedging effects.79 


In his scholarly commentary, Alexander's culturalism and voluntarism 
began, ironically, with his rehabilitation of Marx as a true sociological 
classic. This, of course, corrected Parsons’s oversight ın omitting Marx 
from the canon; bur essentially, Alexander endorsed Parsons’s mistaken 
characterization of Marx’s materialism as straightforwardly collectivist and 
utilitarian ın character, and since then he has never really inquired if a 
materialist outlook might nevertheless encompass a deep appreciation of 
cultural life. With Weber for his part tagged as better than Marx on indi- 
viduality, but falling short in the normative dimension, Alexander's claims 
for Parsons and Durkheim as the founders of cultural sociology have been 
emphatic. In his Parsonian vein, Alexander bas continued to develop a vol- 
untarist picture of social action, trying to find a formulation which does 
justice both to individual ‘action’—in a very American way, this is always 
the starting point for him—and the ‘environments’ in which that action 
occurs, pre-eminent amongst which are symbolic structures. In 
Alexander’s more free-flowing elucidation of Durkheimian cultural stud- 
ies, this note 1s struck with far greater intensity, the proposition being not 
only that the study of religion, sacrality, and values must be returned to the 
heart of sociology, but that the cultural turn in sociology should lead to 
nothing less than a ‘religious sociology’. Within the realms of civil society 
and state alike, Alexander maintains, cultural studies and cultural sociol- 
ogy must take as its field ‘the liquid, contagious and precious nature of 
psychic/emotional energy around the sacred and rituals’.”° In this task, it is 
imperative that analysis be conducted withour reduction of the cultural 
phenomena in question to something else, especially something material 
and external. Clearly, this is not only a culturalist perspective but an idaal- 
ist one: the terms of analysis are forbidden to breach the norms of the phe- 
nomena studied, and as such the sacredness and intensity of the 
participants’ own value systems are legitimated as the bedrock of sociality 
itself.8* Methodologically, Alexander’s impulse here is basically 
Geertzian—Geertz himself being plausibly claimed as a central extension 
of the Durkheim -Parsons lineage: cultural studies and cultural sociology 
must engage in forms of thick description rather than causal explanation. 


The Temptations of Indeterminism 


Important though it is, the widespread contemporary perception of the 
need to revive expressivist modes of enquiry poses particular problems if, 
like Alexander, you seek to be a general theorist in any systematic sense, 
because theory always involves discounting the coinage of the phenom- 
ena studied into some kind of elucidating analytical register conducted 
by (partial) outsiders. With Alexander’s latter-day movement towards 


7 For further comments on such issues, see G McLennan, ‘Post-Marxism and the “Four 
Sins” of Modernist Theomzing’, NLR 218, July-August 1996 
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cultural evocation and the history of ideas, a raw nerve in his system 
becomes exposed. This is the commitment to ixdetermra:sm, a commit- 
ment which strenuous culturalism and multidimensionality each entail. 
Indeterminism itself is an emanation of voluntarism: just as social partic- 
ipants’ motives and practices must be respected as sacred and left alone 
by the observing theorist, so the theorist herself cannot be bound by the 
terms of any one overviewing perspective. Theory then becomes, at best, 
the business of parading and convening the range of perspectives that are 
available—the classification and depiction of variously one-dimensional 
outlooks. Alexander's rigorous approach to ‘theory’, ıt is revealed, has 
always been a form of upper-storey descriptivism rather than a search for 
binding and determinate explanatory programmes. Now of course, along 
with many staple notions of the modern scientific umagination, such a 
view of theory is under scrutiny today, and perhaps rightly so. Perhaps 
there is after all a remnant of positivism in the notion that ‘better’ theo- 
retical explanations involve closer specifications of determination. Even 
so, it 1s difficult to see how ‘theory’ can be validly conducted without 
some kind of ‘reductionist’ intent. As Randall Collins argued against 
Alexander, only determinism can have any content: indeterminism can 
only be ‘gloriously free and gloriously empty’.®3 Instead of enhancing 
and substantiating Alexander’s general theoretical system, his cultural 
turn has either confirmed its lack of the kind of ‘prime movers’ that 
would give it any interest, or it turns out to be a statement on behalf of 
one-sided culcuralism.™ 


Homo Sociologicus 


J have been arguing that whilst Alexander is a leading player on the socio- 
logical scene, his vision for, and execution of, social theory is unfulfilling. 
Where then does this leave sociology, and specifically sociological theory? 
One answer comes from an engagement with Alexander’s recent critique 
of the work of Pierre Bourdieu. This contribution repays close examina- 
tion, as it raises in the sharpest way some of the most urgent questions 
about the politics of social theory today, and as such perfectly encapsulates 
all the issues and problems raised in my discussion so far. This 1s 
Alexander's most sustained piece of commentary since TLS, and perhaps 
his most impassioned. He has not chosen his target lightly, since Bourdieu 
is a substantial figure, prominent in public life in France, and commander 
of a wide range of policy-relevant research projects, from education and 
the arts through to a major recent report on poverty. Of course, Bourdieu 
is also rated as perhaps the most influential of those theorists who are try- 
ing to resolve the perennial structure/Aagency issue, and as a thinker who 
has most convincingly interwoven questions of theory and practice, gen- 
eral speculation and the hard business of research production. Paying due 
respect to some of Bourdieu’s goals and investigations, Alexander’s main 


*} Randall Collins, ‘Jeffrey Alexander and the Search for Multi-dimensional Theory’, 
Theory & Seceety, vol 14,00 4, 1985, p 890. 
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thesis is, however, quite decisively thar Bourdieu disappoints the hopes of 
those who herald him as the multidimensional dislectician for our day. On 
the contrary, Alexander charges, once one penetrates the considerable 
murk of Bourdieu’s conceptual apparatus, its ‘unrelenting necessitarian’ 
tone can be loudly heard. Being basically deterministic ın character, 
Bourdieu’s perspective is held to be ‘irremediably flawed’ across the board. 
Far from bridging structure and culture, as is often clarmed on Bourdieu’s 
behalf, all the emphasis is on the former. And in spite of Bourdieu’s ges- 
ture cowards recovering human agency, he is accused of completely lack- 
ing a proper sense of the thinking, feeling self, failing to get beyond an 
equation of social action with self-seserest and system reproduction. Indeed the 
thoroughgoing materialism and determinism of Bourdieu’s sociology rep- 
resents, for Alexander, nothing less than a re-statement of the logic of 
Marxism itself rather than something more genuinely synthetic, and one 
political consequence of this is that the values of pluralist democracy can- 
not fully be comprehended within Bourdieu’s world-view.® 


This frontal attack on Bourdieu is sustained at a local level by Alexander 
through an exposé of Bourdieu’s key concepts of ‘habins’, ‘field’ and 
‘strategy’, and more generally by a decisive rejection of his sociology of 
knowledge. Bourdieu’s distinctive concepts are usually interpreted as 
fruitfully retaining an element of structural determination whilst leav- 
ing plenty of scope for individual and collective agency, and for the rela- 
tive autonomy of cultural mediations. Thus the ‘habitus’ refers to the 
way in which we each and all carry around with us a set of experiences 
and inclinations that both profoundly reflects our formative and cumula- 
tive social history, whilst continually being modified by new situations. 
‘Habitus’ signals not only our social ‘beckground’ and current situation, 
but the way ın which we have creatively responded to those over time. 
Whilst encompassing class and other structural social ‘positions’, 
Bourdieu also wanted the habitus concept to embrace the nuanced way 
in which people develop experiential ‘dispositions’—the way we behave 
and feel in the complex world of social interaction, ‘working’ our cul- 
tural background and resources around these. As far as ‘strategy’ is con- 
cerned, Bourdieu argued that we engage in various social spheres or 
‘fields’—the field of work, the field of the professions, the artistic field, 
and so on—primed with the various ‘interests’ which constitute fields 
and which motivate strategic intervention in them. Once again, 
Bourdieu wants to capture here the ‘realist’ element of everyday marerial 
advantage, and so there is always an economic and power-related aspect 
to the pursuit of strategy within the various social fields. However, the 
way we ‘invest’ ourselves in our activities has an ‘intrinsic’ quality too, 
directed at acquiring legitimate authority and recognition rather than 
(only) money or power per se. Academics do not research or argue just to 
become professors; artists do not paint solely to appear in coffee-table 
books; workers do not work simply to claw their way onto and up the 
standard of living index—and so on. Bourdieu wants to investigate, for 


% This sequence of quotes Fre ds Sits Secma! Thery, pp. 140, 130,143, 128, 131 
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each field, the nature of the human ‘investment’ in them, and the differ- 
ent forms of ‘capital’—economic, cultural, symbolic—thar emerge, 
overdetermined, as the stakes of each game. 


A Trojan Horse for Determinism 


Alexander believes this attempt by Bourdieu satisfactorily to balance the 
cultural and structural dimensions of social lfe 1s largely bogus. In his 
theoretical specifications and certainly ın his empirical researches—most 
apparently in his renowned work on education, but also in his work on 
taste, sport and the professions—Bourdieu’s talk of habitus is weighted 
overwhelmingly, Alexander thinks, towards social class background and 
position, with agency featuring only as ‘the reflection and replication of 
exterior structures’. The impact of symbolic mediations, ‘field’ charac- 
teristics, emotional habituation and individual and group improvization 
within the educational ‘reproduction’ process, for example, though 
advertised by Bourdieu, is actually quite negligible, and his whole 
approach to social theory must therefore be regarded as profoundly 
‘antivoluntaristic—a veritable “Trojan horse for determinism’. 
Alexander pursues this line of critique through a number of detailed con- 
siderations, pillorying his antagonist’s convoluted efforts to escape 
wholesale one-sidedness. In this onslaught, Bourdieu’s formulation of 
the relation between the economic and other spheres in terms of ‘homol- 
ogy’ rather than straight determination is found to be at best sloppy and 
ambivalent. His seemingly fertile hybrid notions of ‘symbolic capital’ 
and ‘cultural capital’ are found to confirm rather than break the hold of 
economism. And his notion of ‘unconscious strategy’, which simultan- 
eously concedes and obliterates intentionality in social behaviour, is con- 
sidered ‘oxymoronic’ and contradictory.® 


Alexander’s more general argument is this: Bourdieu conceives sociology 
to be a disenchanting and cynical intellectual exercise. One addresses the 
specific logic of a social field only to reveal the compulsion of overriding 
structural forces. One pierces the specific motives of groups and individu- 
als only to identify their, at best, semi-conscious material strategies. One 
pays attention to the autonomy of institutions and values only to seek to 
show that their intrinsic symbolic fabric is superficial. Bourdieu’s much- 
lauded ‘theory of practice’ involves analyzing ‘every realm of social life’ as 
governed by a very limited conception of practice as background-driven 
profit-secking. This amounts, we are told, to a ‘colossal sociologism’.*7 


One type of rejoinder to Alexander would be to find his own form of cri- 
tique guilty of reductionism. For one thing, Alexander concentrates 
mostly on 1970s texts by Bourdieu and his associates ın order to accuse 
them, in effect, of engaging in ‘Seventies-style’ theorzing, which is now 
deemed well out of favour. Not only is this sort of demolition rather 
cheap in itself, ıt allows Alexander to neglect some of Bourdieu’s impor- 
tant work of the 1980s and 1990s, especially perhaps his work on the 
artistic field, which hardly conforms to the kind of economism that 
Alexander detests. Moreover, though Alexander does refer briefly in his 
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tirade to the most recent and most thorough ‘metarheoretical’ text of 
Bourdieu’s—Am Invitation to Reflexsve Soctology—he signally fails to 
engage with it, possibly because it contains a host of formulations which 
directly answer to Alexander’s concerns. Impressively facilitated by Loic 
Wacquant, this work clarifies Bourdieu’s relational rather than hierarchi- 
cal map of social fields, and his fierce opposition to ‘easy’ functional 
explanations. It also testifies to the way in which Bourdieu, far from 
enthroning the economic in his naming of the various forms of 
social ‘capital’, relegares economic capital to the status of being just 
one sub-type of a more general and many-sided social practice. By the 
same token, Bourdieu’s notion of ‘interests’, defined as the primary 
‘stakes’ and ‘investments’ of the various social fields, is designed 
precisely to calibrate variety amongst those fields according to their 
quite different ‘intrinsic’ characteristics. The ‘knee-jerk accusation of 
economism’, therefore, is completely misplaced. And so it goes: various 
Alexander-style construals—habitus as fate, interests as utilitarian, field 
specificities as ciphers for external determinations, the absence of serious 
struggles over system reproduction—are directly confronted and con- 
futed throughout the Imvstation. 


Bourdieu’s Materialism 


Now, these are persuasive indications of the subtlety and openness of 
Bourdieu’s thought—but only up to a point. Alexander's portrayal may 
be distorted in several ways, but several other commentators share his 
intuitions,°9 and Alexander also succeeds in exposing other aspects of 
Bourdieu’s theorizing that are overdue for irreverent comment, for 
instance his lack of anthropological and psychological sensitivity, the 
slipperiness of his governing terms, and his occasional portentousness. 
Moreover, to confine this debate to the question of fair representation 
would be altogether to miss the main challenge ıt poses, which is that 
these two thinkers have a hugely different vision of sociology and its 
public purpose. Alexander is essentially correct here. in spite of being 
cited together as theorists in pursuit of multidimensionality, they are 
actually poles apart; and from Alexander's standpoint Bourdieu is indeed 
a ‘reductionist’ and a one-sided ‘materialist’. Even in a text such as the 
Invitation to Sociology many illustrations of this relative emphasis, when 
compared to Alexander, can easily be found, one of the most sympto- 
matic being Bourdieu’s easy-going aside that he finds himself 1:ocreas- 
ingly referring to Marx at a time when Marx is being routinely 
‘scapegoated’.%° Since Alexander’s essay on Bourdieu is a thumping con- 
tribution to that climate of retribution, it 1s hardly appropriate to 
respond with a call for even-handed scholarship. 


I would spotlight three main areas where the opposed projects of 
Alexander and Bourdieu emerge with particular clarity. The first 
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concerns their respective styles of theorizing. Part of the sheer animus of 
Alexander’s critique, I suspect, stems from the impact of the French 
thinker’s withering remarks on the kind of ‘metatheory’ that is practised 
by Alexander. Bourdieu declares himself to be hostile to those ‘vacuous 
metadiscourses’ which proceed ‘by dissection or by amalgamation of 
other theories for the sole purpose of confronting other such pure “theo- 
reticist theories” ’.9' Increasingly, he has characterized his own metadis- 
course as no more than the preface to, or maybe the considered outcome 
of, empirical research, trying to suggest always that the two should be 
inseparably intertwined in intellectual practice as well as in principle. 
One might be a little sceptical about this: Bourdieu spends much of his 
time pronouncing on general categories and their interrelationship, and, 
arguably, these reflections do constitute an all-purpose theory of the 
social, independent of any particular research endeavour. Additionally, I 
have already said how important Alexander’s own concrete concerns are 
as extensions of his metatheoretical statements. Yet such qualifications 
cannot finally repair a major brand difference in theoretical ambition, 
waspishly captured in Bourdieu’s only explicit put-down of Alexander: 
‘born of the necessities of teaching, such eclectic and classificatory com- 
pilations are good for teaching, but for no other purpose’. 


A second area of close contention lies in the idea that sociology must be 
reflextve, a notion dear to the heart of both theorists. However, there is a 
striking parting of the ways in their respective handling of this prerequi- 
site. For Alexander, reflexivity is the continual quizzing of one-sided 
positions, including rigorous scrutiny of one’s own theoretical frame- 
work to ensure in every way possible that genuine multidimensionality 
is achieved at the ideational level. In Alexander's hands, reflexivity sig- 
nals our full cultural awareness that the world is a complex place and 
unlikely to be fully mapped by any one dogmatic perspective. Bourdieu, 
by contrast, takes reflexivity to mean, not the ratiocinative questioning 
of theses, but the critique of the social sttwation of intellectuals, the habitus 
of Homo Academicus. Academics are committed to disinterestedness, of 
course, and Bourdieu bas militantly defended that characteristic of the 
field in the face of the marketization of education.® But Bourdieu insists 
on exploring the social determinants of such claims to disinterestedness, 
believing the latter to be the intellectuals’ professional ‘illusio’, the thing 
they hold most sacred, and as such something that true sociologists 
would be careful not to take at face value. ‘Intellectuals’, he says, 
‘always agree among themselves to leave out of play their own game and 
their own stakes’. In the case of sociology, awareness of these stakes 18 
doubly important, firstly because ‘readers read sociology through the 
spectacles of their habitus’, and secondly because ‘the struggle over social 
classification is a crucial dimension of the class struggle’ itself.” 
Reflexivity, ıt follows, absolutely cannot be restricted—es, arguably, it is 
in Alexander—to searching one’s conscience and one’s ‘system’ for traces 
of one-sidedness, an exercise Bourdieu refers to disparagingly as navel- 
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gazing ‘philosophical essayism’.% Rather, Bourdieuian reflexivity con- 
sists in excavating, probably at considerable personal discomfort, the 
‘social conditions of possibility of the “subject”’.97 Specifically, he thinks 
that intellectuals are a dominated fraction of the dominant class, and, as 
such, even sociologists amongst them who theorize about class will find 
ıt conducive to reproduce the typical attitudes of their class position— 
such as the belief that class no longer matters.” It is crucial then, for 
Bourdieu, to achieve role distance in analyzing what sociological ideas 
signify, whereas Alexander just does not think in this way. 


The third difference concerns the status of cultural values in social inter- 
action. Bourdieu approaches the matter by identifying the ideological 
coinage of particular fields, and by trying to understand what the socio- 
logical rationale might be for some things getting celebrated and others 
censored. In The Røles of Art, for example, he asks why it is that aes- 
thetic values become sacralized and works of art fetishized in modern 
bourgeois culture. The intention here is not to parade artists as 
‘spokespersons’ for social interests, nor co ‘destroy’ the character of liter- 
ary or aesthetic experience in introducing a social rationale. Rather, it is 
simply to challenge the view, held by many respectable social thinkers 
too, that art ‘escapes all explanation’, and to set in train the necessary 
social history and field analysis which will account for the significance of 
the cultural value in question. Thus, one proceeds by positioning, say, 
the literary field within the more general field of power; by specifying 
the particular stakes and structure of the artistic and literary field of the 
time; and by analyzing the specific habitus of artists and their consum- 
ing publics.’ Alexander, though, completely rejects this approach to 
social values, and wishes to reverse the idea of sociology as disenchant- 
ment, to which Bourdieu subscribes. Alexander insists that values— 
including of course the values of sociologists—are ‘immanently 
universalistic’ and a crucial part of the fabric of the social and symbolic 
realm. *® As such, they are irreducible, and the proper job of cultural 
sociology is to investigate the quality and embodiment of collective val- 
ues, moving purposely beyond the treatment of culture as ideology into 
an appreciative sociology of effervescence, liminality and consciousness. 


The Role of Sociology 


What we have here, ın the round, are diametrically opposed views of how 
sociology should go about the study of culture and knowledge, and each 
confronts a serious question about its adequacy. Alexander, true to form, 
identifies a version of ‘Mannheum’s paradox’ in Bourdieu’s defence of 
objectivism.’°? If culture and knowledge are socially determined, he 
asks, and if pointing this out punctures their claims to immanent univer- 
sality, and if the ideas of most sociologists are subject to this tenet too, 
then why should we see Bourdieu’s own claims as any ‘truer’, any freer 
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from their determinations, than anybody else’s? Yet Alexander’s gambit 
is not decisive. Being a version of the perennial ‘relativist’s dilemma’, it 
1s more effective against a relativist lke Mannheim than a friend to sci- 
ence such as Bourdieu, who can reply provocatively, following Engels, 
that truth and freedom are only advanced by insight into necessity." 
Moreover, without necessarily endorsing Bourdieu’s more scientistic 
attachments—which Alexander has acutely highlighted—there 1s 
plenty of scope in many broadly deterministic programmes for counter- 
tendencies and ‘exceptions’; and the actions of exceptions, cumulatively, 
can fundamentally alter the state of the determining system. Alexander 
is just being over-polemical here, misleadingly casting all materialist 
explanatory ambitions ın science as necessiterian and inevitabilist. 
Lastly, Alexander has raised a point that in the end puts his ows position 
seriously under scrutiny, for which of us, other than the radical indeter- 
munist, 1s untouched by the general dilemma Alexander poses? Even to 
claim, for example, as he does, thar ideas and actions are ‘relatively 
autonomous’ raises the question, ‘autonomous from what, and how?’, 
and so a search for ‘external’ explanations of the patterns and mechanisms 
that form and sustain social phenomena 1s generated, though naturally 
one may well end up registering inconclusive resulcs. 


These thoughts tum the issue around somewhat, because in the end it 1s 
hard to see what is distinctive about sociology sales it sets itself something 
like Bourdieuian goals, at least as its first line of enquiry. In other words, 
the ‘colossal sociologism’ that Alexander attributes to and condemns 1m 
Bourdieu may be nothing less than ‘sociology’ itself! How can it be a socio- 
logical proposition, for example, to argue that values are immanently uni- 
versalistic, end of story? How can one say—claiming to be a systematic 
sociological theorist-—that everything must always be couched multidi- 
moensionally, including, on an equal footing, those dimensions of social life 
which go beyond all sociological reckoning? How can one reasonably 
define even the ‘relative’ autonomy of structure and agency in terms of ‘vol- 
untarism’, which simply cancels the supposed relanvity??*™ And what kind 
of thesis in the sociology af knowledge could have it that the character and 
reach of ideas are not determined significantly by the background, interests 
and situation of therr holders and beholders? The onus falls on Alexander 
rather chan Bourdieu to unravel the paradox, for, whilst Bourdieu’s concept 
of explanation may be on the scientistic side, he clearly has one; and whilst 
his system may be overly materialistic, Bourdieu knows well thar the 
search for a perfect balance of dualisms is ultimately hopeless." 


Alexander, on the other hand, flirts with idealism under the guise of 
impartiality. Only this explains his extraordinary suggestion that nothing 
less than a ‘religious’ sociology can respect the sacredness of sociality. Only 
through rosy-eyed intellectualism can he affirm the sadly uncritical 
assumption of the day that we lrve in a ‘post-accumulationist mode of pro- 
duction where needs are largely ideal’.*% Alexander may of course argue, 


193 Bourdieu, Is Other Words: Essays Tmvards a Reflecsvs Secislegy, Cambridge 1990, p. 15 
104 Fra de Stace Seceal Theory, p. 150 
193 Typically, Bourdieu asserts that academic struggles around the articulation of dualisms 
represent little more than forms of symbolic capital, ‘Vive la Crise’, p. 778. 

Fr de Sttcts Socsal Theory, p. 173. 


89 


on the analogy of Wittgenstein’s ladder, that in taking sociology as far as it 
will go he has had to move on to something else—a less ‘sociologistic’ 
form of ‘social theory’ perhaps. Many others today also wonder whether or 
not sociology’s time 1s up, and wish to press ahead with accounts which 
describe rather than explain, which reproduce rather than reduce the myr- 
iad complexities of social life. But Alexander has already argued forcefully 
against Rorty-esque conversational criticism in favour of retaining socio- 
logical bearings for post- or neo-modern times, and more broadly the poor 
calibre of much genre-transgressing and post-sociological ‘theorizing’ at 
the moment must give any discerning observer qualms about the passing 
of the ‘lost world’ of structural sociology. Alexander thus seems saddled 
with his own share of irreconcilable dilemmas. 


Conclusion 


Writing about the mission of sociology at the same time as Perry Anderson 
was publishing ‘Components’, Ralf Dahrendorf expressed a definitrve lib- 
eral concern about bomo soctologicus. This product of the sociological imag:- 
nation was held to be a marked improvement on bomo osconomicas, which 
witnessed the reduction of human sociality to mere utilitarian calculation. 
Nevertheless, Dahrendorf counselled, the discursive construction of the 
social actor ‘in the alienated aspect of an incumbent of positions and a 
player of roles’ could also be both descriptively truncated and morally dan- 
gerous.*”7 In the 1990s, Jeffrey Alexander holds the same kind of pluralist, 
humanist outlook as Dahrendorf, and brings it to bear in his critique of 
Bourdieu, whom Alexander believes to have failed to distinguish flexible 
‘roles’ from rock solid ‘positions’, and in so doing has collapsed the socio- 
logical prototype back into the economic one. Thar charge against 
Bourdieu, however, outruns its particular target, drawing attention to the 
liberal and indeterminist discourse in which ıt 1s firmly set, and one won- 
ders whether an informative sociology of any weight can be nurtured in 
that precious atmosphere. So often the champion of sociological theory and 
theorists, nether Alexander's ‘multidimensional’ system nor its governing 
Weltanschausng possesses the conceptual means to make tough choices and 
generates no particular vision of the social, unless it is a frankly idealist 
one. Such a processual and kaleidoscopic pluralism of theory and practice is 
indeed popular today amongst theoretical commentators, and clearly has 
its attractions, not least as a liberating rebound from overstated modernist 
ambitions for Science, Theory and Practice. But such a position cannot be 
sustained indefinitely, because the cluttered, anxious consciousness of the 
fin de siècle will likely give way to a more rounded epochal review as we 
switch centuries.‘ Sociology cannot contribute to that task without 
standing up for its specific, if necessarily limited, credentials; and general 
theory in the postpositive mode will need to become more substantively 
assertive and coherent about the nature and direction of the social forces 
that are evolving, rather than remaining multidimensionally or multicul- 
turally safe 
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in Strange 


The New World of Debt 


debtors and how best to deal with them is surely one of the continuing but 
solved issues for the international financial system.’ Here I will argue that 
evolution of that system has changed the nature of the debt problem, but 
neither governments nor markets are any nearer a final solution to the 
stion of how to manage transnational debt than they were in the 1980s. | 
red, the evidence suggests that they may be even further away from a sus- 
able solution. If so, this is a conclusion that throws serious doubt on many 
mistic incrementalist assumptions about the progressive improvement of 
bal governance’ through the increased role of international organizations— 
mptions often cherished by some academics—and, of course, in bureau- 
ıc circles. 


cransnational debt, I do not mean only the financial credits extended by 
>roments to other governments. They are but a small part of the story. The 
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incurred, and claims established, between institutions or individuals 
under one political jurisdiction, and institutions or individuals under 
another political jurisdiction. It would thus include assets claimed by 
foreign shareholders in enterprises 1n another country, interbank loans 
across frontiers, bonds issued to non-nationals both by governments 
and other institutions and firms, as well as credits or guarantees 
extended by states or multilateral organisations like the mar or World 
Bank or the regional development banks in Asia, the western hemi- 
sphere or Africa. 


The purpose here is not to give a comprehensive survey of all the recent 
developments in the international financial system. That would be a vast 
undertaking. Even to survey all the developments in the treatment of 
transnational debt would be a massrve task. Rather, my aim is the more 
limited purpose of analyzing—and if possible explaining—how the sys- 
tem has changed ın recent years, and with what consequences for social 
classes, for creditors and debtors, and for institutions, including firms as 
well as national governments. The main purpose is neither descriptive nor 
prescriptive, but analytical and interpretative. It can be boiled down to 
finding the answers to three rather straightforward questions. 


The first, obviously, is what has changed since the 1980s, and what is the 
same—and why. The next is who, in the 1990s, has been involved in 
transnational lending and borrowing—which players, new and old, 
political and financial, have to be taken into account when it comes 
either to state or intergovernmental policy-making or, for that matter, 
corporate strategy. The third question is whether transnational debt is ın 
any sense a threat or potential danger to the international financial sys- 
tem. It certainly was believed to be so ın the early 1980s. By the late 
1990s, it is not so clear whether and when ıt is, or is not, threatening the 
financial foundations of the world market economy. 


One basic point in political economy has to be remembered. The phe- 
nomenon of borrowing—getting money today ın exchange for money 
tomorrow—1s economic. But how such transactions are managed is 
political. To political economists, it is clear that how national societies 
manage debt within the borders of state authority differs fundamentally 
from how the collectivity of national governments manage transnational 
debts. Within national market economies, it became clear even in the 
nineteenth century that the national economic interest was not well 
served by a legal system that relied on deterrence, by punishing debtors 
when they failed to meet their obligations to creditors. Prison was no 
solution. Some other arrangements had to be evolved: either ways had to 
be found to rehabilitate the indebted enterprise or individual, usually by 
agreement with the creditors to accept only part repayment; or else ways 
had to be devised that would allow others to take control in exchange for 
assuming the debtor’s liabilities ın whole or in part. Either arrangement 
had to have the legitimacy of an enforceable legal contract. Bankruptcy 
therefore, whether temporary or permanent, could be imposed on 
debtors—and their creditors—only with the authority of the state. 





! The following is an extract from Susan Scrange’s book Mad Money, forthcoming from 
Manchester University Press. 
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That ıs much more difficult when the debt is transnational, involving 
two or more state authorities and legal systems.” It has been particularly 
difficult when one of the parties to the borrowing was itself a supposedly 
sovereign state, The international political system had developed no 
general rules for the treatment of bankrupt states. Such states there had 
been, in the nineteenth century as in the twentieth century.3 Each had 
been dealt with in an ad hoc manner. In rare cases, like Egypt in the 
1880s, or Central American banana republics in the early 1900s, creditor 
states intervened and acted as receivers, temporarily taking over the 
country's financial management from the indebted government. A kind 
of delegated collective form of receivership was developed in an ad hoc 
way in the 1920s for the administration of countries getting loans from 
the League of Nations—althongh in fact the funds were subscribed by 
the British and French. More commonly, creditors’ governments either 
ignored their nationals’ losses as bad luck, or practised the exclusionary 
strategy of simply closing off their credit systems to the government and 
nationals of the defaulting state. This was the Western response to the 
Soviet Union’s renunciation of Tsarist foreign debts in the 1920s. 


Palmerston, Kautsky, Lenin 


The preference for uncertainty and ad hoc solutions goes back a long way. 
It was Lord Palmerston in 1848 who first devised the smart policy of 
leaving open and undecided whether, in any particular case of bad 
transnational debt, the British government would or would not inter- 
vene, possibly with naval force, to recover unsettled claims by British 
investors. This uncertainty addressed the problem of moral hazard at 
both ends. It discouraged rash investors—usually bondholders at the 
time—from thinking that their government would always be ready with 
military or naval force to come to their aid. At the same time, ıt left the 
debtors ın some doubt as to whether their country might suffer che 
humiliation and disruption of military untervention if they failed to hon- 
our their foreign debts. 


Pragmatically, creditor governments since 1945 have followed the same 
strategy of leaving undecided what punitive measures would or would 
not be applied against foreign defaulrers on transnational obligations.* 
They have not, until recently, contemplated developing a systematic 
legal process for the treatment and possible rebabilitarion of bankrupts. 
Only in a partial fashion, as we shall see, have they come close to doing so 
by the device of negotiating Multi-Year Rescheduling Agreements 
(mMyRAs) with Less Developed Countries’ (LDCs’) governments and by 


7 See Strange, Maa! Meaney, ch 9 
3 H. Feas, Exrepe the Worla’s Banker, 1870—1914, New York 1964. 
4On this, see C. Prout, ‘Finance for Developing Countries An Essay’ in S Strange, ed., 
International! Ecomomx Relatsons of the Western World, 1959-1971, Vol. n, Imtermatrenal 
Menetary Relatrons, Oxford 1976 Prout (now Sir Christopher aod a former leader of 
Brush Conservatives in the European Parliament) commented on the totally different 
actitude of nations when they cease to become lenders and become creditors. ‘As lenders 
[they] were behaving like highly speculative fringe bankers devoted entirely to profit con- 
siderations and mindless of asset security. .As creditocs they establish elaborate proce- 
dures to salvage a financial disaster which need never have happened if even a fraction of 
the cooperation they demonstrated ex pest the insolvency hed been demonstrated ex exte 
the insolvency’ (p 389) 
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offering Structural Adjustment Loans (SALs) as the way out for indebted 
governments. Both are negotiated in'a more or less ad hoc fashion. This 
is as close as the creditor governments have dared come to the sort of coll- 
ective colonialism feared and predicted by Kautsky in his famous dis- 
agreement with Lenin in 1915. Where Lenin predicted the inevitable 
clash of national capitalist-imperialist stares, Kautsky argued that their 
common interest in maintaining a stable but open world economic order 
would lead the imperialist powers to collective intervention in what 
were then, still, colonies. On the whole, Lenin has been proved wrong, 
and Kautsky—and the late Ernest Mandel—tight.5 


Compared with the treatment of transnational debt in the 1980s and 
before, the treatment in the 1990s has not substantially changed. It has 
not changed because the logic of the international political system of 
states does not easily permit international agreement on the terms and 
conditions of a legally enforceable system of bankruptcy. So, while 
some—amainly Asian—countries have escaped the debt trap, the prob- 
lem of how to deal with debtors—and especially poor African countries 
and former Soviet states and allies—remains, and, in a long-term per- 
spective, it is rather worse than it was a decade earlier. Such a conclusion 
would go far to explain the paradox of official support for an enhanced 
role for the mr and the World Bank. The mF in particular lost its chief 
raison d'être when the United States decided in the 1970s to abandon the 
fixed exchange rate regime ıt was set up to oversee and enforce. Finding 
an alternative role in the surveillance of developing countries brought it 
by stages into partnership with the World Bank, whose image in Latin 
America and Africa was somewhat more benign. Then, in the 1990s, 
when technological and financial innovations allowed the integration of 
new financial centres in Asia and other emerging markets into the finan- 
cial system, the problem arose of how these were to be supervised and 
regulated, Hence, perhaps, the popularity in official government and 
central bank circles of bringing the DMF into the picture. 


So if this is new, what is still much the same? In Casino Capitalism I 
observed, 


The sorry state of the financial system 1s undoubtedly aggravating 
the difficulties in the path of economic development for poor coun- 
tries while conversely the difficulties of the deeply indebted develop- 
ing countries, so long as they persist, will aggravate the instability of 
the banking system. 


This judgement 1s still valid even though some of the poor developing 
countries since the mid-1980s have managed, despite the financial 
system—or even with help from ıt—to achieve very rapid economic 
growth, and even though not all the sources of instability in the banking 
system can be laid at the door of indebted LDCs. In short, there 1s stall a 
complex interaction between the system by means of which credit is 
created and allocated and the prospects and opportunities opened to 
countries seeking greater wealth and economic development. But there 





3 The debate 1s summarised in S Strange, Caste Capitalism, Oxford 1986, pp. 92-5 
6 Ibid., p 181 
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are important respects in which this complex interaction has changed, 
producing new winners and new losers. 


The Mexican Story 


As it happens, there was one country, Mexico, which experienced two 
acute crises arising from its foreign debts, one in 1982 and the other in 
1994-95. By comparing the two, we can observe both some similarities in 
the two incidents and some important differences. From this empirical 
experience, we should be able to draw at least some wider conclusions 
about what was the same and what was different as between the 1980s and 
the 1990s. Fortunately there is a large and exhaustive literature, in 
English and Spanish, on both crises, so that the salient points can be 
picked out without going into too much tedious detail.’ 


Responsibility for bringing about the 1982 peso crisis must be shared 
between creditors and debtors. Foreign banks lent unwisely and too 
much in Mexico, and the leaders of the Mexican ruling party, the Partido 
Revolucionario Institucional (PRI), allowed a fatal flight of capital out of 
the country which eventually made it impossible for the government to 
service—let alone repay— its foreign debts. For years, the PRI as a party 
and its successive leaders had profited from a bizarre constitution which 
gave each president a once-in-a-lifetime opportunity to amass a personal 
fortune by means of fraud, patronage and protection. Presidents could 
only ever serve one six-year term and, in earlier tumes, the fortunes they 
made were mostly invested in land, property or businesses within 
Mexico. Political power was used regressively to redistribute wealth 
within the country, but the balance of payments and the value of the cur- 
rency were not affected. 


But by the 1970s and 1986s, the financial 1nnovations and the integra- 
tion of financial markets almost invited Mexican presidents to stash their 
loot where it was safer from successive peso devaluations. President 
Portillo (1976-82) and his friends and relations led a fatal flight of capi- 
tal out of Mexico, mostly to the United States and into real estate and 
financial assets. Foreign exchange to service the debt was borrowed ar 
shorter and shorter terms. The probability of eventual default was obvi- 
ous—but ignored until it was too late. 


The second Mexican debt crisis, in 1994-95, did not involve foreign 
banks as creditors. They had learnt a lesson the hard way since the rescue 
operation mounted by President Reagan in 1983 used the threat of total 
loss eventually to coerce the major creditor banks—us and foreign——into 
contributing to an emergency rescue package. They were later pressured 
into accepting a Brady Plan deal, launched in 1989 and first negotiated 
with Mexico. This succeeded where the earlier Baker Plan, launched ın 


7 Same important contribunons to this leracure were S. Maxfield, Govwrurag Capital: 
International Financa and Meccan Politics, Ithaca 1990; R. Bouzas, “The Mexican Peso 
Crusis and Argenuna’s Convertibility Plan: Monetary Virtue or Monetary Lmpocence?’, in 
R. Boett, ed , The Meacan Pese Crisis. Intermatzenal Perspactres, Boulder 1996; L Thurow, 
The Future of Capitalism Ho Today's Ecomomic Forces Shape Temerres's World, Loodon 1996; 
W Greider, Ome World, Randy or Net: The Maus: Legre of Global Capttaliim, New York 1997; 
and a series of acucles on the 1994-95 crisis ın The Ecomomesst 
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1985, had failed. It effectrvely persuaded the banks to cut their losses, by 
writing off about a third of the interest they would have been paid.® In 
return they acquired Brady bonds backed by the us government, the 
World Bank and the mr—each contributing $12 billion—and the 
Japan Export-Import Bank, which added another $10 billion. Over the 
Next seven years, twenty-six countries signed up for Brady deals. On bal- 
ance, the banks had been helped out with public money. This had tng- 
gered a recovery in the value of secondary-market debt, making the 
banks substantially better off than they were at the start in 1989. 


One long-term result was that the international financial institutions— 
the World Bank and the mr—averted de facto default by lending out, 
year after year, more than they were owed. Another was that the banks 
belatedly recognised that past performance by debtor countries was not 
necessarily a safe or reliable guide to present and future performance. 
Once bitten, they were twice shy of risking their own money on LDC 
loans. Bur the alternative strategy, of acting as a conduit for OPM (other 
people’s money), could be profitable as well as less risky. The Mexican 
experience also gave a fillip to political risk analysis, a new service indus- 
try born out of the political upsets—as in Iran—and expropriations of 
the 1970s, which now found new clients in investing circles. 


The Second Peso Crisis 


In the second peso crisis, as in the first, responsibility was not all on one 
side. Mistakes were made by both the Mexican debtors and the foreign 
creditors. The pri and its leaders, first Salinas and then Zedillo were cer- 
tainly responsible for clinging too long and too hard to an unrealistic 
exchange rate which grossly overvalued the peso; and then for adding to 
the danger by issuing fesobomos—Mexican government securities denomi- 
nated in Us dollars. Before the collapse in December 1994, it had issued 
no less than $30 billion sesobonos. These constituted about a half of the 
whole foreign debt, of $60 billion. As Martin Mayer commented, 
“When Mexico blew again ın late 1994, ıt was almost a non-event to the 
banks which had suffered so in 1982. They had brokered customers’ 
money into Mexican securities at the customers’ own risks, but had made 
few direct new loans to Mexican borrowers’.*" 


If the banks had learnt the hard way to be cautious, why were other cred- 
itors quite so ready to invest in Mexican securities? Like the banks before 
them, these new investors were led to do so by the prospect of profit 
There was a divergence between the interest rates to be earned in the 
United States and those to be earned in Mexico. Thus, it was possible in 
1994 to borrow money in New York at 5 or 6 per cent, and invest it in 
Mexico at 12 to 14 percent. This game is called arbitrage. In a sense, it is 
not new. Even in the nineteenth century, there were opportunities to 


EM Bowe and J W Dean, Has the Marka Solved the Soveragn Debt Crists?, Princeton 
Studies in International Finance, Pnoceton 1997, p 13. 

9 Ibid , p. 53. 

10 M. Aglietta, Fraencial Merka Failures and Systemic Risk, Centre d'Etudes Prospectives et 
d'Infoernanon Internationales Working Paper 96—101, Pans 1996, p. 13. 

M Mayer, The Bankers. The Nod Generatrex, New York 1997, p 446. 
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borrow money at home, in London for example, and invest it more prof- 
itably abroad—but at a higher level of risk. What was new was the ease 
with which large funds could be employed ın this way and the rapidity 
with which they could be moved. 


And Mexico was not the only country to experience this shift, although 
it did get more than its share. In the 1990s, the managers of British and 
American insurance and pension funds led a wave of portfolio invest- 
ment into the emerging markets of Asia and Latin America, especially to 
Mexico, Brazil and Argentina. Between 1990 and 1993, Mexico received 
$91 billion, which was one-fifth of all net capital inflows to developing 
countries. Two-thirds of this was portfolio investment and most of that 
was invested in the Mexican stock market, setting off a boom in share 
prices. The market rose 436 per cent in dollar terms in that three-year 


period.*? 


But it was not only Mexicans who were blowing hot air into this danger- 
ous bubble. As William Grieder has commented, politicians, the media 
and market dealers outside Mexico played a large part ın encouraging the 
false optimism that allowed the issue of the tesobowas.*3 President Chnton 
especially had a political axe to grind in promoting popular belief in the 
myth of a newly modernised Mexico as partner to the United States and 
Canada in NAFTA. In his election campaign in 1992 he had ridiculed the 
objections of Ross Perot and others to the NAFTA strategy, discounting 
the risks not only to Mexico but also to the United States. Politically, 
NAFTA and the enlarged market it represented gave Americans a new and 
more powerful weapon when it came to bargaining over trade terms with 
both the Japanese and the Europeans. 


Grieder also pointed out that a more proximate factor behind the burst- 
ing of the bubble in December 1994 could be found in the monetary 
policies of the us Federal Reserve. As the US economy started to grow 
again, the Federal Reserve Board, fearing inflation, began to raise inter- 
est rates. The spread between returns in the United States and Mexico 
would have narrowed, but to keep the flow going and to sustain confi- 
dence in the peso, Mexico raised its own interest rates and began to spend 
its monetary reserves to boost demand for pesos. The alternative strategy 
of putting some controls on capital inflows and outflows was suggested 
to President Zedillo but rejected.4 Grieder suggests this was for ideo- 
logical reasons although, given the size of the foreign debt, there were 
also practical difficulties." Mexican reserves started to run out rather fast 
even before the 1994 elections; the Chiapas revolt and the assassination 
of presidential candidate Luis Colosio shook confidence. The unravel- 
ling, when it came, was much faster chan in 1982. There were just three 
days between 19 December 1994 when Zedillo lowered the guaranteed 


1J, D'Acisee, The Evelatron of US Freance, Vol. 0 Restracturrag Instetuteens and Markets, 
New York 1994, p 16 

3 Grieder, Om World, Rasa or Net, p 259. 

“Ibid ,p 263 

13 There is an interesting companson to be made bere with Taiwan, whose central bank, in 
e e a foreign Liabilities after « surge of hot money flooded into 
Tarwan from abroad These were successively eased and finally abolished ten years later, 
see Free China Joxrnal, 30 May 1997 
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dollar rate for tesobonas and 22 December when he gave up supporting the 
exchange rate and let the currency fall. The country faced a shortfall 
between assets and habilities of some $55 billion. By the first week of 
February 1995, the United States was ready with a rescue package even 
larger than the one arranged, also under us leadership, in 1982. This 
time, it was the IMF and the BIS, not the banks, who were persuaded to 
contribute. The Us put up $20 billion by raiding the Exchange 
Stabilization Fund and the two international bodies contmbuted $32 bil- 
lion.*6 (Clinton had first proposed a unilateral us $40 billion bailout but 
the Congress had baulked at this so he had had to go to the im and BIS 
for help). 


On both occasions, therefore, the peso had been forcibly devalued; the 
government had had to give in to the market. Both times, the United 
States had arranged a rescue package. Both times it was the Mexican 
economy and Mexican people that suffered most. 


International System on the Brink 


But there were significant differences. From the point of view both of the 
rescuer as well as the rescued, the second crisis was costlier and more dan- 
gerous than the first. For the United States, the whole NAFTA enter- 
prise—end beyond it the dream of an even bigger single market, 
covering the whole of the western hemisphere—was at risk. More than 
that, as the distinguished French economist Michel Aglietta has argued, 
the stability of the entire international financial system was at stake. He 
pointed out thar the financing gap facing Mexico ın the first half of 1995 
was huge—$55 billion—with no prospect of raising money from the 
markets. Ninenty per cent of the debt was owed to non-official investors, 
including the holders of tesobonos, foreign fund managers and non-banks. 
If the international monetary authorities had stood by and done nothing, 
the subsequent economic slump would have been even worse. The 
Mexican government would have had no other choice but to pay back 
tesoboxos in pesos. The currency would have become worthless. Banks and 
other firms would have gone bankrupt in their hundreds, bringing the 
open economy predicated by the NAFTA agreements to an abrupt end. 


In the aftermath, the US administration had committed a substantial 
part of the monetary reserves over which it had direct authority. These 
were funds that could be mobilized without the need to seek permission 
of the Congress. Fortunately, the Mexican rescue brought a much more 
rapid recovery than expected, so that the United States was able to get 
most of its money back. If it had not, a second mid on the Exchange 
Stabilization Fund would have been impossible. The result was twofold. 


16 The Exchange Seabilizacion Fund was the result of a 1936 copertite egreement between 
the United Scares, Britain and France to grve mutual support to each other's currencies. 
Though not wholly successful, it is seen by historians as the forerunner of the Bretton 
Woods fixed exchange rare system See S Clarke, The Raceastractren of the International 
Menetary System: The Attempts oe esd 1933, Princeton Studies in International 
Finance, no 33, Princeton 197 

€ P Erdman, Tug of War. Tadey’s Global Currency Crist, New York 1996, p 13, L. Pauly, 
Whe Elected the Bankers? Swrvellancs and Control ra the World Economy, Ithaca 1997, p- 124 
18 Aglietta, Fraaacial Market Fasleres, pp. 12—14. 
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In the spring of 1997, the us Treasury contemplated seeking agreement 
from the other rich countries to a New Arrangement to Borrow, much 
larger than the 1962 General Arrangement to Borrow.'? But then, by the 
summer, when turmoil hit the Asian markets and their currencies, the US 
strategy shifted even more from the unilateral to the multilateral. That is 
to say, the United States decided to be the leader of the rescue parties, 
but to make sure that other governments and the IMF, the World Bank 
and the Asian Development Bank between them put up most of the 
funds. It was a sort of replay on the monetary front of US strategy during 
the Gulf War on the military front. Thus the chain of events which 
started with apparently local events in Mexico like the Chiapas uprising, 
and with the rise in Us interest rates, ended by saddling the United 
States with a new kind of dependency—the need to negotiate with the 
other G7 governments and with major :oternational banks the provision 
of funds ın defence of the international financial system. 


But while American opinion rejoiced ın the Mexican ‘recovery’, that 
recovery related only to a restoration of confidence in financial markets. 
It did not mean that life in Mexico was the same in 1997 as it had been in 
1994. For the Mexican people, the consequences of the 1995 crisis were 
even worse than those of the earlier crisis. Badly hit were small banks and 
small and medium-sized businesses—some 8,000 firms were closed. 
Worst affected were poor people. Official figures spoke of cuts in real 
wages of 25-30 per cent. A parish priest I spoke to in the prosperous 
northern town of Monterrey, assured me his poor parishioners had had 
family incomes cut by half. What this meant in reality was no meat to 
eat, only the eternal beans and tortillas, no new clothes or shoes to 
weat—only second-hand or makeovers for the children. Even the bus 
fares to get to work had to be borrowed from friends or relations. And 
even better-off people often lost their mortgaged houses or cars if the 
debt had been financed in dollars. Respect for ruling elites—and espe- 
cially the PRI—will not easily recover. A spontaneous protest movement 
grew rapidly. It called itself El Barzon, referring to the strap that held an 
ox under the yoke—as Mexicans felt themselves held in the yoke of for- 
eign debt. 


As Grieder comments: 


The case of Mexico illustrates, in the most horrendous terms, that 
developing nations make a kind of deal with the devil when they 
open themselves to the animal spirits of global capital. As liquidity 
sloshes about in the global financial system, seeking the highest 
returns, a nation may find itself inundated with ‘hot money’ from 
abroad that can ignite a giddy boom—or abruptly starved for credit 
when the foreign money decides, for whatever reason, to leave.?° 


The players in the drama, too, were different. Instead of the big transna- 
tional banking interests, the chief players in the 1990s were the more 
mobie, less vulnerable insurance and pension fund managers and other 


19 See S Strange, ‘Toternational Monetary Relanons’, in A. Shoofield, ed , Intermatremal 
Ecomessc Relations tu the Western World, 1959-1971, Vol. 1, Oxfoed 1976, pp 105-16. 
» Grieder, One World, Ready Or Net, p 263 


portfolio investors. Although by 1995 there may have been some losses, 
on the whole these can be counted as winners from the arbitrage game, in 
that they made money while the brokerage game lasted but did not have 
to pay up afterwards, as the banks had done. 


‘The Contagion Question 


In the longer perspective and in the light of the 1997—98 Asian crises, 
the other question for the system as a whole was how far the contagion of 
lost confidence was apt to spread. A big difference between the two 
Mexican crises was the effect on other indebted countries in the interna- 
tional financial system. Why was there this difference and why later did 
contagion spread so rapidly in Asia? 


In 1982, the Mexican collapse and devaluation had had an immediate— 
and much resented—effect on the Brazilian economy. Where in 1981 
and up until August 1982 Brazil had been easily able to finance its bor- 
rowing with Eurodollar loans from the banks, after September this 
source of credit had completely dred up. Hungary had experienced the 
same financial drought when Poland was unable to service its foreign 
loans, mainly from German banks. In 1995, this contagion effect seemed 
at first to be the same. Portfolio investment flows into Latin America, 
especially into Brazil and Argentina, dried up and began to withdraw. 
Because Mexico was seen to be the cause, it became known as the Tequila 
effect. But as it turned out, the contagion, though sharply felt, was rela- 
tively short lived. Thar is to say, it did not spread fast and fatally to the 
whole financial system. To the extent it did spread, the damage was done 
to the debtors, not to the creditors, and was long term. 


In Brazil, for instance, the central bank began to lose its $40 billion 
reserves as capital outflows added to a growing current account deficit. 
Too rapid, unsustainable domestic expansion was caught unawares by 
the Tequila effect on foreign capital markets. A Brazilian economist 
commented that the Mexican crisis set off a small capital flight out of 
Brazil. Debts maturing early in 1995 could not be rolled over. And the 
unavailability of external financing dashed hopes of domestic monetary 
stabilization based on a fixed exchange rate. The Brezilan real was deval- 
ued and President Cardoso found it necessary to raise interest rates and 
restrict credit. This effectively checked economic growth and opened 
new opportunities for arbitrage between us and Brazilian interest 
2I 


rates. 


In Argentina, similarly, from 1991 to 1994, the government had man- 
aged dramatically to bring down inflation rates, build up reserves and 
start the economy growing. An Argentine economist commented that 
this expansion was brought to a halt by the combination of rising us 
interest rates and the Tequila effect.2? Impending elections com- 
pounded the effect of a quite modest capital flight and a run on bank 
deposits. Sticking faithfully to its anti-inflationary currency board 


a! Martone, ‘Recent Economic Policy 10 Brazil Before and After the Mexican Peso Crisis’ 
in Roett, ed., The Mecicas Peso Crisis, p. 61 
a Bouras, The Mexican Peso Criss and Argenuna’s Coovertubility Plan’, p 71 
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strategy, the Menem government with the help of the IMF stopped the 
rot with a restrictive fiscal programme. But the harsh medicine also 
hurt the patient. The economy stagnated through 1995 and 1996. Real 
investment and output fell. Unemployment rose—though neither the 
stagnation nor the unemployment was as bad as in Mexico. The conclu- 
sion seemed to be, first, that the government had no option but to fol- 
low deflationary policies, given the pressures of the ultra-sensitive 
world financial system. But how quickly growth and relative prosperity 
would return after the contagion had eased depended not on Argentine 
responses so much as on the mood of global capital markets. Should 
they fail to supply external financing at reasonable cost, the automatic 
adjustment mechanisms of Menem’s Convertibility Plan would keep 
the economy in recession or even take it into deflation for some time to 
come. 


The Brazilian Experience 


Before we consider the Asian situation, an earlier study of contagion is 
worth noting. Some research based on the experience of the 1980s by 
Sylvia Maxfield compared the policy responses of Brazil with those of 
Mexico in the 1982 debt crisis.?3 Her conclusion was that policy makers 
in debtor (and other) countries do not all react in the same way Nor do 
they always just passively respond to market signals. Rather, national 
policies and national monetary institutions reflected different balances of 
power between economic interests. In Brazil, coffee and sugar exporters 
and later manufacturing interests dominated over financial interests, so 
that economic policies were marked by frequent devaluations backed up 
by capital controls. In Mexico, financial interests were strong and con- 
centrated and favoured orthodox liberal policies of free exchange con- 
vertibility. Brazil therefore responded to the 1980s crisis and to the 
1990s one with heterodox intervention, while Mexico from the 1920s to 
the 1990s reflected the strength of the bankers’ alliance behind the cen- 
tral bank and opted repeatedly for orthodox neo-liberal responses to 
external pressures and crises. Marfield’s conclusion is in sharp contrast to 
IMF orthodoxy: ‘unorthodox, capital-controlling policies can have bene- 
fits that may for newly industrializing countries in a rapidly internation- 
alized world, outweigh their social welfare costs’.24 


Her analysis was consistent with the explanation given by Jeff Frieden of 
the clash of interests ın Mexico between those with liquid assets—for 
example, us bonds or shares—and those with illiquid assets—such as 
fixed capital assets in Mexican land, factories and real estate. The latter 
would have preferred a more interventionist, even protectionist, eco- 
nomic strategy, while those with liquid assets wanted convertibility into 
dollars and tight deflationary policies at home 1n order to pacify foreign 
creditors. Class structures, in a word, and the nature of wealth, explained 
the differential definitions of national interest and the divergent prefer- 
ences of policy makers faced with a credit crisis.” 


33 Maxfield, Governing Capital. 

4 Ibid ,p 192 
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Global Finance’, Intermatrenal Orpenizatron, vol 45,00. 4, 1991, pp. 425-51. 
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The Asian Scene 


If one instructive comparison can be made between the Mexican debt 
crises of 1982 and 1994-95, another might be made between the latter 
and the crisis in Thailand and other East Asian countries two and a half 
years later. The bottom-line question in both cases for many observers 
was whether either crisis threatened the stability of the global financial 
system or jeopardized the prosperity of its core countries. For most of the 
winter of 1997—98, the financial press and the academic pundits worried 
away at the question, like a dog with a bone. As on other questions, there 
was no consensus. Some argued that although Japan, as the major 
exporter to and investor in East Asia, might suffer, America and Europe 
would feel an unpleasant draught, but one that would not blow their 
economies off course. Others, foreseeing a scramble for export market 
shares by the stricken Asian industries, and cancellation of their orders 
for foreign aircraft, arms and construction projects, saw signs of slower 
but still inexorable contagion spreading across the Pacific and indeed the 
Atlantic oceans. 


Once again, comparisons can help, 1f only by identifying, and separating, 
the common and the divergent factors. How did the crisis originate? 
What kinds of foreign capital were involved? Did the authorities in 
America, Japan and Europe react quickly enough, and similarly, or not? 
What, then, sets the limits of the contagion effects of national financial 
crises on the wider system? 


One obvious common factor was the surge of foreign capital going into 
the country in the months before the crisis. That, in both cases, had more 
to do with external factors than with internal ones—specifically, the 
hungry search by international fund and pension managers for profimble 
places to put their money. At first, this seems to pay off because the 
inflow itself tends to create a boom in asset values. Share market indices 
rise, encouraging yet more inflow. 


Jeffrey Sachs’s 1996 Brookings study drew what he called ‘some basic 
economic lessons’ from the experience of emerging markets.?° One les- 
son was that players were deluded by the optical illusion that the strong 
currency that follows economic liberalization was due to the liberaliz- 
ation and not to the capital inflows chasing bigh rates of return. The 
effect of these inflows is to start a bubble in real estate prices and in non- 
traded goods and services. When the bubble bursts and share prices start 
falling, the currency starts to lose value in the markets. The other optical 
illusion was that the freedom given to local banks by deregulation was 
risk-free, whereas the reality is that borrowing abroad and investing in 
the local bubble economy is vulnerable to the local currency’s exchange 
rate. That rate is apt at first to be overvalued. Using a rough index based 
on the ratio of domestic price increases from 1900 to 1996 compared 
with price rises in a weighted basket of the countries’ main trading part- 
ners, Sachs found the Malaysian ringgit, the Singapore dollar and the 
Thai baht had appreciated by 10 per cent, the Indonesian currency by 20 


* See also an updered summary in his article, Lessons from the Thais’, The Freerctal 
Temes, 30 July 1997. 
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per cent, and the Philippines’ by 30 per cent. These figures should have 
given warning of future vulnerability. So should the fact thar Thailand's 
foreign interest payments at 1 per cent of GNP were three times as big as 
Mexico's in 1994. 


There was also the slowdown in the Asian tigers’ export growth. In dol- 
lar terms the average in 1995 was almost 23 per cent; in 1996 it was only 
5.6 per cent. That again was due more to external than to local factors. 
European and Japanese markets were sluggish and competition from 
low-cost exports from China was beginning to bite. The dollar, too, was 
part of the problem. In Mexico it was the higher interest rates chosen by 
the Fed. In Thailand, it was the strong dollar which made the fixed link 
less sustainable. 


The Sachs model of emerging markets vulnerable to new external risks 
and internal mismanagement naturally emphasizes the common factors. 
But there were also some important differences. Mexico's political sys- 
tem actually encouraged capital flight. But the economy was less deeply 
in forergn debt than the tigers’ and moreover had its oil output and 
potential as an underlying source of strength. These factors helped mar- 
kets to bounce back comparatively quickly. Geopolitics also mattered. 
Mexico in NAFTA meant the United States could not afford to stand 
aside, The Japanese government was slower to realise that its banks and 
multinationals had such a strong interest in stopping the contagion from 
Thailand and Malaysia spreading to Indonesia, the Philippines, Hong 
Kong and South Korea. Yet the key deal was eventually struck in Tokyo 
under Japanese leadership. In both cases, the rescue was a collective one. 
And in both the mF was given the thankless task of pulling political 
chestnuts out of the economic fire—notably for the corrupt Suharto 
regime ın Indonesia and the chaeho/-dominated system in South Korea. 


Why the Warnings were Ignored 


Why were the warning signs ignored both in Mexico and in East Asia? 
Western comment tended to put the blame on the Mexican and then the 
Thai and other Asian governments. Certainly the Bangkok government 
waited too long before acting and mismanaged the floating of the baht in 
early July. But, as with the Mexican government in 1994, the money 
managers, focusing on dollar exchange rates, had wrongly dissuaded the 
Thai government from devaluing sooner. Also too little and too late in 
the Thai case was the collective action by regional central banks. 
Meeting ın late July, their declaration of mutual support failed to 
impress the markets. So did individual market intervention on behalf of 
the baht and the rupiah The big guns—Japan, China, the United 
States—were silent for too long, so much so that there were many Asians 
who firmly believed their troubles had been deliberately engineered by 
the Americans. 


The result was that when finally, in August, the DMF had to be called in, 
the terms of the first $16 bullion collective bailout were tough. The for- 
eign debt would be rolled over with funds from the mF itself, the Asian 
Development Bank and smaller contributions from Australia, Hong 
Kong, Malaysia, Singapore, South Korea and Indonesia, possibly backed 
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up with a roll-over deal with Japanese banks. In Thailand, General 
Chavalit’s government would have to stop putting public money into 
bad banks and the ™F would also try to force political reform on the cor- 
rupt administration and an electoral system based—like that of the 
United States or Japan—on bought votes. 


Before the end of 1997, ıt had become clear that the size of the funds 
needed to prevent total economic collapse of these Asian currencies had 
been seriously underestimated. All told, something like $100 billion was 
going to be needed—possibly even more. And that might not be enough 
to stop a political backlesh. Mahathir was not alone in pointing at Soros 
and the foreign speculators as the prime cause of Asian troubles. 
Thailand, so proud of its non-colonial past, would not take kindly to mF 
interference i in local politics. A weak government in South Korea was cer- 
tain to hinder the IMF and the creditors in their effort to get political as 
well as economic reform. Meanwhile, there was the risk of fallout on the 
US strategy in the wro of forcing on Asian governments an agreement on 
liberalizing markets in financial services. Their resistance would, in turn, 
widen the existing differences between Washington and Beijing. 


As for the contagion question, the responses to the Mexican and Asian 
debt crises suggest that the fear of contagion spreading from debtors to 
the entire system certainly exists. Otherwise, why negotiate lavish col- 
lective rescue packages to prevent outright default? Sometimes, as with 
the Tequila effect in 1995, the risks of contagion proved exaggerated and 
the effects short-lived. The rescue packages do work as antidotes to the 
virus that could attack the global financial system. They do not necessar- 
ily cure the carrier of the virus—the indebted country. The MF empire 
expands but the inhabitants do not necessarily like or benefit from its 
technocratic rotervention 1n their affairs. 


The 1990s have certainly seen a general trend towards orthodoxy and con- 
formity with the policy prescriptions given by the mmr. The tightening 
hold of liberal economics on political and professional opinion all over the 
world was surely one of the underlying changes marking that decade from 
the one before. The wisdom of the mF’s deflationary recipe, developed in 
the 1970s and early 1980s for Latin America, came under question only 
from economists like Sachs and Paul Krugman towards the end of 1997. 
India’s experience with the IMF, for example, was typical of the shift in 
economic orthodoxy From the 1940s on, India had chosen the import- 
substitution strategy for development, reinforced by protection of the 
domestic market and discouragement of foreign investors likely to com- 
pete with Indian firms in the domestic market. This strategy was turned 
around rather sharply in the early 1990s when an unforeseen balance of 
payments crisis threw it on the mercy of the D4F. But, in face of the weak 
political system and the size of the country, the IMF could only nag. Six 
years later, the Indian government was still being scolded and lectured by 
the mF. Executive Director Camdessus told newspapers in March 1997 
that ‘further fiscal consolidation’—in other words, higher tares—was 
needed to lower the public sector deficit, that more state enterprises 
should be privatized and more trade liberalized.?7 But who is to say 


17 MF press summary, 6 March 1997. 
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whether, if all this had been done, the predicament of India would have 
been significantly better? It may even have been worse. The slow pace of 
‘reform’—that is, liberalizarion— meant thar foreign funds did not rate 
India highly as an emerging market. Little came in, so there was little to 
flood out, as happened in Malaysia and the other East Asian cases. 


The Taiwanese Exception 


The other notable escape from Asian contagion was Taiwan True, its 
reserves of foreign exchange were second only to China’s in size. But that 
is hardly a sufficient explanation, for Hong Kong too had large reserves 
but did not escape the contagion. Its savings rates were high—but lower 
than Korea’s—and not that much higher than in other Asian societies. 
But on top of these factors, Taiwan was an exporter of capital—mainly to 
China—yet it restricted capital inflows. It had also suffered a stock mar- 
ket crash in the early 1990s, so that there was no ‘bubble’ in share prices 
such as that in Thailand or Indonesia. 


China also escaped the contagion. Not only did it still have exchange 
controls so that 1ts currency was not fully convertible, but it had a big 
trade surplus and massive reserves, of over $100 billion. It had avoided 
dependence on short-term foreign borrowing to finance a deficit. That 
had been the common factor in Indonesia, Malaysia, Thailand, the 
Philippines and South Korea.?® Ten years before, in the late 1980s, all of 
them had had substantial surpluses, but in 1997 all were hit by currency 
markets. The only weak point in China’s preventive armour was in the 
psychology of its traders. If the belief spread that a devaluation of the 
yuan, to maintain a competitive edge in export pricing, was a possibility, 
the traders could weaken confidence in the currency by delaying the 
repatriation of their earnings abroad and paying promptly for imports. 
Years ago, Italy, for instance, and Britain suffered from traders playing 
this ‘leads and lags’ game. 


All the evidence briefly rehearsed here goes to underline the immense 
complexity of the phenomenon of international debt. Internal factors 
sometimes combine with external ones—and sometimes work the other 
way. It is evident that the lifeboats sent out to rescue the debtors are only 
an emergency service, not a permanent solution. And while the IMF's 
empire may be growing, it would be wise as an institution to beware the 
hubris of its own experts. 


In this connection, it would be salutary to recall a 1996 DMF study com- 
paring episodes of current account imbalances in three Asian countries 
(Korea, Malaysia and Thailand) with three Latin American ones (Chile, 
Colombia and Mexico) during both debt crisis periods. Its authors found 
that only three episodes out of ten resulted in a currency crisis with the 
outside world.*? They concluded that this ‘depends in large part on key 
mucroeconomic and structural features of the economy—ain particular 
the level of savings and investment, the degree of openness, the level and 


at Korea's trade deficit in 1997 was the highest at $19 billion, Thailand's next at $10 btl- 
lion, followed by Indonesza at $8 billion. 
IMF Survey, 24 March 1997 
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flexibility of the exchange rate and the health of the financial system’ .*° 
Predictably, the study emphasized the shortcomings of national financial 
systems and economies rather than any shortcomings or weaknesses in 
the international system. IMF researchers evidently are not encouraged to 
bite the hands that feed them. 


What to do with the Poorest Debtors? 


Generalization about transnational indebtedness in the 1980s, moreover, 
has often obscured important differences in the experience of specific 
countries.3" It is even less defensible in the late 1990s, especially when it 
comes to generalizing about the poorest debtors as compared with the 
rest. These go by the acronym of HIPCs (highly indebted poor countries), 
or SILICs (severely indebted low-income countries), as distinguished 
from SMCs (severely indebted middle-income countries). For African 
HIPCs, the cost of servicing debts to the multilateral organisations that 
are their main creditors is now greater than what they have to spend on 
health, education and basic nutrition.2? It is now generally acknowl- 
edged by economists that the ‘debt trap’ for these poorest of debtors has 
been getting deeper; that it will continue to get worse 1f nothing more is 
done; and that this is ın part because of their treatment by the multilat- 
eral organisations who are their chief creditors.33 Yet despite much pub- 
licity, efforts to find a solution have so far got nowhere. At best, the 
proposals put forward by the IMF and the World Bank can be described 


as tinkering with the problem.*4 


The facts are that transnational debt owed by HIPCs to multilateral 
organisations has grown faster since the first debt crisis than any other 
type of debt. It was $98 billion ın 1982. By 1992, ıt was $304 billion. 
The cost of servicing this debt was $7 billion in 1980. By 1992, it was 
$36 billion. While the creditor states—tled by the us Secretary of the 
Treasury—managed to agree on the Brady initiative to allow SIMICs to 
reschedule their foreign debt, agreement on a comparable way out of the 
vicious circle of poor country debt has been possible only 1n principle. A 
joint IMF/World Bank initiative launched in 1996 by the World Bank’s 
president, Wolfensohn, and given lavish publicity by both sponsors, 
apparently encountered three insuperable difficulties when it came to 


9G. Milesi-Ferretn and A. Rann, Carrat Accownt Sustatnablity’ Selected East Astan and 
Latin American Excpersences, ME Working Paper 96/110, Washington, DC 1997 

3 J, Stopford and S Strange, Renal States, Rival Firms, Cambridge 1991, pp. 45-7. 

> Oxfam, Maltlateral Debt: The Haman Costs, Oxford 1996. 

3 Internationa! Mooetary Fund, International Capital Markets: Developments, Prospects, and 
Ray Polscy Lormes, Washington, Dc 1996; T Killick, IMF Pregranemes tn Develeprag Countrees: 
Design and Impact, London 1995, P. Mistry, Rastetag Africa's Multilateral Debt Problem. A 
Respenss te the IMF, The Hague 1996 

% The phrase ‘debt trap’ was first coined by Chery! Payer, a radical American cnc who 
wrote a rather hysterical book with thar name ın the mid-1970s (C. Payer, The Debt Trap: 
The IMF and the Third World, New York 1974) Payer argued fervently thet “The mor has 
been the chosen instrument for imposing rmpenalist financtal discipline upon poor coun- 
tries under a facade of multilateralism and technical competence.’ Substitute ‘system- 
preserving’ for ‘umpertalist’ and the charge 1s more sustainable See also D. Delamaide, 
Debt Sheck, London 1984, and for the argument that the mF was partiy to blame, see S. 
George, A Fats Worse Than Debt. A Radical Naw Analysis of the Thira World Debt Crisis, 
London 1988 
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translating principles into a practical scheme of debt relief. The first dif- 
ficulty was definitional—how to define a ‘poor’ (therefore eligible) HIPC, 
and how much short of 100 per cent to wipe out. The second was distrib- 
utional—how was the burden of ‘forgiveness’ to be shared out? Thirdly, 
how should it be financed? None of these questions was technical; all 
were political. True, some unilateral arrangements to wipe out debts of 
poor African and Caribbean staces had already been taken by the British 
and French governments on their own account. Getting agreement 
among a collective of creditors was bound to prove much more difficult. 


To make the escape sustainable, the economists calculated, it was not 
enough to wipe out the agreed 67 per cent of the total. It had to be 80 per 
cent or the cost of servicing the remaining 20 per cent would continue to 
overburden export earning and capital inflow (if any), so that growth 
would be halted. Growth in these HPCs had already slowed from an aver- 
age 2 per cent per year over 1985—90 to an average I per cent over 
1990-95. The World Bank argued that if the agreed enhanced Toronto 
terms for the relief of HIPC debt were implemented, incentives for for- 
eign investment would improve, raising the chance of exporting to 
world markets and, with it, people’s living standards. 


Fear of Forgiveness 


But—as already pointed out—implementation meant political agree- 
ment on the definitional, tactical and distributional issues. British and 
French governments had their favourite candidates—Ivory Coast for 
France, Uganda for Britain. The Ivory Coast had comparatively strong 
exports, in relation to its debt, but its government revenues were low 
and the economy small. According to the Bank and the mur, however, it 
did not qualify. By comparison, Uganda’s export earnings—mainly from 
coffee—were substantial, yet vulnerable to price falls in the volatile 
world market. So the British wanted the escape route opened for Uganda 
earlier chan the Bank and IMF had suggested. France objected. 


The obvious fact is that every one of the twenty-one SILICs on the Toronto 
list can be included or excluded on one ground or another. And at least 
the same number could find reasons for being added to the list, many on 
the grounds that the fiscal burden of the debt on state revenues is unsup- 
portable. If they were to be added, however, this would put up the cost of 
the whole scheme to the Bank and DM to the point where the IMF would 
think it necessary to part with some of its gold reserves. This is bitterly 
opposed by Germany, supported by Japan and Italy.3> Indeed, almost all 
the G1o governments share an unspoken fear thar if the debts of the 
HIPCs were cancelled, it would be increasingly difficult to resist requests 
for similar treatment by other poor countries for whom debt servicing 
was a perpetual handicep in achieving higher economic growth. 


There is the further fear—perhaps not even articulated—that forgiving 
debt is no guarantee that the problem of unsustainable debt is not going 
to be repeated. The nineteenth century was full of examples of debtors 
being rescued, only to need a second or third rescue in a few years’ time. 


33 Noc Much Sign of Relief, The Freamcsel Trees, 16 April 1997. 


Portugal before the fall of the monarchy in 1911 was a prime case; the 
reason for the repeated rescues was political not economic—its special 
relationship to Britain, rather like Mexico’s special relationship with the 
United States almost a century later. While it 1s neither very costly for 
France or Britain unilaterally to cance! loans to their respective African 
ex-colonies, a multilateral plan for doing the same thing to a whole 
group of countries opens a Pandora's box that the Gio governments 
would really rather keep tight shut. Hence the disagreements serve a 


deeper but unspoken purpose. 


However, according to Percy Mistry, himself a former World Bank 
official, these disagreements not only delay the whole project, making 
the debt trap ever harder to escape, but the trap itself is of the 
creditors’ own making. That is to say, the Bank and the Fund actually 
created a debt trap even worse than the one they purported to remedy. 
What happened was that the multilateral organisations ın the after- 
math of the debt crises of the 1980s lent debtor governments new 
money to pay off or reschedule private or bilateral debts. But the terms 
on which this money was lent were much harsher and the sanctions 
against non-payment much stricter than for the debts they took over 
Then, between 1986 and 1988, the MF started withdrawing funds 
from debtor countries, exacerbating the effect of commercial with- 
drawals. Similarly, the World Bank started taking more money from 
the debtors than it lent them for new or old projects. As with money- 
lenders of old, the unpaid interest, added to the capital, actually 
increased the amount of debt. 


The pyramiding of multilateral debt has hurt not just the develop- 
ing countries. Its reciprocal but less visible effect has been to erode 
and compromise the financial strength and asset portfolio quality of 
key multilateral institutions which are central pillars of the official 
international financial system.>° 


The reason why he says this is that both institutions are constitutionally 
accountable to their members, who are guarantors of their solvency—the 
World Bank through the capital markets from which it has to borrow the 
money it lends, the Fund through the collective guarantee of the avail- 
ability of drawing rights (special and original) to its members. Together, 
the Fund and Bank have been jointly backed up with whatever funds 
may be available through the New Arrangement to Borrow, the nearest 
thing that the international financial system has to a lender of last resort 
in case one may be needed at any time ın the future. But the whole point 
of the role of lender of last resort is that a national central bank can refuse 
its help, enforce very tough terms for it or even sack the managers and 
bring about bankruptcy and closure. Until the Asian crises ın 1997, the 
IMF had not dared to play the role in full. When a state 1s indebted, the 
Fund cannot and will not go as far as bankrupting the country. With 
banks, the DMF is not experienced enough to take on the role everywhere. 
The role 1s difficult enough at all times, since each decision to support or 
to allow a bank to go under is circumstantial rather than subject to ratio- 
nal or preordained principles or guidelines. When it is compounded by 


3 P Mistry, Multslaterel Debs Ax Emergrng Crisis, The Hague 1994, p 15 
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political partialities reflected in basically political conflicts over the 
choice of different technical criteria, the prospects for progress loak poor 
indeed. 


On another occasion, Mistry suggested that thinking about reform of 
the Bretton Woods organisations—of which there has in the 1990s 
been a great deal—tends to start from the wrong end.” It is based, he 
said, on a stale view of the institutional framework inherited from the 
past rather than starting from the pragmatic question of whar to do 
about HIPCs—in particular, about the multilateral indebtedness of the 
African states, which make up the largest number. These remarks 
were made ın response to a much-discussed paper by the eminent 
Princeton economist Peter Kenen, commissioned by the independent 
Dutch Forum on Debt and Development (Fondad), on international 
monetary reform and the developing countries. Both Mistry and the 
veteran Canadian development economist Gerald Helleiner criticised 
Kenen for being too cautious and conservative in his approach; both 
thought that ‘tinkering’ with the multilateral organisations was not 
enough and that the excuse that there was no interest among polit- 
icians and officials was one no independent academic should accept. 
Helleiner commented in verse: 


The poor complain. 

They always do. 

But that’s just idle chatter 

Our system brings rewards to all, 
at least to all that matter. 


But chis 1s just the point. The assumption is that Africa does not matter 
because no important economic interests are greatly affected. Who cares, 
ıt implies, if Liberia is in chronic turmoil, if Hutus and Tutsis are killing 
each other ın tens of thousands? Who cares about Algerian massacres or 
if one-party governments and their autocratic rulers keep people in sub- 
jection and backwardness? Probably, ın the short term, none of the rich 
or the powerful. In the longer term, however, perhaps they should be 
concerned, in their own long-term interest. Historically, che rich and 
powerful in all pre-revolutionary periods have been complacent and 
unmoved by the suffering of the poor Remember Marie Antoinette’s 
cynical ‘Let the people eat cake!’ Remember the myopia of the ruling 
class in Tsarist Russia. 


The difference is that, today, discontent leading to violence in Africa has 
repercussions outside the continent. Not only do aid workers, UN blue 
berets and foreigners trying to do business get caught in the crossfire and 
cannot always escape in time. Moreover, even before trouble states, 
African revolutionaries and malcontents do not stay at home. They emi- 
grate, and tinkering with the Dar and the World Bank ıs not going to 
stop them. 


3 B. Fischer and H. Reisen, eds, Frmemctsd Opentug Policy Imes and Exportonces ia 
Dewelepeny Countrs, Paris 1993; J. Williamson, The Faslere of World Monetary Reform, 
197 1-74, Sunbury-on-Thames 1977. 
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Failure of the African Development Bank 


Mistry’s suggested solution was a devolution of responsibility from the 
IMF and the World Bank to the regional development banks, the African 
Development Bank, the Asian Development Bank, the Inter-American 
Development Bank, and the EBRD. This, he thought, might make 
sense at a time when everywhere governments were busy building 
regional associations with their neighbours for preferential trade and 
other reasons. Neighbours, moreover, were more likely to understand 
and make allowances for cultural and social factors, and to empathize 
with the needs of very poor countries for the infrastructural investment 
1n health and education, and in transport and communications, without 
which private capital was unlikely to play a part in long-term economic 
growth. 


Perhaps these considerations led him to write a detailed and informed 
study of these institutions.4° Although it is clear that he would like the 
regional development banks to open up an escape route for HIPCs in 
Africa and elsewhere, his honest account of their evolution is not 
encouraging. It shows how the African Development Bank, since its 
establishment in 1965, has staggered from one self-serving expedient to 
another without ever either achieving long-term viability for itself or 
contributing anything substantially to the prospects for African people. 

Since 1983, its administrative costs—what the bank spends on its 
staff—have doubled. By the mid-1990s, the staff was about twice as 
large as it needed to be. It had allowed governments to get into a mire of 
arrears in their contributions. Its poor financial structure exposed it to 
serious currency risk—by borrowing funds denominated in dollars or 
yen, for example. And the response to that 1s to engage in sophisticated 
dealing in derivatives, which serves only to obscure, not to solve, its real 
problems. 


The administration of the African Development Bank, in short, 1s no 
better than that of the Fund or the World Bank. In both, as Mistry has 
pointed out, over the years there has been a shift of decision-making 
power from the executive directors appointed by governments to the 
senior officials of the organisation. He notes correctly that this has been 
achieved by the ‘mushroom theory of management’, that is, a strategy of 
keeping the Executive Board in the dark and burying them in horse 
manure—actually, loads of mostly useless documentation. He argues 
that there are in fact a wide range of options and possible solutions but 
that their consideration by governments is hampered by the resistance of 
the bureaucracies. These bureaucrats need, he concludes, to become ‘less 
defensive, less complacent, more open-minded and more concerned 
about finding a way out of the present situation with its attendant dan- 
gers—and less prone to tediously repeating self-serving justifications 
and rationalisations’.4’ Mistry may be right about what should be done. 
But the record he gives of what has been done—or left undone—either 


3 Ibid., and Mistry, Reselorag Afreca’s Multilateral Debt Problem. 

OP Mistry, Mulizlateral Development Banki: An Assesment of ther Fraamctal Sirecterss, 
Podsctes and Precteces, The Hague 1995. 

4! Mistry, Raselweag Africa's Multzleteral Debt Problem, p. 71 
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in Washington or in the African Development Bank holds out precious 
little hope for positive change. 


Central and Eastern Europe 


If one of the big failures of the 1990s was the trearment of African debr, 
the other has surely been the treatment—or neglect—of the financial 
needs of post-socialist countries of East and Central Europe, including 
Russia. Already in the early 1980s, both Hungary and Poland had been 
involved as debtors with the international financial system. Central 
banker Fekete, visiting the Council on Foreign Relations in New York in 
the aftermath of the 1982 Mexican and Polish debt crises, bad com- 
plained bitterly that the markets had unjustly punished Hungary for 
Poland’s over-exuberant borrowing just as Brazil complained about 
being judged by Mexico’s near default. Before the end of the decade and 
the fall of the Berlin Wall, both countries had nevertheless increased 
their involvement, commercial and financial, with the western market 
economy. Then, with the end of the Cold War, the shadow of Moscow 
and the Politburo over Central and Eastern Europe was gone. New 
opportunities beckoned to escape the stultifying hand of state economic 
planning and to take whatever help might be offered by the West. 


The situation was not unlike that which existed after the end of World 
War n in Western Europe. Economies long subject to state controls and 
the demands of government for armaments were suddenly in sore need of 
help with a difficult transition. Their own resources were slender and 
would soon be exhausted. In June 1947, Secretary of Stare Marshall had 
thrown away the speech he had written for Harvard University’s com- 
mencement celebrations and called instead for a new initiative to put 
Western Europe back on its economic feet with massive help from the 
United States. The Marshall Plan was born, welcomed in Britain, 
spurned by Moscow, and eventually passed through the Us Congress as a 
necessary investment in keeping Europe—France and Italy especially— 
out of the hands of the communists. 


That, of course, was the big difference. In 1990, there was no other 
superpower threatening to overrun eastern Europe if its ‘post-war’ transi- 
tion stumbled. Otherwise, the experience of the European Recovery 
Program (ERP) between 1948 and 1952 was a classic demonstration of 
Keynesian logic and the effectiveness of a large programme of foreign aid 
in boosting confidence and setting in motion the processes of economic 
reform. The Marshall Plan gave $13 billion in credit to Western Europe, 
asking no repayment in dollars but only the agreed investment of coun- 
terpart funds in local currency. Other key fearures of the plan were that 
Western European governments had to agree among themselves as to 
who should get how much of this largesse—or no one got anything. 
Secondly, they were each monitored by an Economic Cooperation 
Agency mission which offered free help from American industrialists on 
improving productivity. These missions also used their political leverage 
to force governments to liberalize trade relations with their neighbours 
and to privatize them by taking trade away from state officials and 
returning it to private enterprises. Most revolutionary of all the prov- 
sions of the Plan was the licence given to Western Europe co save its 
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scarce dollars for essentials by keeping controls over foreign exchange 
and by allowing the Europeans——contrary to liberal most favoured 
nation principles enshrined in the GATT—to discriminate in trade 
against tobacco and other commodities and manufactures exported from 
the United States. Revisionist historians bave since argued that 
European economic recovery by the time Marshall spoke at Harvard was 
going well and that us aid was not needed.# They conveniently forget 
that, by then, Europe’s reserves of hard currency were running desper- 
ately short and that, without us credits, there would have been severe 
shortages of food and raw materials, not to mention the capital goods to 
re-equip industry and the economic infrastructure that only North 
America could still supply 


Why then, with such a detailed political and economic blueprint on how 
to manage a post-war economic reconstruction so readily at hand, did the 
western governments in 1990 not simply look back at the historical 
record and do for Eastern Europe what the United States had done forty 
years before for Western Europe? Here, surely, was a golden opportunity 
to prime the pump in a group of economies well endowed with an edu- 
cated, skilled workforce, with leaders and people desperately keen to 
‘come home’ and to become accepted in a community of European states 
that was building a single common market for anything they could pro- 
duce. For it was not only post-war Europe which bad benefited from the 
Marshall Plan. As left-wing critics later pointed out, the United States 
also gained.43 Where Henry Wallace had predicted and feared a post-war 
recession in America, it never happened. The ERP had opened up new 
business for us firms in Europe, both as exporters and as foreign investors 
in offshore production. 


But instead of a Marshall Plan for Eastern Europe, the ex-socialist coun- 
tries were given the EBRD, a pathetically small, self-serving regional 
development bank with its potentially helping hands tied tight behind 
its back. Instead of the 1990s equivalent of the $13 billion 1940s 
dollars—probably about $130 billoon—the EBRD ended up merely with 
some $3.4 billion to lend or guarantee, or 30 per cent of its agreed capital 
base of $11.5 billion. Peanuts indeed. Instead of a flexible system of 
counterpart funds that could be used for public infrastructure like roads, 
bridges and ports, or to finance industrial re-equipment of municipel 
housing, the EBRD was bound, under orders from the United States, to 
dedicate 6o per cent of its loans to the private sector, leaving only 40 per 
cent for publicly funded infrastructure. Here was a development bank 
pretending that what was needed was a profit-making merchant bank. 


‘The Missing Marshall Plan 


Why the missed chance for an initiative? It would have not only acceler- 
ated the transition for the ex-socialist countries but would also have 
given a kick-start to Western Europe's sluggish slow-growth economy 
by providing it with eager new consumers with purchasing power—just 
as the ERP had done for American industry in the post-war years It was 





# A S. Milward, The Receastractrea of Western Exrepe, 1945-51, London 1984 
45 F Block, Ths Origins of International Ecoxemesc Disorder, Berkeley 1977 
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not because no one thought it a good idea. Max Kohnstam, an early 
founder of the BEC, several economists and economic commentators 
made the suggestion. A conference of East and West academics and jour- 
nalists in Florence im February 1990 endorsed it. Why then was the 
chance missed? 


Everyone shares the blame. Germany, whose economy stood most to gain 
from it, was self-absorbed in the problems and dilemmas of German uni- 
fication; its short-sighted politicians showed Little interest in helping 
their eastern and southern neighbours. The United States, led by 
President Bush, put up only ro per cent of the money but adamantly 
insisted on the 60-40 rule. The British, who had benefited so much from 
Marshall aid and should have known better, went tamely along with the 
Americans and were determined only that the EBRD be set up in London. 
Mitterrand, for France, insisted that if that was to be so, the head of the 
bank must be French—and then appointed Jacques Artali, whose igno- 
rance of development economics was equalled only by his administrative 
extravagance. The ‘glistening bank’ became a byword for wanton luxury 
and mismanagement. By the end of 1993, 1t had lent or guaranteed only 
$2 billion and concentrated its energies on getting income for itself by 
investing more than this in the markets—profits soon eaten up by its 
soaring administrative costs—and by charging fat front-end and wind- 
up fees to its debtors. 


Conclusion 


To sum up this long survey, unlike the 1980s, there was no general ‘debt 
crisis’ in the 1990.44 There were various kinds of debtors, each with 
rather different problems and prospects. There were the Mexicans, the 
other Latin Americans and there were the East Asians. There were also 
the HIPCs in Africa and the ex-socialist countries of Central and Eastern 
Europe, whose problems were not so much that they had debts that they 
could not repay as that they had not been given the right sort of credit in 
sufficient amounts for their needs. 


For all of these debtors, and for many would-be debtors, the system 
seemed even further away from finding a long-term solution than it had 
been a decade earlier. In a market economy you could not stop—did not 
want to stop—the use of credit, the right to borrow. But when almost all 
the market economies were open to the world economy, and the system 
allowed debts to be incurred in any currency, private debts were easily 
translated into public ones. The collapse of share prices for private 
debtors became the collapse of the national currency, for which the gov- 
ernment was responsible. The very size of the rescues necessary in 1998 
compared with the 1980s showed how the problem had escalated. And 
meanwhile disagreement was growing about the two big questions. 


4 If could be argued thar, even in the 1980s, ‘the debe consis’ was an over-simplificarion 
There were debtors who had borrowed heavily, like South Korea, but whose chief creditor 
had saved them from the clutches of che bar or the Paris Club. There were debtocs who 
bad borrowed, but wich moderation and prudence, like Malaysia whose export earnings 
coming from commodities and manufactures gave confidence to foreign investors, who 
kept up an inflow of capital from abroad. And there were others like India, whose debts ın 
relation to their current balances had not yer become a problem. 
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Who is to blame? What is to be done? On the one hand, the mur, backed 
' by conservative economists, was still insisting, ‘Take the BaF medicine 
and you will: soon mend’.45 On the other, a growing number of econo- 
. mists, many from leading business schools, was protesting thar the IMF 
was fighting yesterday's war, that deflation was the major risk and that 
either one big shock or a series of smaller shocks were very likely to end ` 
~ in a world depression. In short, not only were the prime causes contested, 
' there was deep dispute over the gravity of the debt problems and the 
cae cies aor 
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‘ Economist and its Assistant Director of Economic Studies, respectively (Letermatrona! 
Herald Tribune, 17—38 January 1998). Paul Krugman, Letter Thurow and others pro- 
foundly disagreed (bid.). Thurow likened the situation to the nak of earthquakes on 
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Ann Pettifor 


The Economic Bondage of Debt— 
and the Birth of a New Movement 


On 16 May 1998, the Jubilee 2000 Coalition drew a crowd of more than 
70,000 people in Birmingham, meeting place of this year's G8 summit, to 
form Britain's first-ever mass protest in the form of a Human Chain. The 
crowd came together to demand that the leaders of the rich countries 
‘break the chains of debt’ imposed on more than fifty of the world’s poorest 
countries. These countries are held in bondage by a G8-dominated institu- 
tion that acts as the agent for all international creditors (public and pri- 
vate): the MF. The Human Chain was to be the central event of a range of 
meetings held over several days under the banner of “Ihe People’s 
Summut’, organized and led by the New Economics Foundation and the 
Jubilee 2000 Coalition. The Chain itself was routed to surround 
Birmingham's International Conference Centre, the focal point for the 
Summit meetings. 


The decision to form a human chain had been taken for two reasons. 
First, the symbolism of chains is central to the Coalition’s definition of 
debt as a form of human bondage, or slavery; yet chains can also symbol- 
ize constructive links between people, and the power of such bonds to 
break bondage. Second, the organizers believed that a human chain 
would be an innovative way of altering the dynamics between a large 
protest group and the authorities. 


The campaign had an effect upon the G8 Summit even before the day's 
protests had begun. When the Summit agenda was first drawn up, the sub- 
ject of debt was absent. But pressure from the Coalition caused the British 
hosts to include the subject in pre-Summut meetings with ‘sherpes’. In fact, 
debt was not only on the agenda but was to dominate the day’s proceedings. 


As tens of thousands of demonstrators began making their way to 
Birmingbam (from all parts of Britain, and many parts of the globe), news 
broke that the G8 were decamping to a stately home, Weston Park, well 
outside the city and beyond the reach of any protest. Undeterred, the 
Coalition’s supporters continued on them way to Birmingham and its 
Conference Centre where much of the world’s press were assembled. 


By Rickshaw and Coracle 
Hundreds of protesters arrived on foot, embarking on pilgrimages 
from different points around Britain in the weeks before, and stopping 
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off to give talks and slide shows to church groups and other commu- 
nity organizations. Some protesters came by bike, others in a flotilla of 
barges on Birmingham’s many canals. One even came in a coracle, 
another by rickshaw. Some had hoped to arrive by balloon, but chis 
idea was vetoed by Clinton’s security team. Most came by coach or 
train. The largest number came from the north of England and from 
. Scotland. Jubilee 2000 supporters also came from the us and Canada, 
Germany and Italy——all of which have formally established coalitions 
(the organization is conspicuously week in France and Japan). Coach- 
loads came from Norway, Sweden and Finland, and there were delega- 
tions from Spain, Holland, Belgium, Portugal, and Austria. Most of 
these countries provide generous aid to indebted countries, a large pro- 
portion of which 1s returned as debt service to the World Bank, the mF 
or other creditor governments. Christian Aid, one of the main forces 
behind the ux Coalition, had brought together a group from the Poor 
Eight (P8) to represent the most indebted nations——Jamaica, Bolivia, 
Nicaragua, Bangladesh, Tanzania, Malawi, Mozambique and Ethiopia. 


Jubilee 2000's main venue was St. Martin’s in the Bullring, a church ın the 
heart of the city, surrounded by Birmingham’s largest market place. The 
church could seat 800 people, but by mid-morning a crowd of more than 
2,000 people had spilled out into the surrounding gardens. Soon they were 
filling the different levels of a nearby car park, leaning over its balconies, 
straining to catch speeches broadcast by a public address system. 


The speakers included Martin Dent and Bull Peters, the first in Britain to ` 
propose that the celebration of the new Millennium should be linked to 
the Jubilee concept and the urgent need for debt relief. (The idea origi- 
nated with the Pope 10 his 1986 encyclical for the new Millennium— 
Tertio Millennio Adveniente.) Rodney Bickerstaffe, general secretary of 
the public sector trade union UNISON, also addressed the packed church; 
as did Shirley Williams representing the Liberal Democrats; Kofi 
Mawuli Klu representing the African Liberation Support Campaign; 
Sheelu Francis, a community activist from Tamil Nadu who had led a 
long march of Indian supporters through her home state in support of 
the Coalition’s aims; Johnny Hansen, a representative of the Ghanaian 
Jubilee 2000 campaign; Laurie Green, the Anglican bishop of Bradwell; 
Bernie Grant MP, who has strong links to highly indebted Caribbean 
countries; Doug Balfour, director of the evangelical aid agency, Tearfund; 
Daleep Mukerjee, the newly appointed director of Christian Aid; Barry 
Coates, director of the World Development Movement; Clare Short, 
Secretary of State for International Development; and Ed Mayo, director 
of the New Economics Foundation. 


Halfway through the morning’s speeches, the protesters received some 
important news. The Prime Minister’s office had called to say that Blair 
had decided to return early from Weston Park, and was requesting an 
urgent meeting with the Coalition's director and three of her nominees 
that evening at Summit headquarters. The protest was having further 
impact on the G8 leaders. 


Following this, the estimated 70,000 strong crowd began to assemble. 
All those who had registered were sent to different sectors on the nine- 
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kilometre route. One of the organizers, Nick Buxton, ran along the chain 
for two miles to deliver banners in different languages to its international 
section. ‘I passed gospel choirs, doctors dressed in surgeons’ outfits, stu- 
dents dressed as bankers whipping scantily dressed slaves, dreadlocked 
crusties and church congregations. There were masses of banners, painted 
faces, samba drums.’ At 3 p.m. a wall of sound erupted along the chain. 
Bishop John Davies gave this report of his experience: ‘I got caught up 
with a group of about sixteen bishops... we walked around about half the 
chain ending up at St. Phillips Cathedral, where Clare Short received 
boxes of petitions from many different countries. This procession was an 
extraordinary experience. As we walked we were greeted all along with 
deafening cheering, whistles, drums, rattles, as if we were a winning foot- 
ball team...and as if we were somehow responsible. At Birmingham thou- 
sands of people had caught a straight simple enthusiasm for a straight 
simple idea: whatever the complications and difficulties, it 1s intolerable 
to allow the present arrangements of unpayable debt to continue.’ 


The Jubilee Idea 


The call for Jubilee in the year 2000 is a call to lift the yoke of eco- 
nomic degradation from those enslaved by economic forces, ın particu- 
lar by high levels of international debt. For the Israelites whose story is 
told in Leviticus, debt was a form of slavery. The Lord’s speech in 
Leviticus uses imagery derived from the experience of a slave commu- 
nity, degraded by debt. Deprived of wealth, alienated from the land, 
from their own labour and from each other, the call is for the return ‘of 
every man unto his possession...and unto his family’. 


The Jubilee 2000 Coalition grew out of an alliance of aid agencies, the 
Debt Crisis Network, led by the New Economics Foundation, 
Christian Aid and the World Development Movement. Agencies had 
been working since the Mexican debt crisis in 1982 on the complex 
issues it raised for international finance. Increasingly they were lobbied 
by project coordinators in the South to increase advocacy for debt 
relief. For every $1 of aid sent to developing countries in 1996, $11 
was returned in the form of debt service. The, in any case diminishing, 
trickle of aid to Africa was negligible compared to the vast outflow of 
funds necessary to service and repay debt. 


Aid agency lobbying hes had a considerable impact on officials in the 
World Bank and IMF, so much so that in October 1996 these twin sisters of 
international financial relations proposed a package of debt relief for the 
poorest countries—the Heavily Indebted Poor Country (HIPC) initiative. 
But such lobbying was not enough. Creditor governments dragged their 
heels in negotiations. Debt relief took the form of (relatively) tiny shavings 
and reschedulings from a backlog of unpayable debts. The very process of 
agreeing debt relief—agreement by the creditors—blocked further 
progress. It was necessary thar the issue be brought to the attention of the 
broader public, who would have to grapple with its complexities, so that 
they could place pressure on elected representatives ın creditor nations. 


It was decided to broaden the educational work of the Debt Crisis 
Network. This decision coincided with an approach by Martin Dent and 
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Bill Peters, who had long been advocating the need to link the Biblical 
concept of Jubilee with the Millennium and with the urgent need to can- 
cel the poorest countries’ international debt. Bull Peters, a retired diplo- 
mat, had, early ın his career, advised a poor country to take out a 
loan—one of many they now find unpayable. Martin Dent, as well as 
being an academic at Keele University, had close links with Nigeria 
where he had once served as a district official. 


Most of the secular aid agencies were not persuaded. But the three 
Christian agencies, Christan Aid, CAFOD and Tearfund cautiously 
explored the possibilities of a broad campaign. The lobbyist for the Debt 
Crisis Network, a non-Christian, was charged with taking the concept 
forward. In April 1996, with the committed support of a Tearfund 
employee, Isabel Carter, and the financial backing of a retired banker, 
Will Reid, a small office was set up in a shed on the roof of Christian 
Aid’s building in Waterloo. In October 1997, at the behest of Michael 
Taylor, director of Christian Aid and previously chair of the Anti- 
Apartheid coalition of churches and aid agencies, a formal Coalition of 
more than seventy organizations was established, including many secular 
groups. The Jubilee 2000 Coalition was launched in the Grand 
Committee room of the House of Commons on 13 October 1997 (the 
Jubilee room having proved too small for the large numbers of MPs, Peers 
and supporters wishing to attend). 


Today, two years later, Jubilee 2000 has a wide public base of support, 
not just in Britain but in countries around the world. There are offices, 
staff and a Jubilee 2000 organization in five of the G7 countries. There 
are informal coalitions in forty countries in Europe, Africa, Latin 
America, South Asia and Australia. The Jubilee 2000 Petition has been 
circulated globally, and is being signed 1n 69 countries. 


The Composition of the Coalition 


The UK Coalition is now an extraordinary alliance of secular and religious 
organizations. The breadth of ecumenical cooperation within the 
Coalition is astonishing, given the divergent constituencies of Catholic 
and evangelical denominations. The Pope, the Archbishop of 
Canterbury, and the leaders of all the free churches including the 
Baptists, the Methodists and the Church of Scotland, all give support 
and encouragement to the Coalition, and actively promote its aims. This 
has enabled the Coalition to quickly spread world-wide through mus- 
sionary organizations. In addition, the Coalition has support from the 
Jewish Reform Synagogues, a leading British Buddhist group and influ- 
ential Muslim organizations. 


The trades union movement is represented by the British ruc and the 
International Confederation of Free Trades Unions, with Britain’s white 
collar union UNISON playing a major role, both in the Ux and inter- 
nationally through Public Services International. International aid 
agencies are the next largest constituency and include CAFop, Christian 
Aid, Action Aid, Tools for Self-Reliance, Tearfund and the World 
Development Movement. Leading figures within the Coalition come 
from British black refugee and community groups (led by the African 
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Liberation Support Campaign and the 1990 Trust), who in turn have 
links to newly established Jubilee 2000 groups in Africa and the 
Caribbean. A large constituency consists of women’s organizations with 
links to groups ın the South, including the rwca, the Mothers’ Union 
and Britain’s National Federation of Women’s Institutes. The medical 
profession is very active because of concern at how debt service payments 
in poor countries crowd out spending on health, clean water and sanita- 
tion. The profession is represented by international physicians’ organiza- 
tions (the IPPNW and MEDACT), as well as the British Medical 
Association. Celebrities, comics and stars welcome the Coalition's work 
as more fundamental than the ‘band aids’ of small well-meaning pro- 
jects, and as more meaningful than most millennial projects. They are 
represented by Comic Relief and the musicians organization, War Child. 


The only British political party formally affiliated 1s the Green Party, but 
the Coalition receives active support from a wide range of MPs in all three 
major parties. The all-party Jubilee 2000 group is co-chaired by Bill 
Cash mp (Conservative) and Frank Cook Mp (Labour). A recent report of 
the Parliamentary Select Committee for International Development, 
chaired by Bowen Wells mp (Conservative) gave a substantial boost to 
the demand that deeper and speedier debt relief be offered to the poorest 
countries by the year 2000. 


The Coalition’s Principles 


The Coalition does not use the phrase ‘debt forgiveness’ in its campaign- 
ing. This would imply chat the ‘sin’ of falling into debt was committed 
solely by elites in debtor countries. Rather, the elites of the more power- 
ful nations are considered co-responsible. Ninety-five per cent of the 
debts owed to the UK are held by the Export Credit Guarantee Dept 
(ECGD) of the Department of Trade and Industry, and most credits are 
aggressively promoted to encourage poor countries to buy British 
goods—particularly arms. Increasingly, creditor nations use this hidden 
subsidy to exporters to compete against other OECD exports, and to 
improve their competitive edge in international markets. At the same 
time, there is a strong incentive for elites in borrowing nations to take 
out loans since the repayment terms often extend well beyond their own 
stewardship of the economy. 


The Coalition asserts the differences between popular understandings of 
personal and company debts, and the debrs of sovereign nations. In most 
cases of domestic indebtedness, it is possible to draw a line under debts 
and bring them to an end. That line is called bankruptcy which, com- 
bined with the concept of limited liability, protects debtors, their fam1- 
les and succeeding generations from hostile creditors. No such line can 
be drawn in international law. Governments, it is often asserted, cannot 
become bankrupt. In fact they do, and countries like Liberia, Burundi, 
Rwanda, Mozambique and Nicaragua spiral deeper into the abyss of 
debt, while creditors, represented by the IMF and World Bank, offer new 
loans co help pay off old ones. International financial relations are domi- 
nated at all stages by creditors who decide on the conditions for repay- 
ment, closely monitor the implementation of conditions, and determine 
whether to offer rescheduling, or write off of loans. Creditors act as 
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plaintiff, judge and jury ın their relations with debtors—with the IMF, as 
the agent of all creditors, playing the lead role. There is no independent 
assessor, arbitrator or ‘recerver’. For many of the poorest countries, debts 
fepresent an unpayable burden. According to the World Bank, actual 
debt service payments are roughly half of those scheduled. In any normal 
creditor/debtor relationship these bad debts would be written off. Not so 
with sovereign debt. 


The Southeast Asian crisis is essentially a crisis of reckless over-lending. 
The IMF’s approach 1s to protect creditors by transferring risks and losses 
to taxpayers—both in OECD countries and in Southeast Asia. These 
actions have angered the Us Congress which is refusing to allot funds to 
help out the mar. Republicans and Democrats alike accuse the IMF of 
offering ‘welfare to bankers’. In the words of one commentator, it has 
been a case of ‘socialism for bankers, and capitalism for debtors’. It was 


ever thus for developing countries. 


In Africa, MF and World Bank lending policies have exacerbated the 
debt problem. The DMF expects to have received at least $600 million 
more from Africa than it put in during 1997. Under such high levels of 
indebtedness and dependency, many countries have ceased to function as 
sovereign states. Some, like the new Democratic Republic of the Congo, 
Sierra Leone and Liberia, have become subsistence economies, and are 
ravaged by unchecked disease and civil war. The need to raise hard cur- 
rency to repay debts has forced indebted states to skew their economies 
1n favour of exports. So African countries grow carnations, coffee and 
cocoa, using a large proportion of their export revenues to repay debts. 
At the same time, a substantial share of their tax revenues are diverted to 
the same purpose. This distortion of the economy means that people 
have insufficient food, shelter and clothing, and that cuts are made in 
spending on education, health and sanitation. 


High levels of debt undermine any attempt to build democratic institu- 
tions. This is because indebted countries are bound to their Western 
creditors who make concerted efforts to govern their economic regimes 
through the mr. In Africa for example, elites are forced to seek election 
on the basis of economic policies considered unacceptable in Western 
Europe, Japan or the us. While Helmut Kohl will not campaign in the 
coming German general election for the removal of EU subsidies from 
German farmers, his representative on the Board of the DMF insists on the 
removal of subsidies from farmers in indebted countries, as part of MF- 
imposed ‘structural adjustment’ policies. While Newt Gingrich in his 
Contract with America never contemplated removing farm subsidies, or 
the removal of protectionist barriers from Us industries, the US represen- 
tative on the Board of the DMF insists that a poor country like Rwanda 
must remove subsidies and protectionist barriers before being given any 
form of support or debt relief by international creditors. While Bill 
Clinton is keen to promote a bill through Congress calling for free trade 
with Africa, cotton industry lobbyists worked hard to insert clauses 
which would discourage the imports of African cotton and textiles.’ A 


TER 1432, 105th Congress, p 9 An Act to authorize a new trade and investment policy 
for sub-Saharan Africa. 
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case of free trade for the single-commodity economies of Africa, and pro- 
tectionism for that industrial giant of the world economy, the us. While 
Western leaders actively promote privatization of economies in develop- 
ing countries, and encourage their own industrial giants to cherry-pick 
assets in these IMF-dominated states, they force indebted countries like 
Thailand to nationalize highly indebted banks, so transferring losses to 
taxpayers. 


These double standards in the world economy, coupled with the umposi- 
tion af economic policies by the mr, limits action by elected politicians, 
and causes disillusionment in the democratic process. Increasingly, 
African leaders implementing IMF programmes resort to the rigging of 
elections, and are, in effect, supported in this by their creditors. 


Debt Slavery 


There are striking parallels between the twentieth-century millstone of 
debt and the practice of slavery in preceding centuries. One of the most 
important ıs that the trade in debt is accepted by public opinion as an 
unpleasant but necessary by-product of an economic system from which 
the North benefits. In yust the same way, the eighteenth-century trade in 
slaves was tolerated. Christian campaigners against slavery were deeply 
embarrassed by the Christian organizations which supported it. Their 
task was difficult: to challenge the dominant ethic which led to the 
Church’s tolerance of slavery as a necessary evil. 


Today Jubilee 2000 supporters around the world are similarly challeng- 
ing the new dominant ethic: acceptance of a trade in debt which removes 
choice from the governments of developing nations and denies people in 
these countries control over their own destinies. The Club of oxcD credi- 
tors has this in common with the alliance of slave-holding nations of the 
eighteenth century. It is an overwhelmingly white, European-led group, 
whose actions and decisions result in an equivalent form of oppression of 
formerly colonial nations. 


The Jubilee 2000 Coalition does not seek to write off every penny owing 
on 31 December 1999. Rather ıt seeks to have the inert, unpayable back- 
log of debt written off, and debts reduced to a level which will permit 
sustainable human, environmental and economic development. As with 
the campaign to abolish slavery, so the campaign for the remission of 
debt will be fought across several continents. As with the campaign to 
abolish slavery, so a successful conclusion will require a massive shift in 
the popular consensus. It will require the introduction of a fair, indepen- 
dent legal framework to govern relations between international creditor 
and debtor. As with the campaign against slavery, religious and secular 
organizations are challenging the new bondage, and calling for drastic 
and urgent debt relief. They are calling for no less than a new economic 
order. This will require a new beginning—a jubilee year—in which 
those in bondage will be granted economic redemption, through debt 
remission, and be returned to their own possessions. 


If the cancer of slavery could be removed from the global economic order 
by citizens around the world determined to achieve justice, then it 
Tal 
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should be possible for citizens to remove the cancer‘of debt, too. That 
was why 70,000 people gathered in Birmingham. The G8’s response was 
disappointing, the communiqué bleak. Bebind the scenes, the G8 leaders 
were deeply split, with Germany blocking more generous, speedier debt 
relief. Jubilee 2000's attention is now turned to Germany where Helmut 
Kohl ‘is to stand for election on his record as a ‘world statesman’, and 
where every effort will be made to document this record in relation to the | 
poorest countries. Germans will be reminded of the extraordinarily gen- 


erous treatment they were given by Allies through the London Accord of 


1953, when a large proportion of Germany’s debts were written off.? 


, Next year’s G8 Summit is to be held in Cologne in June. G8 leaders can ` 


be in no-doubt of the determination of this international movement: to 
sound the trumpet of Jubilee and ‘proclaim liberty throughout all the 
land’.3 


* Joe Hanlon, ‘“We've been here befoce”—debt, default and relief in che past—and bow 
we are demanding that the poor pay more this time’ , Jubilee 2000 Coalition, Apal 1998. 
3 These words from Leviticus 25 are engraved on the Liberty Bell'in Philadelphia, and 
served as an inspirational tert for the American Revolution. 















Who are Caribbean women? How do gender ideologies and 
stereotypes define them? This collection of essays offers a 
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ating a revealing mosaic of Caribbean feminine portraits. 


Christine Barrow, the editor of this collection, is a lecturer in Sociology 
. at the University of the Viest indiss, Cave Hil campus, Barbados. 
. 
6x9 544 pagos, paperback Avable Aprl, 1998 





David Edgerton 


Tony Blair's Warfare State 


Armaments have made a re-appearance in British politics. Under-the- 
counter sales to Sierra Leone have been revealed. The Saudis, mayor cus- 
tomers for British arms, have released two nurses held for murder. 
Jonathan Aitken, a former defence procurement minister, has been 
charged with perjury and other offences, following a libel case involving 
allegations connected with arms sales to Saudi Arabia. British-made 
acmoured cars have been involved in internal repression on the streets of 
Indonesia—another important arms customer. George Bernard Shaw’s 
Mazor Barbera is being staged again. After more than a year of prepara- 
tion, New Labour has published its Strategic Defence Review." 


These recent events are merely a reminder of the continued importance 
of the British arms trade, and of the place of the military in the British 
state. For many on the Left, the coming into office of New Labour offered 
very little except the possibility of a new constitutional settlement, and a 
more positive approach to the European Union. Defence policy high- 
lights the continued centrality of the Aclanticist, rather than the 
European dimension, as well as the continued importance of the military 
at the heart of the British state. A deep commitment to the maintenance 
of strong armed services, a strong defence industry, and an increase in 
British abilities to untervene around the world characterize New Labour’s 
defence policy. Indeed a new moral imperialist fantasy has gripped New 
Labour. George Robertson says in his mtroduction to the Strategic 
Defence Review that “The British are, by instinct, an internationalist 
people. We believe that as well as defending our rights, we should dis- 
charge our responsibilities in the world. We do not want to stand idly by 
and watch humanitarian disasters or the aggression of dictators go 
unchecked. We want to give a lead, we want to be a force for good.” 


New Labour's foreign secretary, Robin Cook, cut quite a dash as an 
able inquisitor of the Tory government on the sales of arms to Iraq. On 


1 Its main conclusions were trailed at the end of a fly-on-the-wall Tv documentary in May 
(The Paper War Inside Robertson's Defence Review’, 31 May 1998, BBC2), and 1n a series 
of articles starting about a week before final publication. This was yet another clear example 
of policy being announced in dribe and drabs to selected journalists before Parliament was 
unformed. And yet the leaking of the actual text of the Review caused constemation. The 
issue is not of course leaking, oc the nghes of Parliament, but the control of information. 

2 Strategi Defence Revsew. Modern Forces for the Madera World, lntroduction, Para. 19 The 
Review may be found on the website www.mod.uk/policy. 
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coming into office he trumpeted a new ‘ethical foreign policy’, which 
involved putative restrictions on the British arms trade. And yet, exist- 
ing contracts were let through, the new European code on arms exports 
he promulgated was exceptionally weak, and the new parliamentary con- 
trols on export licensing of arms are much weaker than those proposed 
by Sir Richard Scott’s report on the sale of arms to Irag. Robin Cook 1s 
now reported to have successfully argued for the maintenance of a larger 
frigate force than the Ministry of Defence wanted (32 out of 35) for both 
humanitarian purposes and for showing the flag. 


There was never any question that New Labour would take on the mili- 
tary-industrial complex, quite the contrary. Thus, while for Frank 
Dobson, Secretary of State for Health, nothing is ruled out in thinking 
about the future of the NHS, and at Social Security, a junior minister, Frank 
Field, was licensed to ‘think the unthinkable’, the Strategic Defence 
Review bas been conducted on the basis of a clear prame ministerial com- 
mitment to the maintenance of strong armed forces. Furthermore, key 
aspects of defence policy—the maintenance of Trident, and the procure- 
ment of Eurofighter—were beyond consideration in the Review. The key 
mantra repeated by George Roberston throughout the Strategic Defence 
Review was that it was ‘foreign policy-led’, unlike the supposedly 
“Treasury-led’ reviews of previous years. “Treasury-led’ is nothing but a 
code for cuts in spending. Gordon Brown’s Treasury reportedly wanted 
cuts of around 10 per cent but only managed a tiny fraction of this, though 
they have successfully insisted on the sale of property. The result ıs that 
absolute defence expenditure will stay at some 80 per cent of the level of 
the late 1970s, and some 70 per cent of the peak in the mid-1980s.4 As the 
Ministry of Defence itself rightly states, “This Government 1s not allowing 
resources to drive defence policy.’> 


The US’s Little Helper 


Robertson has claimed that the Review will result in a radical redeploy- 
ment of British forces, a theme echoed by some commentators.® And yet 
what is really striking is how little change there will be. As well as retain- 
ing Trident and the Eurofighter programme, there will be marginal cuts 
1n the air force and navy, and a small increase in the size of the army, much 
of which will remain in Germany. The well-known military historian and 
defence editor of the Daily Telegraph, John Keegan, is clear that the 
Review ‘leaves our armed forces much where they were under the last gov- 
ernment, but defines their various roles in neat and persuasive language. 
Tt is an exercise in words rather than a re-organization or a rationaliza- 
tion’. Crucially, too, he suggests that the planned aircraft carners, which 
are supposed to come into service around 2012, will continue to allow 
Britain, in the eyes of the service chiefs, to provide a complete air, sea, and 


3 Richard Norton Taylor, The Gauerdian, 4 July; The Times, 2 July This may be the result of 
malicious leaking, of course 

4 See, for e similar conclusion about us defence spending after the Cold War, Gilbert 
Achear, “The Strategic Toad: The United States, Russa and China’, NLR 228, 
March—Apeil 1998, pp. 91-126 

3 Ministry of Defence, Sheprag The Future Together: Annual Report of Defence Actresty, 
1997/8, available on website www.mod.uk/publications, 9 July 1998 

6 Gerald Segal, The Bvexrag Standard, 8 July 1998. 
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land force, though on a small scale, to assist US operations. He claims that 
the composition, rather than the size of British forces, is what allows 
Britain to be the usA’s principal partner” It is little wonder that the ser- 
vice chiefs are happy, as are—to judge by the business pages—the arms 
suppliers. 


If the Review was not “Ireasury-led’ it was not ‘foreign policy-led’ either. 
The Review itself contains no serious foreign policy analysis or argumen- 
tation at all. But defending the defence budget, and the extension of the 
expeditionary capacity, has required that some extraordinary assessments 
of Britain’s place in the world be made. For the Defence Review has little 
if anything to do with the defence of the United Kingdom. Malcolm 
Chalmers points out that only some 15—20 per cent of British defence 
spending is attributable to ‘uniquely national requirements’. Some 36 
per cent of the army is stationed outside the UK, and more then half the 
navy is in foreign waters.® 


New Labour is re-inventing Britain, following Mrs Thatcher, as a global 
contender. Tony Blair has claimed that by ‘virtue of our geography, our 
history and the strengths of our people, Britain 1s a global player’. 
Britain, he said, should be strong in Europe, but be ‘the bridge’ between 
the us and Europe. Britain should have strong defence ‘not just to defend 
our country, but for British influence abroad’. Britain ‘can be pivotal’ in 
the world since it enjoyed a ‘unique set of relationships’ through the UN, 
NATO, G8, Europe and the Commonwealth, and through ‘our close 
alliance with America’. In an extraordinary encomium to Atlanticism he 
said, We must never forget the historic and continuing US role in 
defending the political and economic freedoms we take for granted. 
Leaving all sentiment aside, they are a force for good in the world. They 
can always be relied on when the chips are down. The same should 
always be true of Britain’? George Robertson claimed in the House of 
Commons on 27 October 1997 that “The British are by inclination an 
internationalist, not an isolationist people’ We intend, he said, ‘to be 
persuaders for our values and our points of view. Britain will continue to 
be a force for good in the world’, an endorsement, presumably, of the for- 
eign policies of Mrs Thatcher and John Major. 


Robertson’s speeches, and the Defence Review itself, are full of half- 
baked claims for a peculiarly globel orientation of the United Kingdom 
ın order to justify a global defence role. One particularly ristble instance 
is che suggestion that there are ten million British citizens living abroad, 
with the implication that they needed defending, presumably from the 
Americans, French and Australians among whom they live, and whose 


7 John Keegan, The Daily Telegraph, 9 July 1998 

* Malcolm Chalmers, Defesa for the 21st Century’ Towards a Past-Cold War Force Structure, 
Fabian Discussion Paper 40, London 1997 

? Prime Minister 's Speech to the Lord Mayor 's Banquet, 10 November 1997. For good 
messure he said, T value and honour our hustocy enormously .. There us a lot of rubbish 
talked about the Hmpure. In my view, we sbould not either be apologising for it or wrung- 
ıng our hands ebout ıt It 1s a fact of our history It was, in many ways, 2 most extraordi- 
nary achievement and it had left us with some very valuable connections—in the 
Commonwealth, in the English language So let us use them and be thankful we have 
them.’ 
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nationalities they often share!*° But the central arguments are economic. 
The Review notes that 


Our economy is founded on international trade. Exports form a 
higher proportion of Gross Domestic Product than for the us, 
Japan, Germany or France. We invest more of our income abroad 
than any other major economy. Our closest economic partners are 
the European Union and the us but our investment in the develop- 
ing world amounts to the combined total of France, Germany and | 
Italy. Foreign investment into the UK also provides nearly 20 per 
cent of manufacturing jobs. We depend on foreign countnes for 
supplies of raw materials, above all oil."? 


These arguments are weak and partial. Thus while the USA, Japan, 
Germany and France all export a smaller share of Gpp than Britain, all, 
with the possible exception of France, have larger shares of world exports 
than Britain. High investment ın the developing world may be a rele- 
vant consideration but, if so, the foreigners who invest in Britain should 
themselves take responsibility for Britain’s defence. As far as oul is con- 
cerned, thanks to the North Sea, Britain is less dependent on imports 
than any large industrial country, and it is hard to believe that the MoD is 
unaware of this. This is not to deny that Britain is a global nation with 
global interests. But ıt is to make the point that Britain, at the end of the 
twentieth century, is hardly unique in this: the world has many such 
nations. Indeed, an independent Scotland could claim global starus as 
great as the UK's by these criteria. 


East of Suez 


What is perhaps more surprising is that nowhere ın the Defence Review 18 
there a correlation between British economic interests in particular perts of 
the world and security interests. For as Robertson told the House of 
Commons on 27 October 1997, ‘Britain's interests do not extend equally 
everywhere’. His comment carried a hint of regret and his analysis af where 
Britain’s interests do indeed extend would gladden the heart of an imper- 
alist concerned to defend the route to India: ‘Our assessment 1s that we are 
likely to be most directly involved...in Europe, the Gulf or the Mediterra- 
nean, where our economic and security interests are more most closely 
engaged’ Such arguments are repeated, with more circumspection in the 
Review, which includes the statement: "We have particularly important 
national interests and close friendships in the Gulf. Wisely, it does not 
detail these national interests and close friendships, which are intimately 
tied, not to oil, but to arms exports.’ But the upshot is that Britain is 
returning permanently, if not to East of Suez, then to a commitment to 


Ther this figure is pure propaganda is confirmed by the fact that, on enquity, 
Government departments do not quite know where it came from, and there us certainly no 
breakdown by country, or by satus, of these 10 million 

1 Strategec Defence Review, ch 2, para 19. See also Supporting Essey 2 

a Britain has a defence agreement with the United Arab Emirates because of UAE insis- 
tence on this as 2 condition of arms sales! See Neil Cooper, The Basrness of Death. Britas 's 
Arms Trade ai Home and Abroad, Londoa 1997, p. 148 One of the supporting essays notes. 
‘we have bilateral understandings with some Gulf states which carry the strong experta- 
tion of military support ’, Strategie Defence Reveme, Supporting Essay 2, para 16 
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intervene East of Suez. But, as William Wallace has put it, ‘the hard ques- 
tions are—with which partners, under what circumstances, and where?’, 
and these have not been answered—aet least, not in the Review. A cynic 
might suggest some answers: with the usa; to defend arms buyers; and at 
the behest of the usa."3 


It is obviously significant thar the defence review of a supposedly ‘interna- 
tionalist’ nation, which is supposedly ‘foreign policy-led’ was not held ın 
conjunction with Britain's European parmers. Indeed, Rejection of closer 
European defence cooperation, at the outset of the review, left the special 
relationship with the Americans defining the political context.’ Indeed. 
This was clear enough in the recent Gulf crisis: Britain, despite holding 
the EU Presidency, did not so much as consult with its European partners 
on the issue.’ Rather, it sent ships and aircraft immediately. A Gulf crisis 
without British participation, however wrong, or indeed militarily irrele- 
vant, would have blown the arguments of the Review. This illustrates how 
night Malcolm Chalmers was to warn that ‘It 1s difficult to see how the 
likelihood of future joint operations with the us can be used as a determi- 
nant of UK force levels’.* 


A Peculiarly Military Nation? 


Lurking behind the Strategic Defence Review is the notion that Britain 
can maintain a seat at the ‘top table’ by virtue of its military prowess —the 
familiar idea that Britain ‘punches above its weight’ in matters military. 
The evidence for the proposition is in fact extremely weak. The nation that 
really punches above its weight ıs the United States, both in terms of its 
commitment to defence expenditure, and the technological sophistication 
of its weaponry. By comparison with Europe, Britain spends about the 
same proportion of GDP on defence as France, but more than the European 
average. It 1s not clear however, that Britain does have, and more impor- 
tantly, will have, the general technological edge over Europe it once clearly 
held. Since the 1960s, at least, Britain's mayor weapons have been highly 
dependent on foreign links. While the supposedly independent nuclear 
deterrent has been largely American—in the cases of Polaris and Tndent— 
most of the major aircraft deployed have been American or the products of 
European collaboration (Jaguar, Tornedo, and now Eurofighter). Indeed, 
the moves afoot to further integrate the European arms industry will nec- 
essarily further reduce technological differences between the armouries of 
European nations. European integration also has important implications 
for the level of defence production in Britain. Presumably Britain would 
benefit from a free European market ın arms, but this would surely only be 
acceptable to other European nations in the context of strong defence 
agreements with them. But this would in itself mise major questions about 
transatlantic defence industry links. 


Sometimes it is suggested that Britain’s tradition of professional armed 


3 Willam Wallace, The Guarssen, 5 July 1998. 

“ Ibid 

One journalist makes che extraordinary argument that Blair believes thar strong 
defence will make the Briush public more amenable to European integration. (Donald 
MacIntyre, The Independent, 3 July 1998). 

16 Chalmers, Defamcs for the 2 1st Contury. 
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forces marks it out, but this distinction too is disappearing, as European 
powers abandon conscription. In fact, the argument comes down to one 
about the army, and its historical expertise in low-intensity conflict and 
peace-keeping duties. But thar role hardly justifies the maintenance of 
the bulk of the armed forces, or indeed a major armaments industry, nor 
1s it compatible with the notion of a powerful expeditionary force. 


Given these powerful trends, punching above the weight of European 
powers will mean little more than higher spending. But punching above 
one’s weight is an inappropriate metaphor for warfare. Being the best 
bantam weight in the world is pointless if one is fighting heavyweights 
or more than one bantam weight at a time. Could Britain have taken on 
Iraq alone? 


The Arms Industry 


Despite the concern about the arms trade, Labour 1s deeply committed 
to the maintenance of a strong British militery-1ndustrial complex, and 
also the extensive arms exports this entails. New Labour, Robin Cook 
aside, has taken easily to boasting about the British arms industry. 
George Roberston says the British arms industry is ‘one of the best 
in the world, worth £5 billion in exports, with 440,000 people 
employed in it. We have to show a commitment to 1t.’*7 And, indeed, 
New Labour has endorsed the procurement plans of the previous gov- 
ernment, including not only Eurofighter, but Challenger II tanks and 
much else besides. There is to be no cut at all in POA procurement 
expenditures. 


Britain does indeed have a strong arms industry. Its share of the arms 
trade is much larger than its share of manufactured exports: as Britain 
became a net importer of manufactures in the 1980s, it remained a net 
exporter of armaments. It is a revealing measure of the militarization of 
British industry that on the IPPR’s pre-election Commission on Public 
Policy and British Business, the only two representatives of manufactur- 
ıng industry worked for Britain's two leading arcmourers, British 
Aerospace and GEC." The industry, to judge from some partial figures, is 
remarkably concentrated in the South East of England: some 38 per cent 
of private arms employment on MoD contracts—excluding subcontrac- 
tors—-is in the heart of England. Only two regions are more dependent 
on arms employment: the North, just, and the West.'9 


The size and export strength of the industry suggest a rare British suc- 
cess story, especially in contrast to manufacturing as a whole. But the size 
of the industry is determined by government purchasing, not by the dic- 
tates of the market. The success of the industry in export markets is like- 
wise determined very largely by state policy. The availability of modern 
armaments for export depends on state research-and-development funds 
and state procurement. It might indeed be more economical to import 


17 The Independent, 6 July 1998. 
18 See Paul Anderson and Nyra Mann, Sefsty First The Making of New Lebexr, London 
1997, P 394, in. 55 

79 Ministry of Defence, UK Defence Statisti 1997, London 1997 
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armaments, even with the loss of export markets. The history of defence 
procurement is littered with cases of huge cost overruns and cancell- 
ations, with costs being borne by the taxpayer and not the industry. 
Furthermore, there are huge hidden subsidies for defence exports. Some 
defence sales have involved nothing more than additional payments to 
defence contractors through the aid budger—as in the Pergau dam case; 
others have had to be covered by Export Credit Guarantees—the British 
tax payer ended up paying for £600 million worth of arms for Saddam 
Hussein. While individual arms deals may be profitable, the overall ben- 
efits to Britain may be small or negative.?° The economic case for sus- 
taining arms exports is thus exceedingly weak. 


The Politics of Defence 


In his recent stimulating assessment of the first year of the New Labour 
government, David Marquand argued that New Labour was going forward 
to ‘reconstruct the state on lines appropriate to a modest, post-imperialist, 
lare rwentieth-century European country of second rank’.?" Certainly in 
the case of defence, the end of the Cold War and moves to further European 
integration opened up a unique opportunity to reconsider British strategy 
in the widest sense, and to assess the burden of years of high spending on 
defence, and a deep Atlanticist orientation ¢o Europe. Giving up the mind- 
set this encouraged was always going to be difficult. But New Labour has 
not even tried: on the contrary, it was and remains deeply committed to the 
old policy. Indeed, the team of ministers put into the Ministry of Defence 
were all long-term committed nuclear Atlanticists. The Strategic Defence 
Review—neither strategic, nor abour defence, nor yet a review—has pro- 
vided a cover and a means of incorporating potentially dissident factions 
into a new moral imperialism. The idea of Britain being like Holland, 
Belgium, Germany, Italy, or even France, at least ın relation to the wider 
world, 1s viewed with deep hostility. 


It is not surprising that, as Chancellor of the Exchequer, Gordon Brown 
should have wanted a significant cut in defence expenditure. But what 1s 
surprising is chat the Chancellor has spoken on Britishness and foreign 
policy in terms quite different from his Prime Minister. For Brown, ‘we 
have always been a European power’, indeed, ‘Europe, by virtue of 
history as well as geography, is where we are’. But, Up till 1989 we had 
seen ourselves as partners with the us fighting the Cold War—an assess- 
ment that postponed any real creation of a post-imperial role’. For Brown 
a key British role in Europe, and, through Europe, in the world, was 
critical.?? Brown probably had some success in inserting a few more ref- 
erences to Europe into the Defence Review, but it nevertheless represents 
a major defeat for the more Europe-oriented project. In the meantime, 
Britain is committed to acting primarily with the USA in a wide-ranging 
programme of global policing, and the maintenance of massive offensive 


capacity. 


æ See, in particular, Neil Cooper, Ths Basses af Death, ch. 6. He additionally points out 
that in the early 1990s 75 per cent of British arms exports went to Seud: Arabie elone 
Discounting this rather special coacract, Britain ‘s share of che world 's arms cade slumps 
dramatically (p. 135) 

«The Blair Paradox’, Praspar, May 1998 

®© Gordon Brown, Annual Specteter/Allied Dunbar Lecture, 4 November 1997 


129 


Finally, it seems hardly worth mentioning that any hope for the elimina- 
tion of the British nuclear arsenal has been dashed, except that New 
Labour has already decided that there 1s no chance of further reducations 
in the British nuclear arsenal until the USA and the Russian Federation 
made ‘considerable further reductions’;?3 that it would be ‘premature to 
abandon a minimum capability to design and produce a successor to 
Trident [warheads]; and, that the ‘credibility of our minimum nuclear 
deterrent requires that we have the option, in extreme self-defence, of 
deterring further aggression through a nuclear (“sub-strategic”) strike 
which is limited in scale and nature of target so that it could not be 
expected automatically to lead to a full nuclear exchange’.?> In other 
words, first use of nuclear weapons, even against non-nuclear nations., 
Like to much about New Labour: incredible, but true. 


™ Strategic Defence Reveew, ch 4, para 70. 
M Strategu Defence Reene, Supporting Essay 5, para 14. 
5 George Robertson, Paclamenrary Answer to Jeremy Corbyn, MP, 24 July 1998 Thanks 
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Alex de Waal 


US War Crimes in Somalia 


In his foreword to Mogadishu! Heroism and Tragedy, Ross Perot wrote: 
‘Read this book carefully. Never forget its contents as you watch the TV 
docu-dramas of smart bombs going down air shafts, where war is pre- 
sented in a sterile, sanitized environment. Remember, war is fighting 
and dying.” Notable by its absence from the final sentence is the verb 
‘killing’. Careful readers will find, for example, that us helicopters fired 
off no fewer than 50,000 Alpha 165 and 63 rockets on 3 October 1993 in 
the course of the bartle near the Olympic Hotel in Mogadishu, in which 
eighteen us soldiers died and one was captured. The book lauds ‘the 
world’s most highly trained and effective military “extraction unit”’, 
that gained more decorations than any other American flying unit in US 
military history for a comparable size of operation.” But there are only 
hints at the carnage among the Somali civilians who lived—and all too 
commonly died—in this closely packed residential quarter of the city. 


The importance of this inglorious episode in American military history 
lies not only in the as-yet-undocumented carnage among the residents of 
Somalia’s capital city, but in whar it tells us about US military doctrine. 

It also casts light on some of the reasons behind the us Administration’s 
efforts to block the creation of an independent International Criminal 
Court with universal jurisdiction to investigate war crimes and crimes 
against humanity. The us’s stated objection, voiced in the negotiations 
leading up to the vote in Rome to create the Court on 17 July this year, 
was that universal jurisdiction would open the door to malicious prose- 
cutions against American peacekeepers. An analysis of the evidence from 
the Mogadishu war suggests that the reasons may be rarher deeper. 


Operation Restore Hope was launched in December 1992 amid shock- 
ing—~and carefully orchestrated——images of anarchy and starvation in 
Somalia, with the mandate of ‘creating a secure environment for the 
delivery of humanitarian relief’. Eight months later it turned into the 
greatest US military humiliation since Vietman. In three months of 
urban counter-guerilla warfare against the unpaid, irregular but 
resourceful militia of General Mohamed Farah Aidid in Mogadishu city, 
US military doctrines of overwhelming force and near-zero American 


* Kent DeLong and Steven Tuckey, Megweishbw/ Horssm and Tragedy, Westport, Conn. 
1994, p. xX 
7 Ibid , pp 90, 93, 99—100 
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casualties came unstuck. The culmination was the 3 October battle, after 
whuch pictures of a dead us pilot being dragged through the streets by a 
jeering crowd and the plight of another taken prisoner of war—‘hostage’ 
in the White House’s preferred terminology—forced a truce and US 
withdrawal. 


The humanitarian garb of Operation Restore Hope was superficial from 
the start. Launched in December 1992 just as the famine was waning, 
the despatch of troops had more to do with testing the newly emerging 
doctrine of ‘humanitarian intervention’ than saving Somalis. An inde- 
pendent review by the us Refugee Policy Group concluded that the 
operation saved between 10,000 and 25,000 lives rather than the two 
million initially advertised.’ This sober reality was noted at the time, 
though few chose to listen amidst the hype generated among the media, 
the UN and the Pentagon. Much more modest forms of relief aid could 
have achieved exactly the same result. 


The relief specialist, Fred Cuny, had proposed a smaller, more flexible 
and better targeted operation in the ‘famine triangle’ which would have 
avoided the perilous vortex of Mogadishu. The plan was the subject of 
serious discussion ın Washington. But, in the words of the then assistant 
deputy secretary for defence for African Affairs, this option ‘died because 
it failed to meet the Us military’s new insistence on the application of 
massive, overwhelming force’.4 So a huge logistical operation was 
mounted through Mogadishu, and the us had to grapple with the politi- 
cal ambitions of General Aidid, the faction leader who controlled the arr- 
port, the main routes out of the city, and most of the heavy weapons. 


Lost Opportunities 


In the early days, given the prestige and sheer number of the us forces, 
they could have begun the bard work of disarming the Somali factions and 
negotiating an inclusive peace deal, but the prime task of us Special Envoy 
Robert Oakley was to get the boys back home safely—and that entailed 
leaving the tough issues for later. So Oakley cosied up to General Ardid. 
For example, Oakley chose to rent his house from Aidid’s chief financier, 
Osman ‘Ato’, use Aidid’s moneychangers for the lucrative business of con- 
verting US dollars to Somali shillings, and gave the General a series of pub- 
lic relations coups by heralding ‘breakthroughs’ in peace talks that had in 
fact been negotiated by UN diplomats some months earlier. 


Worse, when the intervention faced its first major challenge ın mid- 
February 1993, the us decided on the soft course of doing nothing. 
Militia forces loyal to faction leader General Mohamed Hers: Morgan 


3 Refugee Policy Group, Hope Restored? Humanitarian Aid in Somalia 1990-1994’, 
Washington, DC 1994, p. 118 Since most of the deaths between December 1992 and 
February 1993 were omuted by malaria, and since the US troops and international relef 
agencies had no anti-malana programmes, even the lower figures may be an over-estimate. 
4 James L. Woods, ‘us Decision Making Dunng Humanitarian Operations in Somalia’, in 
W. Clarke and J Herbst, eds., Laernsag from Somalia. The Lessons of Armed Ixterventrex, 
Boulder 1997, p 157- 

3 The currency exchanges continued during the wer against Aidid, so thar the US-UN 
forces were bankrolling their opponent. 
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attacked and overran the city of Kismayo, until then controlled by 
Aidid’s Somali National Alliance (SNA) forces.© The UN forces suppos- 
edly controlling the city, mostly us and Belgian troops, sar in their sand- 
bagged emplacements, doing nothing. True, intervention would have 
meant killing or wounding Somali fighters and taking casualties, but us 
inaction was hardly an encouraging precedent. When the attack was 
announced on the BBC, crowds in Mogadishu spontaneously demon- 
strated against the Us and UN, and peacekeepers opened fire, inflicting 
some casualties. Oakley stayed in his headquarters, making no attempt 
to reassure the crowds who interpreted US inaction as support for 
Morgan.’ 


Just as it became more urgent to take hard decisions about intervention, 
and the militias had learned that they could continue to fight without 
provoking action from the international forces, the US handed over the 
operation to a less well-equipped and poorly coordinated UN force. 
Security Council Resolution 814, passed on 26 March, was drafted by 
the Us and gave the UN far-reaching powers under Chapter VI of the UN 
Charter to rebuild the nation of Somalia. It was an experiment ın push- 
ing the limits of UN action. An American—1ndeed a former national 
security adviser—retired Admiral Jonathan Howe, was put in overall 
control, while a US Quick Reaction Force (QRF) under Major General 
Thomas Montgomery remained in reserve in Mogadishu. 


The UN Operation in Somalia (UNOSOM) was mandated ın May 1993. At 
exactly the same time, a new political straregy emerged: to marginalize 
Aidid, rather than appease him. But Aidid had seen the us and UN fail 
their first tests of courage, and was not to be deterred by political postur- 
ing by a weaker UN force. 


On 5 June, confrontation duly occurred, after a UN raid on a designated 
weapons storage site at Radio Mogadishu, which resulted in an ambush 
in which twenty-three Pakistani troops were killed. The next day the UN 
Security Council hastily—but almost certainly correctly—escribed 
blame to General Aidid, and resolved to punish him, The Security 
Council passed a resolution (Resolution 837) authorizing ‘all necessary 
measures’ to apprehend those responsible for the attack on the 
Pakistanis. 


On the Carrollian principle of ‘sentence first, verdict later’, the investi- 
gation—carried out by a us professor Tom Farer—did not take place 
until July. It consisted almost entirely of interviews with UNOSOM per- 
sonnel, and failed to address the central, sensitrve question of the UN’s 
political intelligence which hed led it to try to search the radio station. 
Attempts to capture this same station had twice been the spark for mayor 
conflict in Mogadishu in 1991, and in the weeks before the UN action in 


§ General Morgan, known as the ‘butcher of Hargeise’ for his destruction of that city 10 
1988 when serving ss a senior commander for his father-in-law, President Mohamed Smad 
Barré, was trained in the US and in 1992-93 recerved many arms from Kenya 

7 This episode ıs markedly absent from Oakley's own account of his role in Somalia See 
Robert Oakley and John Hirsch, Semelss end Operation Restore Hope. Reflectroms ox 
Paacaherprng and Pracemaksag, US Institute of Peace, Washington, DC 1995 


133 


which the UN had become increasingly and openly exasperated with Aidid’s 
(fairly mild) anti-uN broadcasts.5 Conflict was almost inevitable once the 
intention to search the radio station was announced, and indeed the aide 
who received that notification, Abdi Kabdiid, told the UNOSOM officers so. 
There then followed three months of urban warfare, described by Somalis as 
‘high-tech search, low-tech hide’ as the us brought all ics resources to bear 
on locating the fugitive general and destroying his militia. 


This operation, ım which humanitarian principles were wholly jetti- 
soned, had more to do with upholding the status of the UN in a world 
where its credibility was severely compromised——notably because of 
events in Bosnia and Cambodia—than with seeking solutions to the 
problems of Somalia. Having set out to prove that it could rebuild the 
nation, the UN was now testing the limits of Chapter vu, which also 
authorizes the use of force. 


At times the operations descended into farce. After a month of failure, 
the us army brought in its renowned special operations units, including 
the Rangers. But rather than striking fear into the hearts of Somalis, at 
first they only brought black humour: one of their earliest operations 
involved descending from helicopters to raid an ‘Aidid stronghold’ that 
turned out to be a house rented by the UN Development Programme, 
where they held UN staff at gunpoint and forced an Egyptian diplomat, 
in her negligée, to lie down on shards of broken glass. 


The Showdown 


The full story of the skirmishes, ambushes, mids, killings, demolitions 
and battles of this period is too long to attempt here. Four US personnel 
were killed by a landmine in August. A military disaster was narrowly 
averted on 9 December when a tank was ambushed. A us helicopter was 
downed on 26 September and three of its crew killed—though this inci- 
dent was hushed up at the time. Thus casualties mounted. 


The showdown came on 3 October, with an attempt by us Rangers and 
special forces to snatch two senior Aidid aides near the Olympic Hotel. 
Resistance was fierce. Two US helicopters were shot down; a third just 
made it back to base before crashing. An armoured rescue column was 
ambushed and partly destroyed. Eighteen us soldiers died in the worst sin- 
gle day’s combat losses by the us army since Vietnam. The battle was 
described in DeLong and Tuckey’s book Mogadishu! Heroism and Tragedy 
and recently in Mark Bowden's articles ‘Black Hawk Down’ for the 
Philadelphia Inquirer. The losses were too great for the Us forces—or more 
precisely, US public opinion—to take, and General Aidid had won this 
exercise in politics conducted by other means. Hard-headed US comman- 
ders considered the Olympic Hotel operation a success: they had appre- 
hended two senior Aidid aides and inflicted far greater losses on the SNA 
militia than they had sustained themselves. Wich more time, more 
weaponry, and more stomach for losses, they argued, the Us could have per- 
sisted and won. 


3 See John Drysdale, Whetewer Happened te Somalia? A Tale of Tragic Blunders, London 
1994, PP 170-9 
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The Us tried to blame the UN and other contingents for the failure of the 
mission. The usual mantra was that the early, ‘humanitarian’ stage of 
Operation Restore Hope had been successful under us leadership, but 
when the UN took over in May 1993 things had gone wrong. This is 
wholly unconvincing. No less an authority chan Jonathan Howe empha- 
sized that “The QRF and the Rangers were under total us control...No 
American unit commander was asked by the UN to do anything he felt 
was inappropriate. ? 


The us was in charge all along. It was Ambassador Oakley who appeased 
Aidid ın the early months, and Admiral Howe who decided on a policy 
of confrontation. Us officers made all the major decisions during the bat- 
tles which took place between June and October, including the ill-fated 
weapons search at Radio Mogadishu, the attempt to destroy Aidid’s 
headquarters twelve days later, and subsequent helicopter operations. In 
fact, the US insisted on retaining control of all major military operations. 
The 3 October battle was a solely us affair, undertaken without even 
informing other UN contingents—Malaysian and Pakistani troops— 
who later had to be called upon to rescue the stranded us aircrews and 
Rangers. 


The collapse of the UN-US intervention can only be understood when it is 
realized just how deeply the UN forces had antagonized a wide swathe of 
Somali society. When the Marines landed on Mogadishu beach on 9 
December 1992, hopes were high that they would solve the problems of 
Somalia. But not only had they disappointed on that front—particularly 
on the issue of disarming the militiamen—but the behaviour of a large 
number of the troops was deplorable. Many countries had sent hardened 
paratroopers and other combat troops on a mission ın which police train- 
ing and civil engineering skills were needed. In many cases the opera- 
tions quickly degenerated into routine brutality against Somali civilians. 


War Crimes 


The Belgian troops stationed in Kismayo were a case in point. Without 
provocation, they harassed, bear and killed many Somalis, many of 
whom were unarmed.'° Speaking anonymously, Belgian soldiers were 
frank. "You know, (f someone had been killed, you just left him there. In 
the end, all you thought about was the red tape it would cause [to report 
it]... At the very end, we would shoot at them, straight away.’*? Another 
soldier described how inflicting pain had become part of their everyday 
life: 


There were some really funny things. I saw a guy putting a metal 
‘necklace’ around the neck of a kid. It wasn’t hurting him but he 
couldn't get out of it. And then six of them, six Somalis, tried to 
pull him out of it, and they couldn't. They simply couldn’t pull him 
out. So yes, then, we did laugh. This kid wasn’t really in pain, 


9 Jonathan T Howe, “Relations Between the United Scares and the United Nations in 
Dealing wich Somalia’, in Clarke and Herbst, Lacrarug from Somalsa. 
1° African Rights, ‘Somalia, Human Rughes Abuses by the un Forces’, London, July 1993. 
1 Interview on BRT, Belgian Radio, 25 August 1995. 
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because of that piece of metal, but he wasn’t thrilled at the idea that 
he would have to run around for the rest of his life with this piece of 
metal around his neck. 


Other cases included locking children ın metal containers—one boy 
died from heat exhaustion and suffocation—or dragging people behind 
tanks, throwing children into the Jubba River, and other incidents too 
disgusting to recount. The sexual aggression of the paratroopers also 
caused concern in Kismayo. 


When the abuses were first publicized by African Rights, the Belgian 
army and government denied them outright: Commander Van de 
Weghe said ‘The [African Rights] report 1s scandalous. The facts have 
been exaggerated, taken out of context or simply invented.’ Medecins 
Sans Frontiéres—Belgium, which was running the hospital in Kismeyo, 
also went out of its way to deny the allegations. 


But when Belgian soldiers began admitting to torture and killing, and 
photographs of blindfolded Somalis being tied to radio antennae and 
beaten were published, the truth had to be recognized. In fact, the 
troops’ activities were more scandalous than African Rights’ report had 
iotumated, and an inquiry was belatedly set up. The first report was 
superficial, with a few remarks on just seven incidents.’? But the allega- 
tions would not go away. A further 268 incidents were then submitted 
for investigation, including 58 cases of killing or serious injury. On the 
numbers killed, one of the paratroopers interviewed on Belgian radio 
commented, ‘You can multiply the official figure by four or five. At the 
minimum.’ One case came to court in which three paratroopers were 
acquitted of manslaughter. A second case of aggravated assault was also 
brought but thrown out. Later, 10 1997, another case obtained publicity 
because part of the evidence was a photograph of two Belgian paratroop- 
ers holding a Somali boy over a burning brazier. These two were also 
acquitted, on the technicality that the Somali boy had not come forward 
with a complaint. 


In May 1998, the Belgian courts belatedly showed some resolution when 
the sentence on a paratrooper accused of forcing a Somali girl to perform a 
stripshow was increased from three months to one year, after an appeal 
from the prosecution. He had ‘offered’ the girl to one of his colleagues as a 
birthday present. The judge accepted that Sergeant Dirk Nassel had been 
motivated by racism but could not convict him of torture and sexual 
abuse because the victims had not come forward to testify." Prosecutors 
are also investigating the case of another paratrooper photographed uci- 
nating on the corpse of a Somali boy inside the battalion’s base camp. 


The abuses by the Canadian force became far better known. Two Somalis 
were killed, and the Canadian army tried to conceal their murder. A 
Commission of Inquiry reported in 1997, finding much evidence for 
manoeuvring by the Department of National Defence to keep the 
inquiry from discovering the truth. They concluded: 


™ Commission d’enquéte Somalie, Rapport’, Brussels, 14 November 1993. 
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Perhaps the most troubling consequence of the fragmented, dila- 
tory and incomplete documentary record furnished by DND is that, 
when this activity 1s coupled with the incontrovertible evidence of 
documentary destruction, tampering and alteration, there is a nat- 
ural and inevitable heightening of suspicion of a cover up that 
extends into the highest reaches of the Department of National 
Defense and the Canadian Forces. 


In this case, as with the Belgians, the abuses appear to have been caused 
by front-line troops acting in a brutal and ill-disciplined manner. They 
were in a foreign country, without translators and often poorly led. 
Higher level involvement ın their atrocities were chiefly to do with the 
cover-up of abuses committed by the lower ranks. A sumilar pattern 1s 
evident with Italian troops responsible for abuses including looting 
camps for displaced people, dangerous destruction of munitions, rape 
and assault. The Malaysians beat up hospital staff and looted houses; the 
Pakistanis and Nigerians indiscriminately fired on protesting crowds; 
the Tunisians shot down civilians in the former university compound 
and later described them as ‘bandits’; the French opened fire on a truck at 
a checkpoint and then falsely claimed that the truck was carrying arms 
and a gunman had opened fire... The cases are too numerous to detail. 
(The Irish, Botswanan and Australian troops came away with good repu- 
tations however.) 


The Canadian abuses became most infamous. This 1s ironic: the Canadians 
deserve credit for thoroughly investigating every case that came to light. 
According to Somalis, the Canadians were some of the best behaved of the 
peacekeeping forces. A total of four cases of killing by the Canadians led to 
two cases of criminal charges. By contrast, several hundred cases of killing 
by the Belgian troops have yet to lead to a single conviction. 


Ironically, given their high-level leaders’ disregard for civilian life, the 
US troops also had a relatively good record of everyday behaviour. Two 
early cases of wounding and killing by us troops in February led to court 
martial cases—though the result was one acquittal and one very light 
sentence." The Us was the oly contingent in Mogadishu to have an 
office that entertained complaints from the Somali public and made 
compensation payments, chiefly to the victums of traffic accidents; only 
the Canadians and Australians (outside Mogadishu) had sumilar arrange- 
ments. Otherwise, Somalis had to suffer abuses without any official 
course of redress—a dangerous matter in a heavily armed society where 
people have a strong sense of honour and a universal readiness to defend 
themselves. They were often ready to voice their complaints with bullets. 


The Policy of Excessive Force 


Abuses by the us forces in Somalia were not the out-of-control excesses 
of frustrated front-line troops. They were the direct and inevitable out- 


4 Commussion of Inquiry, ‘Report’, 3 July 1997, p 20 
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come of decisions taken high up in the military command. Probably for 
this reason, the US has been conspicuously unwilling to open any sort of 
inquiry into the conduct of its forces, comparable to the efforts in 
Canada, or even the half-hearted attempts ın Belgium and Italy. 


On the contrary, the US soldiers have been portrayed as the victims of 
Mogadishu. In a sense, they were—but some of them were also responsi- 
ble for gross abuses, either on their own account or in carrying out 
orders. Enormous attention has been paid to the us Rangers and other 
service people who fought and died in Somalia. And there has been a 
process of ‘lesson learning’ and accountability——of sorts. The lesson 
learned was that the us should not intervene unless its national interests 
were at stake; chat better military coordination was required; and that 
the Us should not entrust command to other nationalities within a UN 
structure—despite the dominant US role in the UN structure in Somalia, 


Secretary of Defense Les Aspin took the blame for not sending armoured 
vehicles and C130 aircraft with precision bombing capabilities, which 
had been requested by the commander in Mogadishu in August 1993, in 
anticipation of events such as those of 3 October. He resigned in 1994. 
The ground force commander also took responsibility for the operation 
going wrong. He left the army in 1996. But who will take responsibility 
for the violations of international humanitarian law committed dunng 
the Somali operation? 


The first indication of a grave breach of the Geneva Conventions by us 
forces—in lay language, a war crume—was on 17 June.'® On this day, 
twelve days after the ambush in which twenty-three Pakistanis had died, 
a combined uN force—us helicopters, Moroccan, French, Italian and 
other ground forces—tried to overrun Aidid’s headquarters in South 
Mogadishu. They ran into much fiercer resistance than they had 
expected and the Moroccans in particular suffered heavy losses. For a 
while, the UN force commanders suspected that General Aidid had taken 
refuge in Digfer Hospital, Mogadishu’s largest hospital, which is about 
half a mile from his headquarters. No evidence was ever produced to sup- 
port this, but some snipers certainly took up positions on the roof of the 
building for a while. 


In response, the hospital was attacked by UN forces.'? There were approx- 
imately 380 patients in the hospital, plus about 230 hospital staff 
including 19 doctors. Dr Aweys Abdi: Omar was operating on a woman 
admitted with a bullet wound in her abdomen, when the entire building 
shook with the force of explosions: 


I was conducting an exploratory laparotomy on one of the patients 
who had been brought in overnight. She had a bullet wound. I 
heard someone say that the Moroccans were coming up the road 
from Benadir, and the militia were at the crossroads in front of 
Digfer. Just after chat I heard the first missile explosion... The staff 





16 However, on 12 and 13 June Pakistan: troops had fired into demonstrating crowds in 
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started to run, to flee to the basement. I continued my operation. I 
had to stay with the patient, but I could do nothing without the 
other staff. I was crying. I don’t know where that mussile hit, but I 
could feel the vibrations. Windows were breaking, a light fell from 
the ceiling. Then there were some explosions, and staff came and said 
that three patients in the recovery room had been killed. People were 
running. I finished the operation and stitched up the woman and put 
her in the ward. But there was no-one to take care of her...” 


Dr Aweys then sought safety in the basement, along with most of the 
staff and those patients who could move. Those who could not move 
were not so fortunate. In all, eleven artillery shells and helicopter rockets 
struck the hospital. One missile hit the operating theatre, passing over 
the head of a doctor as a patient was being prepared for an operation. 
Four missiles hit the orthopaedic ward, killing at least two people. The 
total number of casualties is unknown, as most people fled as the attack 
began. Later in the day, French troops stormed the by then largely 
deserted building, searched it, breaking down doors and ransacking 
offices. A depressing but common feature of the search was the theft of 
money and other valuables by the foreign troops. 


An inspection of the building and careful analysis of the impacts— 
which shows that some of the missiles were travelling downwards when 
they struck the building—demonstrates that at least some of the mis- 
siles were fired from helicopters—which means TOW anti-tank missiles 
from us Cobra helicopters, since no other contingent possessed attack 
helicopters. However, this was denied by a us military spokesman the 
following day. Lt-Col Trevor Jones told reporters, ‘I can assure you that 
no TOW missiles were fired at Digfer hospital and there was no artillery 
used by UN forces at all.’ Declining to say what types of weapons were 
used, Mayor Frank Fountain, a US military attorney, told the author that 
the us, Moroccan and French troops had fired solely in self-defence and 
had used minimum force and the most accurate weaponry available. "9 


But the official accounts of the battle are so contradictory and at variance 
with the evidence that they cannot be taken seriously. The physical evı- 
dence from the hospital, Somali eyewitness accounts, and the statement 
by the Italian General Bruno Loi that a major assault on the hospital was 
planned,”° all contradict the official claim of restraint and self-defence. 
One Us officer admitted to me in confidence that artillery and helicopter 
missiles had been fired at the building. It later transpired that us heli- 
copters had fired eleven TOW missiles during the battle of 17 June, of 
which five had malfunctioned or missed their targets. Most of the 
impacts were also several stories below the roof where the snipers were 
stationed—the term ‘most accurate weaponry’ is a relative one. 


Under the Geneva Conventions, a hospital should be protected. If one 
belligerent party violates the neutrality of a hospital by, for example, sta- 
tioning snipers there, the other party cannot simply attack; it must give 


18 Interview with the author, 9 July 1993 
19 Interview, 10 July 1993 
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warning and provide some protection for civilians. The UN forces did not 
do that: they just attacked, almost certainly with excessive force. The 
presence of a few snipers on the roof of a crowded hospital 1s no justifica- 
tion for firing heavy artillery and anti-tank missiles into the fabric of the 
building without warning. 


Dr Mohamed Fuji, the medical director of Digfer, who had been work- 
ing—like all his staff—as an unpaid volunteer for almost three years, 
noted that during this time they had received no assistance from the UN. 
The first UN matériel that arrived in Mogadishu’s largest hospital were 
the rockets. ‘This was not the reward we were expecting for our work’, he 
commented.” 


Whatever the truth of the matter, the incident required investigation. 
When on 10 July I questioned a us military attorney about the legality 
of the attack, his first response was that the UN is not a signatory to the 
Geneva Conventions and hence not bound by them.?? I objected to this 
obvious dodge, and he quickly added that the us forces felt themselves 
morally bound by them. He asked me to return the next day. But the 
next day, the UN issued instructions for my arrest and detention.?3 In the 
event, the atmosphere of Mogadishu had turned so ugly that I left town 
that same day. And with regard to the Digfer attack, a UN officer stated 
that ‘the normal rules of engagement do not apply ın this situation’.4 


Helicopter Attacks on Civilians 


On 12 July, us helicopters fired ten TOW rockets into a building where 
members of Aidid’s political movement were holding a meeting. At least 
fifty-four people, including clan elders and religious leaders, died in the 
house of Abdi Kabdiid, one of Aidid’s aides. When journalists arrived to 
cover the event, an angry crowd turned on them and four were killed. 


There is no doubt that the us helicopters attacked a chiefly civilian 
meeting.” Admiral Howe defiantly defended his decision to authorize 
the attack, which killed some intermediaries with whom he himself had 
been speaking a few days earlier. We knew what we were hitting. It was 
well-planned.’ In a familiar ploy, the Admiral attacked the media's rep- 
resentation of events and argued that ‘the main reason for UNOSOM’s neg- 
ative image was its poor media strategies’. Howe claimed that only 
twenty people had been killed, as against the Red Cross which said fifty- 
four had died, and Aidid’s SNA which produced a list of seventy-three 
people who they claimed had been killed. But Howe could not produce 
any evidence to back up his claim because, he said, the camera on the US 


a1 Interview with the author, 8 July 1993 

a Major Frank Fountain, interviewed by the author 
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helicopter had jammed. This was the first official admussion that Us mil- 
itary technology might occasionally malfunction. 


Ann Wright, a legal advisor to UNOSOM, sent a memorandum to 
Admural Howe the following day. The prose style cannot obscure the 
seriousness of the charge: 


This UNOSOM mulitary operation raises important legal and human 
rights issues from a UN perspective. The issue boils down to 
whether the Security Council Resolution’s directive [following the 
killing of the Pakistanis] authorizing UNOSOM to ‘take all necessary 
measures’ against those responsible for attacks on UNOSOM forces 
meant for UNOSOM to use lethal force against all persons without 
possibility of surrender in any building suspected or known to be 
SNA/Asdid facilities or did the Security Council allow thar persons 
suspected to be responsible for attacks against UNOSOM forces 
would have an opportunity to be detained by UNOSOM forces and 
explain their presence in an SNA/Aidid facility and then be yudged 
in a neutral court of law to determined if they were responsible for 
attacks against UNOSOM forces or were mere occupants (temporary 
or permanent) of a building, suspected or known to be an SNA/Aidid 
facility. 


It seems that UNOSOM, and in particular its us leadership, had decided 
that the UN Security Council resolution had indeed authorized it to dis- 
regard international humanitarian law and take wholly arbitrary and dis- 
proportionate measures. My questions about the Geneva Conventions of 
two days earlier had struck a sensitive note. 


An operation such as this was a wholly us affair. General Montgomery, 
commander of the QRF, would have consulted with Admiral Howe and 
almost certainly obtained authorization from CENTCOM in the United 
States. It needs to be asked how far up the chain of command, which 
leads ultimately to the White House, such consultation went. 


The us position—and that of the increasingly client-like UN—was made 
clear by two subsequent incidents. In the first, the UN detained fifty-five 
Somalis without charge, alleging they were key supporters of General 
Aidid (most of them were). David Ijayala, legal advisor to UNOSOM, said 
only that the prisoners were being held for security reasons and ‘the 
authority is under Chapter Seven [of the UN Charter, which authorizes 
the use of force], no other legal code’.?9 


The second occurred on 9 September when an SNA ambush disabled a us 
tank, and the QRF was sent in with helicopters to rescue stranded us sol- 
diers and engineers. One of these helicopters opened fire on a crowd, 
killing an estimated sixty people—armed and unarmed. The UN 
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spokesman, Major David Stockwell, said “There are no sidelines or spec- 
tator seats—the people on the ground are considered combatants.’ In 
truth, it 1s often difficult to differentiate between a combatant and a 
civilian in a counter-guerrilla war—which is one reason why the us has 
refused to sign the 1977 Additional Protocols to the Geneva 
Conventions, which extend legal protection to a// civilians, making no 
distinction between, for example, infants and nursing mothers and 
workers in munitions factories. But the very foundation of international 
humanitarian law is the idea that some restraint must be exercised to 
minimize the danger to civilians, or ın legalese, that ‘the methods used 
in combat are not unlimited’. us helicopter actions disregarded this 
foundation of the laws of war. 


The problem 1s that the us doctrine of overwhelming force ensuring 
munimal US casualties is almost wholly inapplicable in a situation of 
urban warfare where restraint is essential; almost by definition it 
involved breaches of the Geneva Conventions. The limits of us technol- 
ogy were shown up on almost the first day of the battle, when us military 
spokesmen proudly announced that bombing by a C130 airplane had 
destroyed Aidid’s headquarters. In fact, in a remarkable display of preci- 
sion bombing, the neighbouring house belonging to a businessmen 
named Hassan Hashi had been comprehensively levelled. One stray mis- 
sile had made a neat hole in Aidid’s roof terrace. 


In this context, the tragedy on 3 October, when several hundred people, 
eighteen of them American, died in a series of battles near the Olympic 
Hotel, appears as a tragic inevitability. The numbers killed in this battle 
are a matter for dispute and speculation. Initial estimates of the fatalities 
among Somalis were 200 dead. One leading Somali businessman in the 
area considered this number exaggerated, saying that he could only 
account for sixty dead in the vicinity of the Olympic Hotel.3" But the 
fighting covered a large area and many of those who died did so in their 
own compounds, where they were buried. Others came up with higher 
figures: Bowden’s estumate runs to nearly 500 dead, which is less than 
some Somali elders’ figures—though some of those estimates may have 
included earlier battles as well. Doctors in the city’s main hospitals were 
overwhelmed with hundreds of casualties, and with the poor emergency 
facilities available——despite the surgical expertise of Mogadishu doctors, 
who have unparalleled experience with gunshot and shrapnel wounds— 
the ratio of fatalities to casualties must have been high. 


Brutality and Resistance 


The death toll ıs tragic. But the reasons for it, and the total lack of 
accountability on the part of the us military command, are just as signifi- 
cant. The accounts by DeLong and Tuckey, and Bowden are full of 
glimpses into the savagery of the fighting, and the readiness of the us 
forces to use excessive force. The us soldiers did not a/weys use excessive 
force, it is true—there are many clear examples of restraint and the careful 
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targeting of gunmen amid crowds of civilians. But there are just as many 
cases in which soldiers fired without identifying their targets, or loosed 
off great barrages of missiles, or even shot down people in cold blood who 
presented no threat to them at all. There were times when they shot at 
everything that moved, took hostages, gunned their way through crowds 
of men and women, finished off any wounded who were showing signs of 
life. Many people died in their homes, their tin roofs ripped to shreds by 
high-velocity bullets and rockets. Accounts of the fighting frequently 
contain such statements as this: ‘One moment there was a crowd, and the 
next instant it was just a bleeding heap of dead and injured.’ Even with a 
degree of restraint on the part of the gunners, the technology deployed by 
the us Army was such that carnage was inevitable. 


One thing that the Us and UN never appreciated was that, as they escalated 
the level of murder and mayhem, they increased the determination of 
Somalis to resist and fight back. By the time of the 3 October battle, liter- 
ally every inhabitant of large areas of Mogadishu considered the UN and us 
as enemies, and were ready to take up arms against them. People who ten 
months before had welcomed the us Marines with open arms were now 
ready to risk death to drive them out. The Americans’ inability to tolerate 
casualties, especially when televized, and their even greater inability to 
tolerate captive American soldiers, meant that the Somalis had leverage 
over the us disproportionate to their military capabilities. 


When pilot Michael Durant was captured, General Aidid turned the 
tables on his adversaries. The us forces called a truce, and called 
Ambassador Robert Oakley, whose policy had been to appease Aidid, 
back to Somalia. He told the cautiously triumphant General what would 
happen if Michael Durant was not released: 


This is not a threat. I have no plan for this and T'Il do everything I 
can to prevent it, but what will happen if a few weeks go by and Mr 
Durant is not released? Not only will you lose any credit you may 
get now, but we will decide that we have to rescue him. I guarantee 
you that we are not going to pay or trade for him ın any way, shape 
or form... 


So what we'll decide is we have to rescue him, and whether we have 
the right place or the wrong place, there's going to be fight with 
your people. The minute the guns start again, all restraint on the us 
side goes. Just look at the stuff coming in here now. An aircraft 
carrier, tanks, gunships...This whole part of the city will be 
destroyed, men, women, children, camels, cats, dogs, goats, don- 
keys, everything... That would be really tragic for all of us, but 
that’s what will happen. 


What the us forces did on 3 October 1s an interesting example of 
‘restraint’, and it is truly alarming to think abour what lack of ‘restraunt’ 
might entail. 


3 Mark Bowden, Helicopter Provides Support’, The Arrzema Repablac, 24 December 1997. 
3 Mark Bowden, ‘Plans Laid for Dignified Withdrawal’, The Saatile Times, 8 February 
1998. 
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Justifying why the us would send troops to Somalia but not Bosnia, 
General Colin Powell said, We do deserts, we don’t do mountains’. 
Responding to the launch of Operation Restore Hope, the us 
Ambassador to Kenya, Smith Hempstone, remarked, ‘If you liked 
Beirut, you'll love Mogadishu’.34 His was the more prescient remark. 
The US army doesn’t ‘do cities’ erther. 


The us military operations in Mogadishu raise questions about Us mili- 
tary ethos and doctrine thet are not only unanswered but rarely aired ar 
all. Who is to be called to account for clear breaches of the Geneva 
Conventions? Some individual soldiers are doubtless guilty of excesses, 
but it would be a shame if they were scapegoated: it was senior comman- 
ders who made the key decisions. A serious inquiry into US military con- 
duct in Somalia—comparable to the Canadian investigation—might 
well lead rapidly to the Pentagon and the White House. This possibility 
was no doubt in the minds of the us negotiators to the Rome conference 
on the creation of the International Criminal Court. ‘Malicious prosecu- 
tions’ against a few front-line Marine privates is probably something the 
us Administration could live with. Following the chain of command to 
its zenith is not. 


Mogadishu also compels us to ask, is US military doctrine itself compati- 
ble with fighting a determined enemy without inflicting wholly dispro- 
portionate casualties on the surrounding population? It appears thar the 
us Army may have become so dedicated to the myth of a painless victory 
that it cannot cope with adversity, and at the same time retain the essen- 
tial minimum of humanity in warfare. Or, to put the matter more 
bluntly, does the us Army no longer fight but rather massacre? 


H US News and World Report, 14 December 1992 
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review 
Tom Nairn 


Reflections on Nationalist Disasters 


Seventy-five years ago there occurred an event, obscure at the time, from 
whose terrible consequences the world of 2000 AD has not yet completely 
recovered. The place was Munich, capital of the historic Kingdom of 
Bavaria and now the second city of the recently formed all-German Resch 
or Commonwealth. The time was five years after the end of World War 
1, when this new would-be imperial state had been defeated, and then 
both punished and humiliated by the victors. What was to become the 
most extreme currency inflation in history had begun, fuelling the 
strangely inebriate climate described in the words of a contemporary 
economist—‘Things political and economical here are in a bigger mess 
than ever, the future wrapped in Egyptian darkness...’ By the autumn of 
the same year the Reichsbank would be issuing 100-trillion-mark notes, 
and 1t took a pocketful of them to buy a single us dollar. 


In the darkness, reckless and despairing forces multiplied. Munich was 
their favoured venue, combining as it did relative economic backward- 
ness, cultural vivacity and a particularism as yet incompletely reconciled 
to German unity. Many Bavarians still perceived the latter as domination 
by Prussia and Berlin. They distrusted the centralism of the Weimar 
Republic. as much as its supposed leftism and openness to ‘Jewish 
influences’. One consequence of this was that all-German nationalism 
assumed an especially shrill and raucous form there. Immediately after 
the war an independent Bavarian Republic had been proclaimed under 
the leadership of the socialist Kurt Eisner, deposing the native 
Wittelsbach monarchy and calling on the other German states to follow 
its revolutionary lead. The call was not answered, and Eisnet’s regime 
endured only a few months. What it did succeed ın doing was to arouse 
the fear of death among the predominantly conservative cadres of the 
stately old capital on the Isar, as well as in Bavaria’s 80 per cent Catholic 
countryside. 


The significance of that milieu for the rise of German fascism has been 
underlined in a remarkable new study by Professor David Large, Where 
Ghosts Walked: Munich's Road to the Third Reich. His title comes from 
Stephan George’s poem on the city, evoking the Fraxenkirche or Kirk of 
Our Lady, in sight of whose spires alone the true Ma#uchner feels at home 


1! David Clay Large, Whore Ghests Walked: Munsch's Read te the Third Resch, Norton, New 
York & London 1997, £23 hb. 
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on a ‘soil as yet untouched by bane, in the town of folk and youth’. 
Within its charmed walls amiable ghosts from the past still walked in 
broad daylight, and blessed or consecrated the present. Later on, the 
greatest of Munich writers, Thomas Mann, was to give a bitterly differ- 
ent picture of those same ghosts. Are they not also the darkly mediaeval 
spirit of ‘Kaisersaschern’ in Doktor Faxstus—the well of the Devil him- 
self, whose waters How through Adrian Leverkuhn’s hypnotic music 
before driving him to madness and death? 


The Birth of a Wolf 


‘How is it... thar everything rotten and unable to maintain itself else- 
where was magically pulled towards Munich?’, asked novelist Leon 
Feuchtwanger, driven from the city by anti-Semitic persecution. While 
Berlin was becoming one of the world’s most cosmopolitan cities, he 
mused, Munich slid irresistibly into provincialism and bloody-minded 
racism. Among those drawn to the Bavarian capital was would-be archi- 
tect Adolf Hitler. Onginally a draft-dodger from the Hapsburg Empire, 
he joined the Bavarian army instead and became a trench-messenger 
during the war. We know why he liked Munich. ‘A heartfelt love seized 
me for this city’, he wrote in the 1920s, ‘... what a difference from 
Vienna! I grew sick to my stomach when I even thought back on that 
Babylon of races... Most of all I was attracted by this wonderful marriage 
of primordial power and fine artistic mood... [which] remains insepara- 
bly bound up with the development of my own life’. The terms are inter- 
esting. Much larer on ‘primordial’ became the customary term for 
theories ascribing an ethnic or pre-modern foundation to nineteenth- 
and twentieth-century nation-states. The artistic mood was that of a 
mind capable, ın something like Benedict Anderson’s contemporary 
sense, of imagining national community along just such lines—through 
the hypnotic rear-view mirror of feigned retrospect and mythology.” 


He returned from the Bavarian army ın 1919 as a ‘political education 
agent’—1n effect, a political snitch paid to infiltrate new political orga- 
nizations and report back to the Bavarian government. One of these was 
a small gang of (mainly) war veterans calling itself the Dewtscbe 
Arbeiterpartei or Workers’ Party. It numbered only a few dozen but was 
seen as having anti-Bolshevik ‘potential’. The bosses encouraged their 
agent to join and help fund and then lead it; and a few months later it 
was able to stage a successful mass meeting in the Hofbrduhaxs, a city- 
centre beer-cellar. There something astounding happened. 


The sickly-looking Austrian spoke for the first time before a large audi- 
ence, announcing the movement’s new twenty-five-point radical pro- 
gramme while his fellow-members held opponents at bay with 
truncheons and well-aimed beer-mugs. The platform included national- 
ization of trusts and the confiscation of war profits, but that was not what 
gripped the listeners. It was the voice itself—a raucous, snarling furnace- 
blast from some scarcely human region, sounding indeed like the echo of 
primordial will, over-riding every doubt and liberal scruple. The 


See Benedict Anderson, Imagtaed Commas: Reflections on the Origa and Spread of 
Natrenaliom, Verso, London 1991 
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Workers’ Party (later the National-Socialist Party, or ‘Nazis’ for short in 
the Munich vernacular) had made its mark. Its leader wrote afterwards: 
‘When I finally closed the meeting, I was not alone in thinking that a 
wolf had been born thar was destined to break into the herd of deceivers 
and misleaders of the people’. 


The Wolf’s True Lair 


In time that wolf was to enslave the people of all Germany, slaughter 
much of European Jewry and come within measurable distance of world 
domination. But as David Large argues, its womb lay in Munich, and it 
was with good reason that Hitler insisted this city was the spiritual 
home of the Third Reich. After its monstrous birth, the NSDAP grew into 
a mass movement capable of taking over the whole city-centre for its 
first party rally in January 1923. Some months previously, Mussolini’s 
Jralian Fascist Party had leapt into power following the march on Rome, 
and pressure mounted for a comparable coup in Bavaria. Now supported 
by significant parts of the Munich establishment, the Nazis planned a 
three-day political carnival to culminate on Sunday, 28 January. 
Conservative historian Karl Alexander von Müller attended its main 
event, and published a memoir about ıt. He recalled how ‘the hot breath 
of hypnotic mass enthusiasm’ attained its unexampled climax as Hitler 
led his entourage through the shouting masses: 


He passed very close to me and I saw this was a different person 
from the one I had met here and there in privare houses: his narrow, 
pale features were concentrated in wrath, cold flames leapt from his 
piercing eyes, which seemed to search left and right for possible 
enemies, as if to cast them down. Was it the mass audience that 
gave him this uncanny power? Or did he empower the audience 
with his own inner strength?3 


This was the first of the Party Days which, after 1933, were turned into 
great state and media occasions. The best known is that of 1934, filmed 
by régime cinematographer Leni Riefenstabl as Trinmph of the Will. But 
the triumphalist path was laid eleven years before, when the party occu- 
pied and defended its original lair against rivals and opponents, with the 
connivance of a local élite more afraid of ‘Jewish Bolshevism’ and heartless 
capitalism than of those claiming to voice ancestral blood and instinct. 


What was the source of the larter’s hypnotic power? On a personal level the 
physical voice was obviously important. Innumerable commentators 
would remark, like Müller, on Hitler's insignificance and ordinariness. But 
part of his authority must have lain ın the sheer contrast between these fea- 
tures and his vocal cords. When he projected his voice in public it was as if 
the ‘wolf’ was released, its power bizarrely amplified by the banality of the 
source. Chaplin’s mocking film The Greet Dictator concentrated on the lat- 
ter, but could not of course reproduce the former. As Marshall McLuhan 
observed in the 1960s, the voice was coincidentally appropriate to the new 


communication age just then being inaugurated by radio. 


3 Karl Alexander von Muller, Errxmerexgen 1919—1932, Munich 1966, as quoted by Large, 
p 165. 
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Where Ghosts Walked throws more light upon one specific and important 
factor ın the equation. Large’s emphasis on Bavaria suggests how the spe- 
cific toxins of German nationalism arose partly out of a fierce, sometimes 
almost urresolvable, tension between locality and centralized power. 
Detestation of Berlin and Prussia was endemic among Bavarans, and 
heartily reciprocated in the Prussian counter-myth of Munich as a 
Hicksville of beer-swilling cretins, second-rate painters and slaves to the 
crucifix. In fact, there were Nazis who despaired of Hitler’s obsession 
with the South—at one point Goebbels even proposed expelling ‘the 
petit-bourgeois Hitler’ from the movement unless he shook off its perni- 
cious influence. 


But what the Austrian ‘outsider’ may have instinctively grasped was 
the fruitfulness of that very tension. The wide disparities of Germany 
-—a loose collection of smaller kingdoms until only one generation pre- 
viously—could only be fused effectively together by a violently addic- 
tive ideology, through beliefs imbued with the force of traditional 
religion, plus the most modern media-techniques. And the materials 
for this forging process were most conspicuously present in Munich. 


The Wilhelmine Resch had been a hastily-assembled and ramshackle 
structure, still haunted by the shades of mediaevalism. Its defeat in 1918 
and the subsequent crazy economic landslides of 1922—23 and 1929 fos- 
tered a special sort of disorientation, where these ghosts were at once 
reanimated, quite unreconciled to the new Republic, and yet had 
nowhere to retreat to. In Large’s account, Bavarian separatism haunted 
every moment of Munich politics—yet almost no one really wanted to 
risk a return to the Wittelsbach monarchy. But at the same time the 
Nazis dangled a heady escape-route before those caught in this dilemma: 
they suggested thar Bayera could become the font of true ‘Germanness’, 
within which rural backwardness would be magically changed into uni- 
versal mission—into a redemptive crusade to fuse province with Reich, 
then Germany with the world. The biological science of the period sup- 
posedly guaranteed the deal. And now the contract was enunciated by a 
voice unleashed from some outer—or was it inner?—exultant darkness, 
the clamorous shriek of Beelzebub himself. 


The Broader Picture 


A wider historical and theoretical problem 1s also rmplicitly addressed 
by Professor Large’s argument. In most accounts of the development 
of nationalism, the processes of Italian and German unification have 
figured ın a highly favourable ght. Even liberal or left-leaning his- 
tories generally stern about ‘narrow nationalism’ have viewed the late 
nineteenth-century Italian and German states with approval— 
indisputably progressive victories over ‘feudalism’, the bringing 
together of unviable petty starelets. Does not such ‘modernization’ in 
some way prefigure present day demands, when, again, nation-states 
ought to be joining up rather than breaking up? 


41 have further explored these issues in my recent book, Feces of Natreme/som: Janus 
Ræstad, Verso, London 1997. 
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But there was always an awkward downside to the bland vision, and it is 
here that Where Ghasts Walked has most relevance. Regrettably, both 
these great and exemplary unification projects ended in Fascism. Indeed 
they invented the beast. Was this just bad luck? Anything but, if one 
reinterprets the rise of Hitlerism more circumspectly, with more careful 
attention to its regional and national roots. After he got out of Munich, 
Thomas Mann denounced the degeneration of his city’s culture into 
‘high-flown, wishy-washy cant, full of mystical euphoria with hyphen- 
ated prefixes like race- and folk- and fellowship-’, but he failed to under- 
line sufficiently how the cant responded to the profound moral failure of 
the Wilhelmine state. Similarly, Italian Fascism—with equally strong 
regional roots, a comparable charismatic chieftain and quasi-mulitary 
organization—demolished Risorgrmento liberalism and the Savoy monar- 
chy by ‘marching on Rome’ (or more exactly, by threatening to). 


In both situations, hastily created state-unions had dissolved a host of 
older countries—city and princely states, early-modern or even mediae- 
val kingdoms—in a way intended to be final, and which indeed still 
appeared so in the circumstances of the 1920s. In that imperialist or big- 
state world very few thought seriously of returning to the Dukedom of 
Tuscany, or the kingdom of Piedmont, to Hanover, Bremen city-state or 
Bavaria. And yet liberal-progressive unity, the grandly proclaimed wider 
identity, had clearly foundered. What way out was there but a drastic 
reformulation of that identity along illiberal-populist lines, emphasizing 
the things either dented or side-lined by the former unity regimes? But 
such emphasis demanded an oneiric or even inebriate style, since in con- 
ditions of crisis only the headiest concoction had a hope of transcending 
the gross regional/national contrasts still alive over both territories. 


It should also be remembered that high-flown mystical euphoria about 
Volk and race gained an added electrical charge from the comversion-process 
itself. This ıs what Hitler and Mussolini counted on, and it becomes 
much more visible on the smaller scale. A Lombard or a Sicilian, a 
Rhinelander or a Bavarian who bought into being ‘Italian’ or ‘German’ 
in their new fantasized sense would almost certainly do so to excess. 
Repression of one identity-format is best achieved by fanatical embrace 
of another—something quite familiar in Britain, in Welsh, Irish and 
Scottish conditions. In the post-World War 1 era the available formula 
for such non-democratic ‘rebirth’ was provided by Social Darwinism and 
the mythology of pre-scientific genetics—ideas then quite widely held, 
we should not forget, ın the UK, France and America as well. In fact they 
were pretty influential in the British Labour Party, as shown 1n the early 
career of Harold Laski. The Kramnick-Sheerman biography showed to 
what an astonishing extent the early life of both Laski and his wife Frida 
Kerry was dominated by the eugenics movement.’ 


However, another lesson in David Large’s story 1s the sheer complexity of 
the conditions needed to generate disaster on thar scale. In other circum- 
stances the same ideas led to quite different consequences—or, as in 
Britain, just evaporated ın the face of new challenges. Blaming such cata- 
strophes on ‘nationalism’ alone is as much use as blaming a violent storm 


3I Kramnick end B Sheerman, Hereld Laski. A Life on the Left, London 1993 
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on the weather. If one looks comparatively at some twentieth-century 
cataclysms, then a tentative diagram of their causation might look some- 
thing like this: 
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The analogy used for this model is that of a thermo-nuclear fusion 
process (with apologies to Donald McKenzie).6 Sometimes thought to be 
achievable ın shorthand—as in the myth (if that is what it is) of the ‘suit- 
case bomb’—such reactions depend in fact upon a wide range of neces- 
sary conditions. These can be assembled, fortunately, only by exceptional 
means, and even then temporarily. While no precise social or historical 
analogy 1s possible, I think one can say that a similarly wide range of pre- 
cipitating factors is needed for the disastrous societal ‘explosions’ which 
have brought about genocidal or ethnic-cleansing pandemonium, and 
closer-range studies like Where Ghasts Walked or Ben Kiernan’s The Pol 
Pot Regime make this a lot more obvious.” 


In a more distant or superficial perspective ‘nationalism’——in the sense of 
ethnic or racial nationalism—has often been made the main, or even the 
sole, cause of such disasters. Argument then goes round in inescapable 
circles. If ethno-nationalist politics is responsible for the horror, end (as 
most broad-brush analysts tend also to believe) is ‘inescapable’ and recur- 
rent, then history settles down into the sad business of waiting for ‘the 
next time’, and doing one’s, probably futile, best to exorcise fate in 
advance. But actually this is little more than headline-history, in the ser- 
vice of a deeply conservative world-view. 


SDonald McKeon, Keswrag Machines: Eiseys on Techazcal Changs, Cambadge, Mass 1996 
chio, “Tacit Knowledge and the Uninvention of Nuclear Weapons’, especially p. 220. 
7Ben Kiernan, The Pol Pot Rem: Roce, Power and Genocide iu Cambodia Under the Khar 
Renge, New Haven 1996 
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The most salient ideological feature of such crises is some form of nation- 
alist belief, which 1s presumably why it gets seized on as the culprit. 
However, its critical impact has been inseparable from two accompany- 
ing conditions (left and right from the top, in the diagram): a structural 
‘identity’ cramp or developmental antagonism, and a recent or ongoing 
‘landslide’ instilling deep personal fears—a sense of the societal earth 
actually giving way. David Large gives a vivid idea of how these func- 
tioned in 1920s Bavaria. In the two other examples used here, we know 
what the equivalents were: for Cambodians, an historical dread of disap- 
pearance, followed closely by being carpet-bombed ‘into the Stone Age’; 
for the ex-Yugoslavs, the repressed inheritance of Greater-Serb identity, 
reanimated in circumstances of both state and economic collapse. 


Yet even these conditions might not have generated catastrophes without 
some or all of the other factors indicated in the graphic as the ‘missionary’ 
of crusading mentality capable of turning national aspiration into a version 
of imperialism, and an associated ‘foreign foe’ used to foster such paranoia. 
Psychologically, the two things have usually been linked together by the 
fixed idea of ‘life or death’—that is, the communal and threatened exis- 
tence (ın which individuals feel a personal stake) thar appears sustainable 
only by an external drive against those bent on the people's death. 


Looking to the nght of the diagram: ıt is also significant that sxiforms fig- 
ure prominently in most situations of this kind: they are a way of both 
legitimating and advertising violently radical aims. Hence either military 
or para-military formations have canalized and taken over most ethnic vio- 
lence, and the biggest offenders have been, not surprisingly, those of the 
state—with Indian ‘communalist’ violence as the most important excep- 
tion. But ‘the stare’ in most cases has meant ‘the Party’: all such cataclysms 
have also been struggles either to obtain one-party autocracy (Germany) or 
to reinforce and preserve it (Cambodia, Serbia-Yugoslavia and Rwanda). 
The Party in tum can function only through an autocratic Leader. 


Finally, it should not be forgotten that this complex reconfiguration of 
ethnoo-nationalism has normally had a powerfully rural or small-town 
foundation. This has often tended to be overlooked, partly through mis- 
understanding of the all-powerful German example. It is easy for modern 
commentators to forget just how rural the Germany of Hitler and 
Heidegger was, above all the South Germany portrayed in Large’s book. 
He depicts whar today cannot help seeming a largely different and lost 
Central European world. As he is careful to underline in the Epilogue, the 
wolf's lair of Nazism was far removed indeed from today’s Munich, one of 
the greatest industrial conurbations in Europe. Back in the 19205 it was 
still the overgrown, easy-going ‘county-town’ of a largely peasant culture. 
Cambodia of the 1970s and Rwanda of the 19905 were virtually 100 per 
cent peasant nations. At the moment of Yugoslav collapse, both Bosnia 
and Serbia remained far less couched by a process of halting industrializa- 
tion than many outside observers realized—is this not why they were able 
to produce a ‘village war’ unconcluded in the present decade? 


This element may also help us towards a tentative general chronology of 
ethno-nationalist disaster. Such explosions have been intimately linked 
to the moment of rural-urban transition—‘moment’ here meaning not 
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‘instant’ but a world-historical phase, possibly multi-generational ın 
duration and yet with a determinable beginning and end. In it wolves 
like Mussolini, Hitler, Milosevic, Pol Pot and General Habyarimana 
were born. They were products less of the countryside and peasant cul- 
ture than of the new lairs of forced passage, in which ancient attitudes 
and reflexes conducted a survival-bartle against modernity, of necessity 
emotionally violent and rooted in an idealized past time. These were also 
among the ‘ghosts’ of Large’s book, and sometimes they won, for a time. 
But if some of them are still around, or pending, at least we can see they 
are not inscribed in human nature or history. All their baleful presence 
implies ıs thar the ‘moment’, in the complex sense I have tried to mdi- 
cate-——-modernization, urbanization and their up-dated descendant 
‘globalization’—is itself far from over. 
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Michael Rogin 


Spielberg's List 


I 


At the climax of Amustad, Steven Spielberg’s rescue fantasy about the 
rebellion, recapture, and courtroom liberation of African slaves, the 
slave leader Cinque (Djimon Hounsou) teaches Joho Quincy Adams 
(Anthony Hopkins) the value of ancestor worship.* He thereby authors 
the Supreme Court brief that wins back his freedom. The 
camera that lingers lovingly in soft focus on one founding father bust 
after another has come a long way from Amisted’s opening scene, 1n 
which African freedom emerges from the fragmentary, chaotic violence 
of what turns out to be a slave revolt. As something moves myster- 
iously on the black screen, a flash of lightning illuminates—to quote 
from Time critic Richard Shickel’s glowing review——‘the wild rolling 
eye of what might be a desperate and panicked animal.’ Less thrilled 
than Schickel, the Washington Post's Courtland Milloy spotted ‘the 
same lightning-lit eye technique that made T Rex so spooky ın Jurassic 
Park.’ Milloy goes on, ‘Spielberg brings Cinque to life as a sweaty, 
black-faced monster with fingers dripping with blood. By the time 
Cinque breaks out of the bowels of the boat and slaughters some of his 
captors, I am left wondering: Didn’t I see a Spielberg dinosaur do the 
same thing in The Last World?! 


Like the pieces of a kaleidoscope falling into place, Amsstad’s yump-cut, 
opening fragments coalesce into a single climactic primal shot— 
Cinque rising up and roaring in violent triumph as he pulls a sword 
from the belly of the Spanish ship's captain. Spielberg may have 
been invoking King Archur’s Excalibur, but he also had another king, 
another animal, in mind. ‘Spielberg must be aware’, writes David 
Edelstein, that the shot that synthesizes his two identities— as director 
of monster films and historical holocausts—is an homage to King Kong. 
As Edelstein puts it, ‘He has set out to make the Krag Kong that actually 
happened.’ 


* Thanks to Alyson Cole for Amsted matenals and ideas, to Françoise Vergés for discus- 
sions abour the film, and to Enc Lott for first alerung me oo the significance of the rece 
issue in Primary Colors. 
* Courtland Mulloy, ‘Amistad Through a Different Lens’, Washington Pest, 14 December, 
1997, BOL 
3 David Edelstein, ‘In the Belly of the Beast’, Slate Online Mower Revtew, 13 December, 
1997 
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Dr. Frankenstein was the modern Prometheus; Cinque—kidnapped 
from Africa, chained, and exploited for profit—is the modern King 
Kong. Spielberg has remade ‘that most primal of all white xenophobic 
movie fantasies’? into an anti-slavery spectacle that redeems white 
America as well. Just as the exhibition of King Kong in chains shifted 
audience sympathy from captors to captive, so media-generated fore- 
knowledge of the fate of the reimprisoned Amzstad rebels allows us to 
admire at once African savagery and the white men who free the slaves a 
second time. 


Admire is too mild a word. Critics who have debated whether unsubti- 
tled Mende dialogue exoticizes the Africans ought to pay more attention 
to the camera. Eliminating the white woman as the object of King 
Kong’s desire, and inheriting the exhibitor-photographer position dis- 
played within chat film, Amistad turns its lens on the black male body 
instead. For the male gaze that adores the founder's sculpted heads has 
tracked seamlessly from violent slave revolt through the softcore porn 
display of black genitalia. It is Amistad’s signal achievement to give 
eroticized African exoticism the antislavery paternal blessing. 


‘The spectacular fusion of kitsch and death’4 haunts representations of 
historical horror, which necessarily flirt with a prurient interest in tor- 
ture. The pornography of violence in Schindler's List culminates in the 
now-notorious shower scene, the ‘full-frontal nudity’, as an admiring 
account puts 1t, of Jewish women of all ages and shapes—except is 
tal——whose shower-nozzle death by gassing turns out to be an actual 
shower. The most important woman in Amistad, by contrast, who plays 
with human captives as if they were her dolls, is the over-dressed ‘pubes- 
cent Queen’, Isabella. Black women in full-frontal nudity are tossed 
overboard in Amistad’s middle passage flashback, to be sure, but it is 
black men who replace Schindler’s Jewish women as the object of sensa- 
tionalist eroticism. 


The neoconservative film critic Michael Medved, who has attacked 
Hollywood’s indulgence of sex and violence, mdicules the white Amistad 
actors dressed in their grandfathers’ clothes; he recognizes thar they all 
unintentionally share the costume-drama absurdity Spielberg means to 
restrict to the girl Queen and her proslavery American collaborators. 
Like Oprah Winfrey—‘the best screen performance ever by a black 
actor’—however, Medved drools over the ‘former male model’ Djimon 
Hounsou, ‘who brings leonine grace, muscular self-assurance, and spec- 
tacular emotional range’ to the Cinque role. This overexcited critic men- 
tions neither the shots of naked black men casually filmed from behind 
nor the flashes of cock and ass during the ‘harrowing’ middle passage 
flashback.® 


3 Ibid 

4 Mirem Bratu Hansen, ‘Scbredler’s List is not Shoah The Second Commandment, Popular 
Modernism, and Public Memory’, Critical Inqasry 22, Wincer 1996, p. 297 

3 Edward Guchmann, ‘Sprelberg’s “List”’, Sea Francie Chrenrcde, 12 December, 1993, 
‘Datebook’, p. 26 

6 Michael Medved's Review of Amsted <http /Aeww 570kvi com/oldaice/amistad htm>; 
Oprah is quoted ın Vaishal: Honawar, ‘Shame’, <hetp:‘www/recliff com/iorertain/dec/12 
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American mass culture has covered this territory before, from the ‘long- 
tailed blue’ of nineteenth-century blackface minstresly’ to John Ford’s 
Prisoner of Shark Island (1935), where interracial physical intimacy between 
white master and black man is set against half-naked massed black guards 
on the prison island where the doctor suspected of aiding John Wilkes 
Booth is brutalized. Tumes have changed, but masochistic investment, the 
display of black male bodies, and the wish for interracial embrace and for- 
giveness all remain constants under the reversal in ideological sign. 


Opening with Cinque’s muscular body, bloody sword in hand, wet with 
rain and filmed from below, Amistad concludes by returning the freed 
slaves to Africa. Although Cinque retains his powerful, masculine, 
naked arm, the other Africans, all dressed in white, resemble a gospel 
choir. Cinque has left behind an animal tooth, a gift to remind the black 
abolitionist, Joadson (Morgan Freeman), of his roots. Interposing white 
between black men, and sever missing an opportunity to film interra- 
cial recognition, Spielberg has permitted not Joadson but the white 
lawyer, Baldwin (Matthew McConaughey) to find that tooth on the 
Amistad and return it to Cinque. ‘We are all multiculturalists now’, 
Nathan Glazer, has announced;® in Amzstad’s happy marriage of Afro- 
centrism and Americanism, each colour and creed retains its culturally 
pluralist identity. 


Given Hollywood's long reticence to depict slavery with anything other 
than nostalgia, producer Debbie Allen’s desire to dispel the myth that 
slaves were acquiescent Sambos,’ and the Hollywood screen’s normal fil- 
ter of wretchedness through condescension or disgust, it is easy to under- 
stand why Amustad conjomns slave revolt and erotic spectacle. Pay 
attention, however, to the terms of Spielberg’s bargain. Like the 
Moynihan Report on the Negro Family and the Million Man March, and 
from Africa to the American founders to God, Amistad consists of fathers, 
fathers, fathers, all the way down. 


H 


Primary Colors, the notorious roman à clef about the 1992 Clinton 
Presidential campaign that is now a major motion picture, makes a fun- 
damental and gratuituous departure from the historical record by 
intruding race into the southern governor’s seductions. Not only does 
the candidate knock up a black teenager in the film, but the campaign 
aide who tells the story and who finally also succumbs to his charms is 
George Stephanopoulos in blackface. Life imitating art, it is the black 
politicians who have remained most loyal to the President in the revised 
and expanded current edition of the Clinton follies. Never mind that 
their ghetto constituents are the single group most harmed by Clinton's 
legislatrve initiatives, For although he has ended welfare entitlements 
and taken a law-and-order approach to crime, Clinton has also called for 
a national conversation on race. Amistad is participating. 


7 See Eric Lott, Lowe and Theft: Blackface Mxstrelsy and the Worksug Class, Oxford 1993 

* Nathan Glazer, We Ars All Maltrataralssts Now, Harvard 1997. 

? Howard Jones, ‘A Historian Goes to Hollywood. The Spielberg Touch’, Pe spactrees, 
December 1997, p 28 
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‘European-Americans recerved the fruits of the slave trade and we were 
wrong in that’, Clinton declared on his recent trip to Africa, locating the 
productive motor of slavery outside the new world and turning Euro- 
Americans into passive consumers.’° Amzsted seems to know better. 
Instead of doing Clinton's pussyfoot dance around slavery—to apologize 
or not to apologize, that is the question—the film’s courtroom drama 
pits President Martin van Buren, Secretary of State John Forsythe, 
Senator John C. Calhoun, and the Spanish crown against an interracial, 
antislavery coalition. Erotically-inflected, authority-ridden, crossracial 
titillation overwhelms history and politics, however, no less in Amsstad 
than in Primary Colors. Given the recalcitrance of history to his vision, 
Steven Spielberg has replaced it with film. 


I 


“Whar is their story?’ John Quincy Adams asks Joadson about the Amistad 
mutineers. Knowing they were born in Africa, explains Adams, does not 
tell you ‘who’ they are. The ‘who’ is the story, and “Whoever tells the best 
story wins.’ Spielberg 1s introducing the defence of his own storytelling, 
Amustad, as the proof of the real thing. ‘Like all good works of fiction it 
was entertaining, nothing more’, responds the prosecutor to Cinque’s 
courtroom telling of the tale of his life, positioning this villain against the 
fiction-as-truth proclaimed in the film. Cinque and another captive 
awaiting the yudge’s verdict turn the pages of a picture bible. ‘This is just 
a story’, Cinque at first says dismissively as Daniel in the lion’s den gives 
way slowly and meaningfully, one image after another, to the life, passion 
and death of Jesus. ‘Do you want to see how ıt ends’ is the response. Bible 
study has been intercut with the Catholic judge seeking guidance in 
church; as he approaches the cross, the torture and crucifixion of Jesus 
Christ convinces Cinque of the bond between ‘their people’ and his. 


Now, none of the scenes that I have so far described ever happened outside 
Amistad, the movie—not Adams speaking up for storytelling, meeting 
Cinque, or learning ancestor-worship from the leader of the uprising; not 
the character Joadson—ea ‘composite’-—or the tooth gift exchange; 
neither Cinque convincing the court of his African origins—the actual 
judge had already announced that the Amistad slaves were born in 
Africa—nor identifying with Christ’s suffering through moving pictures; 
not the Catholic judge invented along with his church pilgrimage to 
replace the magistrate who actually presided over the trial from begin- 
ning to end.*? Thematizing history as his story—emphasis on the mascu- 

line pronoun—Awistad is shifting the locus of historical authority to 


Hollywood. 


Maintaining the distinction between history and fiction, however 
unfashionable, is no mere antiquarian exercise, for it illuminates the 
choices that constitute historical fiction. The Amssstad kit addressed 
‘Dear Educator’, prepared by Spielberg's Dreamworks and distributed by 


10 James Bennett, ‘In Ugande Clinton Expcesses Regret on Slavery ın US’, Now York Temes, 
25 March, 1998, p 1. 

uJ rely, here and elsewhere, on Sally Hadden, ‘Amistad Film Review’, <H-AMSTDY 
@MSU EDU>. 
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Lifeline Learning Systems for use in the schools, takes a different tack. 
Building a history lesson from entirely invented scenes, it never once 
indicares where the film is faithful to the historical record and where it is 
making things up. The evidence cited for the claim that “History pro- 
vides the winning argument’ is the entirely imaginary Cinque-Adams 
ancestor appeal. Even the actors pictured in the guide are identified only 
by the names of the characters they play. Students are left to assimilate 
the stars’ Amistad roles to their extrafilmic identities, and thereby to sub- 
sume Amistad into the contemporary history that matters, the history of 
Hollywood. (By the same token the long ‘Slavery Timeline’ at the 
Amistad web site excludes from its eight Amistad entries the date of the 
actual Supreme Court decision, which the film has advances by a year to 
make 1t coincide with Van Buren’s electoral defeat.)'? 


As with story, so with spectacle. To a French interviewer's concern that, 
‘In Amustad there are terrible things’, Spielberg responds (I translate back 
into English), ‘That’s it, the power of cinema. You can show those things. 
You can give viewers an image that they take away with them, and 
maybe it modifies their vision. That is my power: the creation of images. 
That is my mission, my magic.’"3 Together, the magic of umages and the 
compulsion of narrative confer a reality effect on Spielberg’s inventions, 
which carry more immediate conviction than any non-experienced his- 
torical past ever could. 


Photoplaey, the original mass circulation American movie magazine, pio- 
neered the production of educational material for classroom use to teach 
history through film. Photoplay ‘Guides’ like the one for Mr. Smith Goes to 
Washington (1939)}—Jummy Stewart's monologic invocation of the 
founding fathers anticipates Anthony Hopkins—sometimes blurred the 
distinction between history and film, but at least they asked students to 
think about how the movie achieved its effects. When Warner Bros. 
prepared a lesson plan on JFK, however—another film chat splices 
together assaultative special visual effects and an interminable court- 
room soliloquoy—its sales promotion gave currency to Oliver Stone's 
Schreberian fantasy. Laying claim to an accurancy whose authenticity 1s 
grounded in self-validating narrative and visual power, the Amustad kit 
goes back through JFK to that ur-American film history lesson, The 
Berth of a Nation. 


Putting Djimon Hounsou on screen makes up for Birth, producer 
Debbie Allen has said, but the content is reversed through fidelity to the 
form." Like Birth, Amistad claims power over history in the name of 
fidelity to it. ‘The filmmakers who brought the story of the Amistad to 
the screen took great care to make every detail of this historical drama 
authentic’, explains the learning kit. ‘[S]cholars were called on to review 


™ Dreamwocks SKG, Amistad, Lifeline Learning Systems, Inc , Stamford cr, nd; ‘A Slavery 
Timeline’, <http.www amistad thefilm com/ nooshock/movieyhunls/time_main html>. 
Iam grateful to Sally Hadden for sending me thu document 

13 ‘Quand Spielberg buse les chaînes’, Le Nowve! Obsermeterr, 19-25 férnier, 1998, p 18 

4 ‘A Guide to the Appreciation of Mr. Smh Goes te Washington’ , Pheteplay Studies, vol. v, 
1939 

13 Nighilexe, ‘Steven Spielberg and Amsted, 17 December, 1997 <http /Avww.abcnews. 
soLcom/oosir/ N1...homl files/eranscripes/otl1217 honl> 
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every aspect of the production’, and they were invited to watch Spielberg 
at work on the set. But the film borrows historians’ authority to turn his- 
tory-writing into filmic invention. The learning kit expleins, 
‘Reshaping history into drama is in some ways like writing history, 
which requires a scholar to select the most significant facts and empha- 
size the most important developments. Both historical drama and histor- 
tcal scholarship aim to portray the truth about our past.’?® 


The film 1s less generous than the guide to its competitors for historical 
authority: filmmakers replace academics, popular culture discredits high 
culture, and dead heroes become actors. Debbie Allen, outraged that she 
never learned about the Amistad in school, charges that ‘the real history 
has just been castrated—left out—and great historians have done ıt.' 
Since Hollywood was in fact almost half a century behind the history 
profession in its critical attention to slavery, Spielberg has revised Allen’s 
accusation: the Amistad affair is ‘practically unknown’ outside universi- 
ties, he now says, because the American desire for unmediate gratifica- 
tion leaves history behind.'7 


Spielberg has put Amistad into mass circulation, however, by mobilizing 
immediate gratification against an imaginary academic and cultural 
élite. Eurocentric high culture is defeated in his antislavery fable by a 
mystical multicultural America. Although the film borrows legitim- 
ation by listing historians in its credits, it ridicules the only scholar 
depicted on screen Avmistaa’s admirable attention to communicative 
impasse—the unsubtitled Mende dialogue—comes at the expense of 
Josiah Gibbs, the linguist who actually bridged the gap. Falsely depicted 
as a fussy poseur (Austen Pendleton), pretending to a knowledge of 
Mende he does not have, Gibbs in reality searched out the crucial 
Mende-speaking sailor for which the film credits Joadson and Baldwin. 
John Williams’s bombastic score, which never leaves the audience in 
doubt about how it is supposed to feel, is set against moments of cham- 
ber music that signal cultivated indifference to the Africans’ plight—on 
a ship that passes the Amistad at the beginning of the film, at a presiden- 
tial stare dinner where Van Buren and Calhoun ally against the slaves, 
and in Van Buren’s chambers when the President fingers a harp at the 
announcement of his electoral defeat. 


Making historical figures into actors, the study guide presents Cinque as 
‘playing a hero’s part, rather than having an heroic identity’. ‘Students’, 
the lesson plan suggests, ‘might observe that...Cinque in effect recog- 
nizes his heroism from the outside, seeing himself from the perspective 
of others, and that his growth as a hero parallels his growing awareness of 
a wider and wider audience.’® 


If Amzstad actors are role models for students, Hollywood executives 
inspired Schiadler’s List, the film that led Debbie Allen to Spielberg. 
Oskar Schindler ‘was like an agent, like a Michael Ovitz’, Spielberg has 


16 Amistad, p 8. 

"7 "The Making of the Film’, Echoes of a Forgotten Past’, paragraph 5, Amsted, p 4; 
‘Quand Spielberg brise les chatnes’, p 16. 

18 Amistad, p 3 
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said. Another of the ‘role models’ for Schindler was the recently 
deceased chairman of Time Warner, Steve Ross, to whom Spielberg 
dedicated the film; Spielberg showed Liam Neeson home movies of the 
producer so that he could study Ross’s gestures." Mathew 
McConaughey as Baldwin inherits the Schindler role. The actual lawyer 
who defended the Amistad slaves was a long-committed abolitionist; 
Spielberg turns him into an ambulance-chasing opportunist converted 
by the film—another Schindler. 


Another Spielberg. Steven Spielberg could make Schindler's List and 
Amistad, he has said, once he returned to his abandoned Jewish 
identity—after he left his Jewish wife for a gentile woman, participated 
in her conversion to Judaism, and adopted two black children among 
their ‘rainbow coalition’ of seven. When in Oakland, California, black 
teenagers were expelled from a showing of Schtadler’s List because some of 
them seemed to be cheering the Nazis on, Spielberg and Governor Pete 
Wilson paid a visit to their high school. Although the students gave 
Wilson a hard time, they loved the director, and Amastad is his response 
to their entirely legitimate desire that equal attention be paid to the 
monstrous histories of both diaspora peoples. Taken together, Schindler's 
List and Amistad are meant to heal the divisions between not just white 
and black but black and Jew.”° Spielberg travels in the opposite direction 
in these films, however, from the one he claims to have teken in life, by 
moving from inside the world of the persecuted communities to take the 
perspective of their rescuers. Awarding the credit to the director, a news- 
paper story on the Schindler film was titled ‘Spielberg's List’; “When 
Spielberg Breaks the Chains’ welcomes Amistad?" 


Spielberg came under criticism for filming the Shoah from Schindler’s 
point of view. Although the director reaches for the historically incred- 
ible to give Cinque a role in the Amistad defence, he makes no conces- 
sion to his other rivals for the antislavery mantle, the abolitionists. The 
prayers of these quaint fanatics—unlike Spielberg-Cinque’s bible 
study—do the slaves no good, the lawyer who helps them has been 
deprived of his abolitionist identity, and the abolitionist allowed into 
the film, Lewis Tappan, wants to do the captives harm. Tappan is an ide- 
ologue, happy to sacrifice Africans to make martyrs for the cause; 
Joadson accuses him of hating slaves more than he hates slavery. Just as 
old-fashioned black militants are discredited in Primary Colors, so the 
Baldwin-to-Cinque-to-Joadson triangular intercourse leaves all white 
abolitionists out. Matthew McConaughey as Baldwin lacks Schindlet’s 
weight, to be sure, and he morphs into John Quincy Adams to take the 
case to the Supreme Court. Adams 1s made falsely to learn from Cinque’s 
ancestor worship instead of from the democratic protest thar actually 
helped convert him to antislavery.?? 


19 Nighi/tee, 17 December, 1997; Bernard Weinraub, ‘Steven Spielberg Faces the Holo- 
caust’, New York Times, 12 December, 1993, Section 2, 1, p. 28. 
Bernard Weinraub, ‘Steven Spielberg Faces the Holocaust’, New Yerk Times, 12 
December, 1993, Section 2, 1, p 28; Deborah Kaufman dir, Blecks and Jaws (Snitow- 
Kaufman Productions, 1997) 
77 ‘Quand Spielberg beise les chatnes’, pp. 16, 18, Guthmann, ‘Spielberg's Less’. 
a Sean Wilentz, The Mandarin and the Rebel’, New Repwdlic, 22 December, 1997, 
PP 30-4. 
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Concerved 10 slavery and Indian extermination, the modern world sys- 
tem climaxed in the Judeocide. Filming two rides to the rescue from out 
of that past, Spielberg’s fidelity to Hollywood melodrama speaks as well 
from his own subject position. Borrowing a leitmotif from Spielberg’s - 
ET, Amistad fulfils the American dream of independence by going home. 
Freedom means famuly loyalty: Jewish director, African hero, founding 
father’s son, none of them need leave the past behind. The imaginary 
past, that is. “What we are ıs who we were’, Adams is made to tell the 
Supreme Court, as the film’s fileopiety acknowledges neither the fathers’ 
own revolutionary rupture nor the basic fault line that divided their 
proclamation of freedom from their protection of slavery. ‘Cinque was 
not a slave and had never been a slave’, insists screenwriter David 
Franzoni—who also wrote Scbiadler’s List.23 False comfort for the descen- 
dants of slaves, who carry real historical burdens into the present. By the 
same token Adams's ancestors are never masters. 


John Quincy Adams did invoke the ancestral Declaration of 
Independence before the Supreme Court to argue for slave freedom. But, 
in the lesson Adams actually learned from Cinque—‘the law of nature 
and of nature’s God on which our fathers placed our national existence’ 
—shipboard slave uprising was justified.™ Even if Adams, unlike some 
abolitionists, never applied that revolutionary principle to slavery in the 
United States, he knew that fidelity to the fathers’ principles would 
overturn their own order. By contrast, Steven Spielberg’s worship of 
ancestors—Jewish heritage outside the film, Adams’s founders within— 
supplies him with a new lineage. f 


23 Dreamworks, “The Making of the Film’, paragraph 13. 
4 Robert Coover, Justscs Accused: Axtr-Slevery and the Judicial Process, New Haven 1975, 
pp ro1—16. 
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In our May-June issue, NIR 229, Robert Brenner argued 
that competition between the three major zones of capital- 
ist accumulation was driving the world economy into reces- 
sion. The plunging exchanges and crashing currencies of 
recent months not only bear out this analysis but have 
prompted much questioning of neoliberal orthodoxies. 
Robert Wade, who wrote on the Asian crisis in NLR 228, 
surveys the growing disenchantment with laissez-faire doc- 
trine and’ a new willingness to rediscover such classic 
instruments of post-war regulation as capital controls or 
public ownership. He points out that India and China have 
been able to limit the worst ravages of the Asian crisis 
because they retained some elements of economic planning. 


In Europe, at least, the exhaustion or disarray of the Right 
has led to a string of electoral successes by parties of the 
Left, culminating in the German election, in which the spp, 
the Greens and the former Communists of the PDs received 
more than half of the votes. Jiirgen Habermas assesses the 
opportunities, dangers and difficulties opened up by this 
advance for the Left in an interview—at once trenchant 
and reflecttve—he gave to Die Zeit after the election. He 
stresses that we live in an age in which national economic 
regulation is likely to have only modest results and that it is 
necessary to boost the powers of supra-national institu- 
tions, such as the European Union, if social dumping is to 
be resisted. While welcoming the spp’s victory Habermas 
warns that parties of the centre-left in power now often 
retreat to an agenda of constitutional and cultural modern- 
ization rather than confronting the more difficult task of 
fundamental economic redress. A concern for the ideal of 
equality has been central to the work of another outstand- 
ing European philosopher, Norberto Bobbio. In this issue 
we publish an exchange between Bobbio and Perry 
Anderson, prompted by Bobbio’s definition of the essen- 
tial identity and commitments of the Left. 


The unfolding crisis in Korea has demonstrated the inter- 
connection of economic dislocation, popular mobilization 
and the transition to new political forms. Bruce Cumings, 
in a probing and thoughtful analysis of the current situa- 
tion, points out that the Japanese-Korean neo-mercantilism 
responsible for the spectacular growth of these economies 
was only made possible by their entanglement in a global 
web of us military and geopolitical hegemony. Now that the 
Asian crisis has exposed the weaknesses of this develop- 
mental model, neoliberal ideologues are seeking to use the 
conjuncture to subject Korea to a new form of semi-sover- 
eignty, but this time with its doors flung wide open to the 
gusts and gales of the world market. 


If relations of domination and subjugation are what loom 
in the background of much of this issue, Malcolm Bull’s 
fine-grained study of the psychic consequences of such 
relations at both intra- and interpersonal levels provides 
us with fascinating insights from an unexpected angle. 
Reading the conceptions of the self recently developed by 
Charles Taylor and Alasdair MacIntyre through the prism 
of the notion of the master-slave relationship—as 
explored particularly in the thought of Aristotle, Hegel 
and W.E.B. Du Bois—Bull emphasises the importance of 
‘double’, or ‘multiple’, consciousness. Although difficult 
to accept from the perspective of much contemporary 
moral theory, the idea of the multiple self is here persua- 
sively presented as a key to understanding both the nature 
of tyranny and the means pe which emancipation might 
be accomplished. 


In two related pieces, Susan Watkins reviews the latest 
work by former East German author Christa Wolf, whilst 
Nicholas Jacobs surveys the vicissitudes of the publishing 
scene in the ppr. Finally, Gregor McLennan and 
Immanuel Wallerstein pursue the question of Euro- 
centrism raised by the latter in NLR 226. 


Pane 
Jiirgen Habermas 


‘There Are Alternatives 


For the first trme in the history of the Federal Republic. a Chancellor has been voted out 
of office in a national election. Can we conclude that German democracy bas gained in 


self-confidence? 


Yes, I think we can. Hitherto political parties manoeuvred to change coalition 
partners during a legislature. This was the way both Ludwig Erhard and 
Helmut Schmidt were forced out. Now citizens have taken it upon themselves 
to reject a Chancellor. In a democracy voters must believe that their decisions 
can at certain turning-points influence a self-enclosed and bureaucratized 
political world. In West Germany it required several generations for this 
democratic attitude really to take hold. I have the impression that this change 
is now effectively sealed." 


You always felt Helmut Kobl guaranteed the Western credentials of the Federal 
Republic. Will you miss bim? 


Every necessary criticism of Kohl has already been made. His histori- 
cal merit was to embed German unification in a wider enterprise of 
European unity. People of my age also recognize Kohl as one of their 
own generation. I am thinking here of his almost bodily disavowal of 
the kind of political aesthetic that elitist spirits called for, especially 
after 1989. Kohl had clearly not forgotten the monstrous msses-en- 
scène of Nazi rallies or the Chaplinesque antics of our fascist mounte- 
banks. 


Certainly we often groaned at the shapeless provincialism of Kohl’s 
words and gestures. But I came to appreciate the deflation of sonorous 
vacuities and banalization of public ceremonies that went with it. 
There was an element of contrariness in Kohl’s style which, if it 
doesn’t sound too presumptuous, my generation wanted. Maybe we 
succeeded in mustering some of it against the turgid inwardness, 
misprioted grandeur, and compulsion to the sublime of the airs and 
graces of the German spirit. 


Kohl achieved something else against his own intentions. The failure 
of his original talk of a ‘spiritual-moral change’ acted as something of 
a litmus test. Once Kohl in office found that he could no longer do 
what he wanted at Verdun or Bitburg, or elsewhere, it was clear that 
the country had become a liberal society. One of the mental fixtures of 
the early Federal Republic was the suspicion, voiced by thinkers like 
Carl Schmitt, of ‘internal enemies’ on the left—a deep dread of sub- 
version discharged once again in the pogrom-like atmosphere of 
autumn 1977. Kohl no longer drew sustenance from this kind of 
emotional attitude. 


There 15 going to be a red-green government tn Germany now. Is this just a 
political shift, or does tt signal a change of cultural outlook? 


As the unprecedented scale of the Left’s electoral majority became 
clear on the evening of the poll, there were surely many people of my 
age who remembered a spring in 1969. After his election as Federal 
President, Gustav Heinemann spoke of a certain ‘shift in power’; soon 
afterwards Willy Brandt became Chancellor with a paper-thin Social- 
Liberal majority. In that conjuncture, the long delayed end of the 
Adenauer epoch found a striking embodiment in the person of his 
opponent Heinemann, a figure famous for his integrity. The previous 
period I lived through as a time poisoned by continuities of personnel 
and outlook with a fatal past. The shift of power at the turn of the six- 
ties came after a decade of dogged intellectual opposition and another 
decade of active political confrontation with its legacy. So the political 
shift was the eventual outcome of a deeper change in the cultural cli- 
mate. The present situation is quite different. For years nothing has 
changed in a diffuse and paralyzing cultural climate, unaltered even 


‘Interview with Gunter Hofmann and Thomas Assheuer, published in Ds Zes, 
8 October 1998 
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by the handful of jokers who tried to have fun at the interface between 
a chubby neo-liberalism and a pallid post-modemism. The excitement 
over such tremors of yesterday is already virtually forgotten today. 


Ls a ‘red-green project’ possible? Or is the space for amy political action mow so 
reduced that there are only different versions of centre politics? 


A red-green project existed up to the end of the 1980s, as long as 
there was a possibility of Oskar Lafontaine winning the next general 
election. Since then, the constraints of ‘German unity’ and ‘the global 
economy’ have watered the project down to little more than the slo- 
gan of ‘modernization and social justice-—garnished with a drop of 
ecologically conscious tax reform, if only for the purpose of finding 
alternative financial resources. It is not so much the pragmatic sober- 
ing up that disturbs me in che new stance. It 1s the mistaken premise 
that a social and ecological transformation could be accomplished ina 
national framework. The result is a largely defensive approach to the 
conditions of an altered and essentially post-national constellation of 
power. What worries me ıs the lack of any new perspective on this sit- 
uation. Everyone speaks today of a ‘post-ideological age’. But this slo- 
gan has time and again been invoked and discredited in the past fifty 
years, at least since Daniel Bell's book The End of Idsology—far too 
often to have any credibility. In politics, nothing moves without an 
‘issue’ that divides people. That is what is missing today. 


Maybe the experience of the older projects bas made people somewhat jaded 
with new ones. What do you understand by a ‘project here? 


There is a project when you address a controversial issue and propose 
an analysis of ıt that clarifies the question at stake and makes some 
political goals more plausible than others. This is not what happened 
in the recent election. The social-democratic challenger eschewed any 
polarization of opinion, and avoided any source of potential offence. 
On election night the relaxed faces of the losers made it clear they did 
not take all the talk of a ‘change of direction’ too seriously. 


So there are no alternatives? 


Not at all. One does not have to look far to see a burning problem 
ahead for the new government. What can it do about mass unemploy- 
ment? The leeway of national governments has shrunk in two critical 
respects. The state is increasingly ineffective as a fiscal authority ın 
the domestic economy, while the familiar instruments of macro- 
economic policy cease to function in an economic space that is no 
longer a national unit. That is why the relationship between economics 
and politics needs to be addressed in new and reflexive fashion. The 
question is posed: must politics continue indefinitely to be a process 
of deregulation? To simplify: does the declining efficacy of national 
politics point towards an ultimate abdication of the political domain 
altogether, or can the medium of political action be regenerated on 
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other levels, to keep pace with the power of transnational markets? 
This is now the central issue. Can and should there be a democratically 
legitimated exercise of power beyond the limits of the nation state? 
The need for regulation stands before us and defines politics, as the 
single European market 1s completed by a common monetary policy. 


In your new book ‘The Post-National Constellation’ you challenge poltticians 
to leap over thetr shadows, and reconstruct the welfare state on a suprana- 
tional level. Would you regard this as a yardstick for measuring Gerbard 
Schrider's potential success? 


Yes, that is exactly my view. I should sey that ıt extends beyond 
Europe to the idea of an international domestic policy without a 
world government. But first of all we have to decide whether we 
really wish to build a Europe capable of concerted political action. 
Behind Theo Waigel’s slogan that ‘the euro speaks German’ lies 
merely an oath of loyalty to an apolitical institution, the European 
Central Bank. Schröder knows that the introduction of the euro 
makes the problem of harmonizing tax-regimes acute. He explained 
this after the election with the example of petrol prices. 


It seems to me that we must work towards common social and eco- 
nomic policies within the European Union, if we are to avoid a com- 
petitive rush for deregulation by the various member states. On the 
other hand, neo-corporatist procedures have their limits. Effective 
income redistribution cannot simply be settled in Brussels, but has to 
be democratically legitimated. If we want to avoid a further increase 
of social inequalities, and the creation and segmentation of an under- 
class of the poor, do we not need an effective European-wide federal 
state? That is the crux. We can already see a change of political fronts. 
European marketeers happy with the euro are now joining forces with 
former Eurosceptics to preserve the status quo of a Europe united 
only over the establishment of markets, and nothing else. 


Groen that there are hardly any supranational mstitutions that count, would 
tt not be more sensible first to make use of what political possibilities exist at 
the national level, rather than saying good-bye to the nation-state as such? 


The nation-state is still the most important political actor, and will 
continue to be such for a long time to come. It is impossible to part 
with it so quickly. Anyway, ıt is good news that we now have a gov- 
ernment that can be trusted to try everything that deserves the name 
of a reform within at least the national framework. I have no doubt 
that the ‘grinding of plates’ Schröder wants to effect after receiving so 
many careful proposals and well-known recommendations for reform 
could have some success. But it will do nothing to alter the increased 
dependency of the state on economic conditions that have been fun- 
damentally transformed at the global level. The question is whether 
the post-national constellation does not also require different and 
more effective forms of political action. 
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Is not society actually shrewder and more aware of these problems than we 
think? Even the top minds of the Destsche Bank want to tame capitalism. 


I have no idea what these gentlemen think. I merely observe how eco- 
nomic, political and scientific managers are responding to the immi- 
nent adoption of the Multilateral Agreement on Investment—which, 
as far as I can see, is more about institutionalizing markets than ‘tam- 
ing capitalism’. Its aim is to assure legal security for investments 
through an internationally effective equivalent of what private civil 
law supplies within a national framework. It is always much easier to 
create and institutionalize new markets than it is to correct them. 
Difficult problems of this kind require supranational agreement over 
environmental, social and economic measures. 


It bas taken every effort of the major European players just to agree on the 
enro. What makes you so hopeful that a European project for economic develop- 
ment will follow? 


Yes, even Kohl insisted on a Ewrope des patries after the Cardiff 
Conference. The historical commitment of the post-war generations 
in Germany to overcome a murderous nationalism and achieve recon- 
ciliation with France seems somehow to have been exhausted. But 
Delors’s campaign for a ‘social dimension’ is borne by other and more 
proximate interests. That is why in future Joschka Fischer will prove 
to be the more reliable European. I know him long and well enough 
to be confident that the change of guard from Kohl to Fischer will be 
a happy one. It is true that voters in many European countries are 
rather suspicious of a distant Brussels. This is not merely the case in 
Germany. The member states have enough to worry about with their 
own internal problems. Their political elites will pay no attention to 
the larger European issues, unless intellectuals provoke some public 
debate about them. But this they generally do not, here in Germany 
even less than in France or Britain. So your scepticism is unfortu- 
nately quite justified. 


Assuming that some kind of political union did come about in Europe, who 
Should control 1t? Would you be satisfied with a disabled democracy—with- 
out a critical public sphere? 


No, I am for a European federal state, and that means a European 
political constitution. Such institutions, at the moment only on the 
drawing-board, could help to foster those processes without which 
they would lack any infrastructure. A common political culture can- 
not be conjured up ex #rhilo, nor will ıt be spontaneously generated by 
economic interaction. But we can certainly aim for a European consti- 
tution, and citizens’ initiatives that transcend national boundaries. A 
European-scale civil society could develop if a European public 
sphere were constructed. That is the sore point. Such a project is in no 
way doomed to failure by the variety of our national languages, as the 
German Constitutional Court’s judgement on Maastricht thought to 
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conclude. In the Scandinavian countries and the Netherlands the 
school system is already creating a bilingual population. Why should 
English, as the most widely shared second language in Europe, come 
to grief on the narcissism of the other major nations? 


You still bave some illusions about osr media-driven societias. 


Yes indeed, media-driven societies! But the desublimation of the sub- 
lime—'‘a flop is a flop’—does have something refreshingly egalitarian 
about it. Of course, if everything were to be transformed into a kind 
of talk show, in which everyone became a compère chatting to other 
compères, the world would indeed conform to Luhmann’s image of ıt. 
I do not think I really harbour any illusions about the condition of a 
public sphere in which commercialized mass media set the tone. 
There are now many attempts to conceptualize this virtual reality. My 
book Between Facts and Norms approaches the problem from a quite 
different perspective. 


From the perspective of a democratic sovereignty? 


Yes. For our constitution does still express the idea of the self-deter- 
mination of a democratic community. The mere proposition that the 
power of the State derives from the people does not tell us very much 
about actual social relations; but it does not say nothing at all. For 
example, citizens would not bother to vote if they did not intuitively 
cling to the idea that the ballot-box does still something to do with 
the classical conception of democratic self-determination. So can we 
interpret this idea in a way thar safeguards it against cynical evacua- 
tion, or immediate recoil from the realities of highly complex soci- 
eties? In the normative picture I propose, communication in the mass 
media plays an smportant role. A distracted public, almost no more 
than electronically connected, can with minimum attention absorb 
information from the mass media about all kinds of issues and inter- 
ventions, in fleeting moments of everyday life, ın private settings or 
small circles. People can then give or withhold assent, and tacitly do 
so all the tume. In this way they participate, if not in the conscious 
articulation, at least in the weighting of competing public opinions. 
It 1s just because the domain of public communication functions as a 
hinge between the informal shaping of opinion and the more institu- 
tionalized procedures of will-formation (for example in a general elec- 
tion or a cabinet meeting) that the condition—I would call it, 
discursive constitution—of the public sphere matters so much. 


Even public television is no longer discurstve in this sense. 


It is true that the political sphere forms part of a wider cultural 
sphere, and today both are linked directly to the soiled channels of 
private television. Public television is now competing in a race to the 
bottom with the most degraded presentation and programming of 
commercial television. Public broadcasting has problems of its own 
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as a form: but it rested on the correct idea that not all social functions 
can calmly be left to market forces. Culture, information and criti- 
cism are all dependent upon a specific form of communication all 
their own. The imperative of ratings ought not to penetrate the very 
pores of cultural communication. Do I need to tell you this? 


What then of the future of parties m our democracy, that depend on a lass 
damaged public sphere? Are we mot witnessing the slow death of democracy 
based on political parties, as these become less and less significant for the artic- 
ulation and resolution of major issues, and the social milieux which nurtured 
loyalties to them disintegrate? 


Political scientists have described these trends quite well. If we look 
at Lazarsfield’s radio research of the early 1940s, we can see that they 
are by no means all new. But it 1s true the personalization of political 
issues by the media and the cult of immediate contact between lead- 
ers and TV audiences have considerably increased the plebiscitary 
dimension of politics, and reduced the importance of party organiza- 
tions. Externally directed public relations come to overshadow inter- 
nal communications among the party membership, as public 
persuasion degenerates into market research. 


On the other hand, we must remember the younger generation. The 
general population is more intelligent, or at least better educated and 
informed, and in many respects more interested in political issues 
today. If forms of political participation change, it is not necessarily a 
turn for the worse. Should parties continue to become more and more 
bureaucratic and market-minded, counter-trends may arise in civil 
society. The Greens have now followed the classic path from a social 
movement to a political party. But that does not have to be typical. 
Other initiatives remain ‘alternative’ in form and sometimes, like 
Greenpeace, win a world-wide influence. 


If party-political democracy is dissolving, both older and newer forms of public 
Sphere come under pressure. The ground is shifting under us, and we need new 
rules of the game in the mass media, The ‘media democracy’ of the United 
States does not exactly offer an appealing example. How might the role of the 
media be redefined? 


That is a very good question, for which I have no immediate answer. I 
have not thought enough about the issue. In any case, in Europe we 
are still a long way away from the end of party democracy. Parties 
continue to select and form their own personnel, and the professional 
quality of our politicians is not so bad. There must always be room for 
mavericks, but God preserve us from shimmering figures like 
Berluscon: or Ross Perot, emerging from nowhere. 


A structurally conservative system like the Federal Republic is liable to vari- 
ous kinds of blockage of impulse and outlook. Do you think this society 15 too 
bebolden to tts past, and to practices of social compensation? 


It may well be that the traumatic upheavals of German society in this 
century have made the political mentality of the country a little too 
conservative. But I am very wary of neo-lberal philippics against the 
alleged dead-weight of our welfare state. More flexibility means— 
decoded—thar labour-power should be stripped of every specific or 
personal quality and treated as merely a commodity like any other. 
Have we not learnt from Marx that the one cannot simply be con- 
verted into the other? 


Of course there are genuine mental blocks, of a different kind. It was 
difficult for many people to grasp, at the very moment of national 
reunification, that the hour of the nation-state had already sounded. 
Others repress the problem of the end of full employment and the 
need to redistribute a lower volume of necessary labour. Since capital- 
ism has triumphed world-wide as a form for the production of social 
wealth, all the old questions of a just distribution have returned — 
including the need to distribute employment. 


Do you share Richard Sennett’s concern that at the end of the century a new 
kind of adaptation to capitalism has emerged, as the ‘flexible individual’ 
becomes the figure of the age? 


Sennett gives us an illuminating description of the increasing indi- 
vidualization of social burdens. The ‘flexible individual’ 1s one upon 
whose shoulders society now transfers poies it should be solving 
itself and cannot address. 


Currently, there are attempts to uncouple democracy from justice, by empbasiz- 
ing libertarian rather than social rights. Ralf Dabrendorf, for example, 
seems to argue that only ‘inclusion’ really matters, not distributive sustice. 
Then there are the cynics who believe the sols task of the state is to equip people 
for market competence. What do you think of this new realism? 


I wonder whether Dahrendorf doesn’t actually understand ‘inclusion’ to 
mean an equal integration of all citizens. But otherwise you are right. A 
normative brain-washing is now starting to erode the unrversalistic 
foundations of the egalitarian self-understanding of the modern age for 
the last two hundred years. In Germany, it comes more from conserva- 
tive than liberal quarters. In our culture, a tradition of anthropological 
pessimism was always very strong. This 1s an outlook that loves to cast a 
wandering historical gaze back to the hierarchical society and fatalistic 
mentality of ancient empires, and instruct us about the illusions of 
equality of a relatively short modern epoch, which has misunderstood 
human nature. This sits very well with a scepticism towards any 
attempt to re-regulate markets in our time. If one thinks the world- 
view of the neo-liberal entrepreneur through to its logical conclusion, 
it is clear why highly mobile individuals, guided solely by personal 
preferences ın a value-free institutional network, should feel a certain 
fatalism about society at large. This can be seen as the secularized mod- 
ern equivalent of the religious fatalism of ancient civilizations. 
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Yet praise of the entrepreneurial spirit also bespeaks a certain sense of contem- 
porary reality. The ‘Berlin Generation’ now stands rather tragically on sts 
own and feels a sense of solidarity only with itself. Perbaps it senses that after 
so many incentives to individualism, there is no longer any civil society left. 
‘Political existentialism’ comes to seem more attractive than democratic experi- 
mentation. - 


I know what my friend Herbert Marcuse, who even in English never 
lost his German accent, would have said about all chis talk of the 
Berlin Generation: ‘crap with liquorice’. A new generation or a new 
culture, something we should certainly wish for the new capital, will 
not come by announcement. A new generation is such because it pro- 
duces something new—not made to design. There is no mystery 
about what would be needed. Cultural criticism today lacks a fresh 
idiom—a language capable of skewering the phenomena of the hour 
as mercilessly as Adorno did in the early days of the Federal Republic. 
The Errors of the Copytst by Botho Strauss? merely reflects the dead- 
ened self-awareness of intellectuals who drape themselves once again 
in the toga of ‘the spirit’. 


You mention the affective attitudes expressed in these attempts at 
self-definition or self-discovery. That is very interesting. Young con- 
servative sentiments regularly rose and burst like bubbles during the 
post-war years, especially in biotopes like the Fexilleton of the 
Frankfurter Allgemeine Zeitung. The resentment of our foremost right- 
wing intellectuals, who regarded themselves as the bearers of authen- 
tic German traditions, has left an unmistakable trace in the cultural 
history of the Federal Republic. These circles cultivated the view that 
the cour -X -7estern orientation after the war cut us off from the 
roots of our natural heritage. This outlook became virulent after 
1989, the only time when it went onto the offensive with the bid by a 
‘New Right’ to restore ‘self-consciousness’ to the nation. But this 
campaign failed, with the debate in 1995 over the meaning that 8 
May 1945 has come to acquire for us. No doubt twisted attitudes of a 
similar sort are now seeking other, less conspicuous outlets. But these 
I cannot really judge. 


Towards the end of bis rule, Kobl gave the impression he wanted to exorcise the 
Spectres of a ‘Berlin Republic’ some of bis keenest adwrsors had earlier conjured 
up—as if Berlin was to remain Bonn after all. Did bs take fright at bis own 


courage? 


You should be glad that after the election Schröder also stressed the 
continuity between Bonn and Berlin. 


It is not so clear as that. The political fronts seem almost reversed. The SPD 
bas discovered ‘culture’ and now enthuses about a pace-setting Berlin which 


?Playwnght and author of crypto-conservactve Kalterkrttik; Drs Fabler das Koprstea 
(Munich, 1997) offers a diagnosis of the ‘current condition’ of Germany (1997). 


twarms to the reconstruction of Hobenzollern palace and rejects a memorial to 
the Holocaust. Why has culture—the cinderella of soctal-democratic con- 
cerns-—iuddenly become so appealing? 


It is difficult to say what the point of Schrider’s public relations move 
really is. Perhaps it won't do any harm. In periods of domestic bud- 
getary stringency, policies which look attractive in the media and cost 
nothing are popular. Blair discovered constitutional reform, and I fear 
Schrider has discovered culture. But one can easily slip on this 
ground, as your examples show. Anyway, costs persist. Do we really 
wish to leave the fate of the rich cultural infrastructure of a civilized 
country in the hands of commercial sponsors? A closer look at the 
United States in this respect is quite sobering. So far as the represen- 
tation of German—historically speaking, a strongly regional—cul- 
ture abroad 1s concerned, the Goethe Institutes do a pretty good job. 


We bear recurrent criticisms of the cultural opening of the Federal Republic. 
There is a fear, for example, that in the field of philosophy, continental and 
German traditions are taking a back seat to Anglo-American themes and 
approaches. Can you understand this anxiety? 

The very close connections of post-war German with Anglo- 
American philosophy, established largely through emigration, have 
been an enormous enrichment to us. As the pioneering role of my 
friend Karl-Otto Apel bas shown, active appropriation of analytical 
philosophy and American pragmatism has given a new impetus to 
philosophy here, without damaging the substance of the German tra- 
dition at all. The influence works both ways. Richard Rorty’s student 
Bob Brandom is cracking open the treasury of Hegel's thought with 
the methods of analytical philosophy. Rorty himself is certainly a 
brilliant analytical philosopher, but he owes his international reputa- 
tion to a synthetic style of developing themes and connections which 
owes much to the Hegelian background of pragmatism. 


What are the traditions of the Bonn Republic which you regard as tndsspens- 
able—if you would accept the expresston—for the Berlin Republic? 


I believe we would all like to live in a civil country that is cosmopoli- 
tan in outlook and ready to play a thoughtful, cooperative role 
amongst other nations. We would all like to live amongst fellow citi- 
zens who are accustomed to respecting the particularity of strangers, 
the autonomy of individuals, and the plurality of regional, ethnic and 
religious identities. The new republic would do well to remember the 
role of Germany in the catastrophic history of the twentieth century, 
but equally those rare moments of emancipation and achievement of 
which we can be proud. With no claim to originality, I would also 
wish to see a disposition which was suspicious of any rhetoric of the 
high or the deep, which resisted any aestheticization of politics, but 
also guarded against trivialization where the integrity and indepen- 
dence of the life of the mind was at stake. 
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Robert Wade and Frank Veneroso 


The Gathering World Slump and the 
Battle Over Capital Controls 


The policy backlash is ‘the most serious challenge yet to the free-market ortho- 
doxy that the globe has embraced since the end of the Cold War’ 
The Wall Street Journal, 4 September 1998. 


“There is an ideological battle going on over capital controls, and it is huge’ 
World Bank senior advisor on capital markets and Asian specialist, 
1 September 1998. 


“The relative stability of China and India, countries whose restrictions on 
international financial flows have insulated them to some extent from the cur- 
rent maelstrom, has led some to conclude that the relatively free flow of capital 

is detrimental to economic growth and standards of living. Such conclusions, 
in my judgement, are decidedly mistaken’ 
Federal Reserve Chairman Alan Greenspan, to US House of Representatives, 
16 September 1998. 


‘Tt would be a catastrophe if countries were to develop the idea that 
somehow withdrawing from the global system was right and that 
building the foundation for a market economy was wrong.’ 


US Deputy Treasury Secretary Lawrence Summers, 
9 September 1998. 


Former Federal Reserve Chairman Paul Volker said the mP’s stance 
was over-influenced by the us Treasury, and left many small 
economies dangerously exposed to turbulent capital flows. 

“The visual image of a vast sea of liquid capital strikes me as apt. The 
big and inevitable storms through which a great liner like the U.s.s. 
United States of America can safely sail will surely swamp even the 
sturdiest South Pacific canoe.’ 


‘Financial markets are given to excesses and if a boom/bust 
sequence progresses beyond a certain point it will never revert to 
- where it came from. Instead of acting like a pendulum, financial 
markets have recently acted more like a wrecking ball, knocking 
over one economy after another’ 
George Soros, international financier, to us House of 
Representatives, 16 September 1998. 


‘Marx's view of free enterprise is now being echoed by many business 
men who would rather be flogged than labelled Marxists’ 
John Cassidy, ‘The Next Great Thinker: the Return of Karl Marr’, 
The New Yorker, 20—27 October 1997. 


We may well be on the verge of a world slump." The Thai crisis of 
July 1997 soon became the Southeast Asian crisis, then became the 
Asian crisis in October, and now has become the Great Asian 
Depression. The sudden intensification of insecurity and poverty that 
confronts hundreds of millions of people ın Asia makes this one of the 
worst economic calamities of the twentieth century. Spending on 
education, health, and social assistance is shrinking rapidly, creating 
gaping ‘social deficits’.? The abrupt shift to negative growth in what 
had been the world’s fastest growing region has sent a contractionary 
wave coursing through the world economy, setting off a cycle of 
events elsewhere. 


1 Thus paper, which stops the clock on 17 September 1998, updates and extends “The 
Asian Crisis: the High Debt Model Versus the Wall Screet-Treasury-baF Complex’, NLR 
228, March—-Apeil 1998, pp 3—23 See also Wade, The Asan Debt-and-Development 
Consis of 1997— Causes and Consequences’, Worle Develepesent, August 1998, ‘From 
“Miracle” to “Cronyism” Explaining the Great Asian Slump’, Cambridge Jexrnal of 
Ecomomescs, November 1998, and ‘Asian Waser Torture’, Personal View, The Finasa! Tims, 
23 June, 1998 We thank Marshall Auerbeack, Manfred Bienefeld, Robert Brenner, James 
Crotty and Ronald Dore for comments. 

1 Tamar Manuelyan Annc and Michael Walton, East Asia's Social Model after the Crisis’, 
Poverty Reduction and Economic Management Unit, Bast Asia Region, World Bank, 
Apnl 1998, The Road w Recovery’, Poverty Reduction and Economic Management 
Unit, Bast Asia Region, The World Bank, draft, 20 August 1998 
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The Gathering Slump 


Commodity prices have fallen to their lowest levels in more than 
twenty years. From Venezuela to Chile to Canada to New Zealand to 
Nigeria to South Africa to Russia—and places in berween—com- 
modity-based economies are finding ıt hard to sustain economic 
growth and public spending. 


The Asian crisis has also triggered a ‘gestalt shift’ in the minds of the 
owners and managers of banks, hedge funds, pension funds, and other 
forms of mobile capital. They now see danger everywhere. Their pull- 
out from one market causes pullout from others. The Morgan Stanley 
Capital International Index of emerging market stocks plummeted 
33 per cent between mid-July and late August. In Europe the knock- 
on effects of Asia have been strong enough to force the Italian central 
bank to intervene to support the lira. Figure 1 shows the path of an 
index of financial market performance covering the industrial and 
emerging markets from the start of 1997 to the start of September 
1998. Since April it has been mostly in free-fall. 


On the face of it, the dynamics are odd. In normal times, short-term 
capital has an incentive to move to countries with current account sur- 
pluses and flee from those with deficits. Asia is building up huge cur- 
rent account surpluses. Korea’s is running at an annualized rate of 
about 10 per cent of GDP, which is enormous. Thailand’s is nearly as 
big. Malaysia's surplus is likely to be about 2 per cent of GDP. But for- 
eign bankers and portfolio investors have been fleeing these economies. 
China has the second biggest foreign exchange reserves in the world 
after Japan and an enormous current account surplus, yet there are fears 
of a renmumb: devaluation. Hong Kong has a current account surplus 
and $96 billion of reserves—about the biggest reserves per person in 
the world—and the Chinese government has pledged it will use its 
$140 billion of reserves to support the Hong Kong dollar. Yet the 
Hong Kong dollar and stock market are under intense s ive 
attack. So is the Taiwan dollar, despite Taiwan’s towering exchange 
reserves and current account surpluses. The Japanese current account 
surplus is a large 3 per cent of GDP and Japan has the biggest net credi- 
tor position in the world by far. Yet foreign capital is not racing to take 
positions ın the expectation of yen appreciation. 


The answer to the puzzle lies partly in the fact that the current account 
surpluses result from import compression more than export expan- 
sion. The four most badly affected economies—Korea, Thailand, 
Malaysia, Indonesia—have undergone import falls of 30—40 per cent 
in the past year. The falls reflect deep recessions, which spell debt 
default, bankruptcies, still lower domestic interest rates and possible 
further ‘beggar thy neighbour’ currency devaluations. 


3 Gary Mead, ‘Commodity Price Index ar 21-Year Low’, The Finansal Tres, 28 August 
1998, p- 24 
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The Crisis Spreads 


The Asian surpluses, of course, must be matched by deficits elsewhere. 
The western hemisphere economies have been thrown into deficit, and 
Latin America hes now entered a full-blown crisis. Since June money 
has been withdrawn from Latin American money funds at three times 
the rate of withdrawal from Asian and Pacific funds.* Venezuela’s cur- 
rent account has gone deeply into deficit and a bolivar devaluation 1s 
imminent. Colombia has already devalued in early September. The 
Mexican current account deficit has widened and the peso has fallen 
against the us dollar. Chile now has a current account deficit of around 
5 per cent of GDP and its currency has been devaluing. Despite a cur- 
rent account deficit of 4 per cent of GDP and a fiscal deficit of 7 per cent 
of GDP, the Brazilian government is intent on holding the peg between 
the real and the us dollar. The Argentinean government 1s also intent 
on maintaining the dollar peg despite a 4 per cent current account 
deficit. Given the much higher risk premium now demanded by the 
owners and managers of financial capital in emerging markets, the 
exchange rate pegs of Brazil and Argentina seem to be unsustainable. 
Even the Canadian dollar has fallen to its lowest level ever against the 
us dollar, partly because of the commodity collapse and partly merely 
because of the prophecy that it would fall. The OECD predicted in early 
1998 that Canada would have the fastest growth of any OBCD economy 
in the coming year, a prediction now seen as wildly inaccurate. 


4 Jonathan Fuerbnager, The Emerging Markets Uncovering Pew True Deals in s Global 
Bargain Basement’, The New York Trams, 6 September 1998 
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The huge current account imbalances—deficits in some regions and 
surpluses in others—are causing instability and contraction. 
Governments of economies experiencing Asian-imposed deficits are 
responding with some combination of, (1) currency devaluation; (ii) 
cuts in umports—including the reintroduction of quantitative 
restrictions; (iii) increases 1n export subsidies, that increase the effec- 
tive devaluation; and (iv) cuts in domestic demand by monetary and 
fiscal contraction. The Asian surplus countries are trying to turn on 
the monetary gas and stimulate their exports as a way to regenerate 
growth and wipe out the debt mountain—but from very depressed 
levels of demand. Deflation + debt + highly integrated international 
financial markets = dynamite. 


The us and Europe, at the core of the world economy, have so far ben- 
efited from debt repayments by the rest of the world, as well as by the 
flight to quality that boosts the value of their currencies and cheapens 
their imports.> But they are not the oases of expansion that they 
appear. As the rest of the world tries to escape from difficulties by 
exporting more to them and importing less, they are hurtling 
towards a deficit precipice. The us dollar is currently being held aloft 
by its safe haven status, making umports cheap and exports expensive. 
The us is already running a current account deficit of almost 3 per 
cent of GDP. On the ground, the US west coast’s ports are at their 
busiest in 20 years. The number of containers arriving in August at 
the port of Long Beach, which together with the neighbouring port 
of Los Angeles handles a quarter of US seaborne trade, was 7 per cent 
higher than the previous all-time monthly record. But more than half 
of the returning containers were shipped out empty, a figure more 
than 100 per cent larger than in the same month last year.° These fig- 
ures represent an echoing testament to the tumbling demand for us 
exports. The gathering Latin American and Canadian devaluations 
and contractions will cut US exports still further—some 30 per cent 
of us trade is with Canada and Latin America. As Asia cranks up its 
export machine and as Larin American and Canadian exports become 
more competitive at newly devalued exchange rates, US imports will 
surge again. The current account deficit will grow even bigger; prof- 
its will be squeezed even more. 


At some point, footloose capital will flee from a country with so 
severe a balance of payments disequilibrium and profits squeeze. 
But the us has the lowest aggregate savings rate among the OECD 
countries—gross domestic savings equal to 15 per cent of GDP, 


3On the long build up co turbulence see Robert Brenner, The Economics of Global 
Turbulence’, NLR 229, May-June 1998 Brenner's argument centres on the growing and 
long-term overcapacity ın manufscturiog. The problem bas been made much worse n the 
19908 by the slow growth of world demand, resulting mainly from cuts in government 
spending and a squeeze on wage growth Thus has forced all countries to onent toward 
exports in the face of stagnant domestic markets (pp. 141, 251—262) 
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equal with the UK at the bottom of the scale—and its household 
savings rate of 1 per cent of disposable income is the lowest of any 
major industrial economy since the Second World War. It needs for- 
eign savings to sustain its consumption and investment. It also 
needs a high stock market for the same purpose. But the xinterest 
fates needed to pull in the foreign savings may be too high to sus- 
tain the stock market. Eroded profit margins and a fallen stock mar- 
ket will cause multiplying falls in both consumption and 
investment. So even the US may succumb to the gathering slump, as 
may Europe . 


The Crisis of Crisis Management 


The crisis is also one of global crisis management. In Asia, the IMF 
not only led but in effect monopolized the international rescue 
effort, with conspicuously little regional coordination, and with the 
World Bank and the Asian Development Bank 1n distinctly subordi- 
nate roles. Japan’s August 1997 proposal for a $xoo billion Asia 
Monetary Fund, with pledges mostly from Japan, China, Hong 
Kong, Taiwan, and Singapore, was shot down by the us Treasury, not 
wanting a competitor to the IMF outside of its control.” The Asia 
Fund could probably have deterred the currency runs and stopped 
the crisis from becoming even a fraction of what it has become, 
because speculating against a currency backed by $100 billion is 
altogether less attractive than speculating against one backed by 
only $25 billion. The Treasury’s failure to support ıt was a major 
mistake as regards dealing with the crisis, if not in terms of us for- 
eign policy obyectives in Asia.® 


The Fund’s basic strategy was two-fold. First, to promote the idea 
that the crisis represented the well-warranted punishment of Asian 
economies by international financial markets for the governments’ 
gross mismanagement. As First Deputy Managing Director Stanley 
Fischer kept repeating, the crisis was due to ‘homegrown causes’— 
that became, in the words of other commentators, ‘Asian crony capi- 
talism’. This was propounded by an organisation, that until 
September 1997, lavished praise on these countries’ economic perfor- 
mance and attributed ıt in good part to their financial liberalization. 
Second, the Fund mobilized large stand-by credits and loans in return 
for changes in government policies. The changes included: (i) govern- 
ment guarantees of private sector foreign debt; (ii) domestic demand 
contraction by sharp increases in real interest rates and government 
budget surpluses; and (iii) structural reforms in finance, corporate 
governance, labour markets, and so on, going far beyond what was 
necessary to stabilize the situation. These reforms targeted market- 
constraining institutional arrangements of a kind common in major 


7 Wade, “The Asian Debt-end-Development Crusis’ 
$ David Felix, ‘Is the Deepening Asian Crims the Fault of Japan or the IMF’, Jexrnal of 
Commerce, 9 July 1998. 
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European industrial countries, which the Fund would not dare 
demand be reformed—in thé unlikely event that crisis-affected 
European countries called on it for help. Moreover, the Fund then dis- 
bursed the committed funds very slowly in order to force the restruc- 
turing, in its own version of the game of chicken: conditionality in 
pursuit of restructuring dominated disbursement in pursuit of end- 
ing the runs on the currencies. 


A Failed Strategy 


The strategy has been criticized from across the political spectrum, 
especially since it has been seen to have failed. The requirement that 
the government guarantee foreign private debt, thereby largely pro- 
tecting foreign creditor banks from default, encouraged them to 
slow down rescheduling their short-term Asian loans.? This exacer- 
bated the hard currency squeeze on local debtors and sent them 
rushing to buy foreign exchange to cover their increased dollar 
needs, adding to the downward pressure on the exchange rate. 
Domestic demand contraction accelerated the momentum towards 
corporate insolvency and social disorder, so that capital fled, or did 
not return, despite high interest rates. The insistence on major 
structural reforms sent a signal char the economies were basically 
unsound, redoubling capital exit. The IMF claims thar che situation 
would have been even worse with any other strategy——such as one 
that emphasizes monetary and fiscal stimulus and limits policy 
reform to those things directly needed to bring about expansion.*° 
But, by now, the Fund’s claims ring hollow. The organisation has 
lost credibility in the region. 


The Policy Backlash 


There are three broad ways to escape the depressionary effects of 
debt and deflation. One is monetary and fiscal expansion sufficient 
to devalue or vaporize financial claims through inflation. This 1s not 
favoured by the holders of financial assets or organisations that rep- 
resent their interests. A second is bankruptcy and default that 
destroys the debt, but at the cost of crisis and collapse. A third is 
dogged repayment over a long period, accompanied by a painful 
squeeze of the real economy—the ‘water torture’ route. This tends 
to be the preferred option of financial capitalists and of the IMF. 


Until recently, most Asian governments generally acquiesced in the 
IMF's strategy, in part because they needed its money and approval, 
and in part because they believed in it. Now thar the cost of this 


? David Felix, ‘Is the Deepening Asian Crisis the Fault of Japan or the IMF?" 
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option has become apparent, a policy backlash has begun. It consti- 
tutes what The Wall Strest Journal calls ‘the most serious challenge 
yet to the free-market orthodoxy that the globe has embraced since 
the end of the Cold War’. 


In the face of steep losses of output and the threat of social unrest, and 
with huge current account surpluses to cushion the need for western 
short-term capital, Asian governments are lowering interest rates and 
promoting a Keynesian fiscal expansion. Indeed, they are becoming 
more interventionist across the board 1n order to regain control of 
their economies. Some have described their actions as a rejection of 
Anglo-American capitalism, and look to China as a model for the way 
it has escaped relatively unscathed. Their turning away from the us 
and towards China may have important long-term implications. And 
the mood is spreading well beyond Asia. “The “free market” path of 
development—from developing to emerging to a developed 
nation——has failed to live up to the expectations of the people of the 
South’, said South African Deputy President Thabo Mbeki recently.” 


This backlash may be the harbinger of the second stage of Karl 
Polanyi’s ‘double movement’. Polanyi identified a recurrent pattern 
in the evolution of capitalism, in which a period of free-market poli- 
cies gave rise to such instability and inequality as to trigger a social 
and political response, resulting in tighter social and political con- 
trols over markets—especially over finance." From this perspective, 
we have been in the first stage for the past twenty years—the stage of 
market supremacy over governments and society. The Asia crisis and 
its spreading contagion may be leading to the second stage, the re- 
ordering of power away from markets and towards governments. 


The Swing to Capital Controls 


In particular, Asian governments and policy analysts are urgently dis- 
cussing whether they should continue to allow financial capital to flow 
freely across their borders, as the IMF and the US Treasury have insisted 
they should. They realize that whatever the balance between ‘real’ and 
‘financial’ causes of the crisis, the capital account opening chat they 
undertook mostly in the 1990s is centrally implicated. Capital account 
liberalization first allowed large and uncoordinated inflows and then 
torrential outflows in the second half of 1997 and on into 1998. The 
switch in flows between 1996 and 1997 amounted to some 11 percent 
of the combined GDP of the five main crisis-affected countries—the 
ASEAN four plus Korea. No nation can survive such a whipsaw without 
great disruption, especially when weakly institutionalized political 


n David Wessell and Bob Davis, ‘Currency Controls Gain a Hearing as Crisis in Asa 
Takes Its Toll, Curbs Seem to Limit Damage in Some Nations, Leading Opponents to 
Reconsider’, The Wall Street Journal, 4 September 1998, p Ar—2. 

3 Mbeki was speaking at the twelfth beads of stare meeting of the Non-Aligned 
Movement, in South Africa, 3 September 1998 

“4 Karl Polany1, The Greet Trexsformattex, Boston 1957 


20 


structures are unable to support a negotiated sharing of the burden. 
China has escaped the direct impacts of the crisis in large part because 
its currency was nonconvertible, preventing both inflows and outflows 
of hot money—but not preventing foreign direct investment, of which 
China has had lors. Much the same applies to India. 


Malaysia 


Malaysia, which had been amongst the most open economies on the 
capital account, has gone furthest 1n reintroducing capital controls— 
explicitly following China. The new special functions minister, Diam 
Zainuddin, announced that ‘Malaysia’s new currency controls are 
based on China’s model’.*5 


The exchange controls slapped on at the end of August in effect with- 
draw the ringgit from the international currency trading system."® 
Exporters are now required to sell their foreign exchange to the cen- 
tral bank ar a fixed rate; that currency is then sold for approved pay- 
ments to foreigners, mainly for imports and debt service. This system 
makes the ringgit convertible on the current—or trade—account, as 
before, but not on the capital account—it prevents buying of foreign 
exchange for speculative purposes. Residents cannot transfer ringgits 
to foreign bank accounts, and can take only a limited amount of for- 
eign exchange for purposes of foreign travel. Non-residents can con- 
vert ringgits into foreign currency only with the approval of the 
central bank. Sellers of Malaysian securities can only convert their 
rninggits into foreign exchange once they have held the security for 12 
months. Holders of offshore ringgit accounts have until 1 October to 
repatriate their ringgits, after which repatriation is illegal. With chis 
last move the government ensures that the imposition of exchange 
controls, far from generating the always threatened punishment, cap- 
ital flight, yıelds a short-term debt-free capital inflow. 


Malaysia has not turned away from all forms of foreign capital. The 
controls are aimed specifically at short-term flows. They do not 
extend to foreign direct investment or the repatriation of interest, 
dividends and profits.'? Current account transactions remain convert- 
ible; Malaysia remains committed to free trade. The Malaysian stock 
market rose in the days following the exchange controls. 


Prime Minister Mahathir accompanied this move with a stinging 
indictment of free markets. “The free market system has failed and 
failed disastrously’, he said. He added, “We have asked the International 


13 ‘Malaysia's Forex Curbs to Depend on World Economy’, Kuala Lumpur, 4 September 
: 8, Reuters 
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Monetary Fund to have some regulation on currency trading but it 
looks like they are not interested.’ He proceeded to sack Anwar 
Ibrahim, the deputy prime minister and finance minister and his heir 
apparent. Anwar had reassured international investors with his ortho- 
dox free-market views and willingness to impose austerity measures. 
Although Malaysia had not taken IMF money, and therefore had not 
come under a formal IMF program, Anwar had followed the IMF both in 
its broad strategy and ın 1ts specific advice to Malaysia. The previous 
week, Mahathir had prompted the resignation of the head of the central 
bank and his deputy over the forthcoming capital controls and mone- 


tary expansion. 
Mixed Reactions 


A Chinese official commented with evident satisfaction, ‘Malaysia is 
returning to the route which China has been taking’."8 “Tokyo supports 
capital control by Asian economies’, said the headline about the 
Japanese response. The story reports that ‘Japanese officials and analysts 
are supporting the recent moves by Malaysia, Hong Kong and Taiwan 
to step up capital controls to defend themselves from global speculators 
or erratic flows of short-term capital.’ As an official at Japan’s Ministry 
of Finance put it, ‘Japan was once a developing country and we had 
restrictions of all kinds, including controls in the foreign exchange 
market.’'9 The former president of the Philippines, Fidel Ramos, said, 
‘One must sympathize with Kuala Lumpur’s effort to defend itself from 
what it sees as a kind of global laissez-faire capitalism which 1s going 
out of control’.?° 


The mrs managing director, Michel Camdessus, claimed that 
Malaysia’s exchange controls were ‘dangerous and indeed harmful’.? 
First Deputy Managing Director Stanley Fischer said that foreign 
exchange controls introduced by Malaysia were a step backward and 
would bring no long-term benefit.?? 


US Treasury Secretary Rubin said that dramatic economic policy 
shifts by Malaysia were of concern to the US and were not the best way 
to promote economic growth. ‘I think the actions Malaysia took yes- 
terday are of concern and obviously it is not the path that we think 
best lends itself to economic growth and stability over time. I think 
we'll be watching what happens in Malaysia and see what occurs 
there over time’.?3 The us undersecretary for international trade said 
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Asian nations must not follow Malaysia’s lead, but adhere to open 
market principles. “The supposed alternatives—exchange controls, 
import substitution and state management—do not work. The failed 
nostrums of the past are not the answer’. 


Western financiers chorused disapproval. Salomon Brothers described 
Mahathir’s measures as ‘regressive’ and ‘ultimately destined to failure’. 
Crédit Lyonnais Securities (Asia) said that capital controls would turn 
Malaysia into ‘an equity black hole’ for foreigner investors. Indosuez 
W.I. Carr said the measures make “Malaysia virtually uninvestable’. 


The underlying assumption is that Malaysia, notwithstanding one of 
the highest savings rates in the world—37 per cent of GDP in 1995— 
needs Western finance not only for immediate refinancing purposes 
but also in the longer term. “With capital controls slapped on many 
investors will not return to Malaysia for a decade or more, regardless 
of how attractive their asset values become. The capital account prob- 
lems will be dragged out for many years. Any prospects of getting 
this crisis over with by “doing the right thing” have been shot.’*4 


Mahathir has been voicing anti-market sentiments for some time, 
earning himself the reputation for being what might politely be 
called a lone voice. But even in economies that had been celebrated as 
exemplars of free-market capitalism, policies are being implemented 
that make free-market economists throw up their hands in horror. 


Hong Kong 


Hong Kong is the most dramatic case. The economy is likely to experi- 
ence a contraction of gross domestic product by over 4 per cent in 1998, 
and throughout the summer of 1998 faced intense attacks by hedge 
funds against the Hong Kong dollar—pegged to the us dollar in a 
quasi-currency board arrangement. The hedge funds calculated that, 
when competitor countries had devalued by 30-40 per cent and more 
against the us dollar, the Hong Kong dollar would have to be devalued 
as well. In what came to be known as the ‘double play’, hedge funds 
sold the Hong Kong dollar short—borrowing HK dollars, selling those 
borrowed dollars back to the Hong Kong Monetary Authority at the 
fixed rate, expecting that, by the time they had to repay their borrowed 
dollars, the exchange rate would have fallen. At the same time they sold 
Hong Kong stocks short—borrowing stocks they did not own (from an 
investment bank with a stock lending operation, such as Morgan 
Stanley) and selling the borrowed stocks, in the expectation of later 
repaying the borrowed stocks at a lower cost. If the Hong Kong 
Monetary Authority raised domestic interest rates to defend the cur- 
rency peg, the local stock market would fall, and the speculators would 
benefit by being able to repay their borrowed stock at a lower price. If 


M ‘Capital Controle the Latest Shoe to Fall’, Bridgewater Daily Observanons, 8 September 
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the strain of higher interest rates became so great that the government 
devalued the currency, the speculators could repay their borrowed HK 
dollars at a cheaper price—and the currency fall would allow them to 
repay their borrowed equities at a cheaper price, even if the stock mar- 
ket did not fall. Either way, the hedge funds would win. 


Hedge Funds Versus the National Interest 


In response the government has been intervening to restrict various 
forms of trading on the stock market so as to ease the pressure on the 
Hong Kong dollar. And it has bought up about 6 per cent of the stock 
market, acquiring a national stake in the private sector at the cost of 15 
per cent of its foreign exchange reserves in the last two weeks of August 
alone. The aum was to hit the speculators by intervening to keep the 
price of stocks high, to show them thar selling stocks short was not a 
one-way bet. It worked: the hedge funds took big losses and retreated. 


‘After Hong Kong markets shut [on 28 August] Hong Kong’s Fin- 
ancial Secretary Donald Tsang said the government would propose new 
laws to restrict short selling and stock borrowing, which enable people 
to bet against stocks. He said it was in the public’s interest to do so.’?5 
In the public's interest to restrict the right of the owners and managers 
of financial assets to buy and sell freely? This is not what one expects 
from Hong Kong. The government 1s also considering ways to restrict 
large movements of money into and out of Hong Kong’s markets. 


The Hong Kong events constitute a telling illustration of the purely 
casinoesque nature of the hedge fund operations. It is ironic that the 
hedge funds, arch champions of free financial markets, have driven 
Hong Kong to adopt policies that resemble those of China more than 
those of British colonial Hong Kong—and have driven Hong Kong 
into dependence on China, The Chinese government was not only 
well informed about the Hong Kong government's interventions, it 
was a player in the game, providing an amply-endowed fire-fighting 
fund specifically for use in protecting the Hong Kong dollar. 


Western bankers and investors are furious with the Hong Kong 
Monetary Authority for daring to intervene to fend off unwanted spec- 
ulation, notwithstanding the government’s meticulously explained 
defence. Without a level playing field, they say, Hong Kong will be 
passed over by investors, falling into well-deserved economic obliv- 
10n.?° ‘Does any country where the regulator has a ro per cent stake in 
its number one company have financial credibility? The answer is No’, 
said the head of research at a derivatives trading firm.” ‘Spiteful 
Capital Controls’ was the headline in a Morgan Stanley newsletter, 
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which went on to say, ‘Policymakers [in Hong Kong and elsewhere] 
appear to believe that speculative attacks on their currency have noth- 
ing to do with economic fundamentals and everything to do with evil 


speculators’.?8 
Taiwan 


Even Taiwan, which has weathered the crisis better than most others, 
has seen a 7 per cent fall in its export earnings in the first half of 1998 
compared with first half of 1997, and a 20 per cent stock market fall 
between March and August 1998. Notwithstanding its huge foreign 
exchange reserves, it too faces intense speculative pressure against its 
currency. Asked ‘Is your currency under pressure from the yen?’, the 
prime minister replied, “Yes, day after day, day after day’.79 


The policy response has been to insulate the New Taiwan dollar from 
the region’s currency decline, and bar foreign short-term investors 
while encouraging local investors. The government has been intensi- 
fying existing controls since May. The central bank virtually shut 
down trade in futures instruments which had been used to pressure 
the local currency. Inflows of funds destined for the stock market are 
subject to central bank approval, allowing the authorities to influence 
demand for the currency. The offshore market in New Taiwan dollars 
has been closed. At the end of August, the central bank issued a sharp 
warning that foreign currency speculators such as George Soros 
would find ‘no quarter’ to operate in domestic currency markets.3° 


On 1 September President Lee Teng-hui met with a group of 20 
investment professionals and announced a variety of further interven- 
tions. As a Tuwan currency analyst said, ‘The president coming out 
and meeting with brokerages is very rare. The government is getting 
serious. They are trying to block speculation as much as they can.’3* 


Korea 


Throughout this period, Korea has kept ın place some capital account 
restrictions on the convertibility of the won. Also, as noted, Korea is 
now earning huge current account surpluses; its foreign exchange 
reserves as of August 1998 stand at $41 billion, an all-time record, 
exceeding the IMF's target of $40 billion by the end of 1998. This 
reflects, however, savage import cut-backs, including in raw materials 
and capital goods. 


™* Tim Condon, ‘Asia/Pacific. Spiteful Capital Controls’, Global Economic Forum (Hoag 
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Though the Korean government has not moved to re-impose 
Malaysian-type exchange controls, it has become much more interven- 
tionist—and much more authoritarian. Many labour leaders are in 
jail, and riot police are deployed in force against strikers or demonstra- 
tors against the government. But capital, as well as labour, is being 
disciplined. The new labour law gives firms the right to fire more or 
less at will; but the government has pressured the big firms not to fire 
en masse. The government is pressing the big companies to merge and 
restructure in order to manage the problems of excess capacity—in 
semiconductors and petrochemicals, for example. The companies are 
demanding that the government take on all the bad debts of the 
merged entities. The government is offering less. The result 1s a stand- 
off. The government is also committed in principle to bringing in 
more foreign ownership, and the big companies are resisting. The 
result is another stand-off—though, in practice, the situation is less 
than straightforward, because the government has prevented 
Microsoft from taking over Korea’s biggest software firm, and has 
resisted the sale of Kia Motors and two large banks to foreigners. 


In the financial sector, the government is moving quickly, unlike 
Japan, to buy up bad loans from the banks and force small banks to 
merge with larger ones, putting the banking sector on the road to 
recovery—though many firms are still finding credit difficult to 
obtain, because banks continue to try to meet the Basle standards of 
capital adequacy, as demanded by OZCD membership. The major 
question now is whether the government will take the banks off the 
Basle standards, which might greatly alarm international financial 
markets. The even more important question concerns the source of 
finance for the promised fourfold package: Keynesian expansion; 
social safety net—the absence of which could cost the government its 
survival; public bailout of the banks; and public purchase of the debt 
of some of the biggest companies.3? 


Japan 


Potentially, the most dramatic development of all may come from the 
current discussion withio Japan on the subject of reintroducing capital 
controls. Finance Minister Miyazawa, giving a press conference in early 
September, was asked whether Japan was studying the option of erect- 
ing capital controls to protect against speculative attacks. In the words 
of the Reuters report, ‘He said it was too early to discuss that at the gov- 
ernment level but added he had asked Toyo Gyohten, a special advisor 
to Prime Minister Keizo Obuchi, to study the issue’.33 For the finance 


3* Thailand has noc introduced exchange coatrols, because, (a) it has no reserves left to 
defend and, (b) it is entrely dependent on the Dar standby faciliey. But reaction in 
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minister of the world’s second biggest economy to say this just before 
meeting US Treasury Secretary Rubin and Federal Reserve Chairman 
Greenspan—the two most powerful financial officials in the world— 
who are passionate opponents of capital controls, is quite remarkable. 


At the end of the Japan-us meeting, ‘Japanese officials bristled at the 
mounting American pressure and suggested they were being made 
scapegoats for problems that are unrelated to Tokyo's seven years of eco- 
nomic mismanagement. A senior Japanese official [said], “Japan has 
been overly criticized. My concern is that if anything happens to the us 
economy, everyone will point to Japan and say it is responsible”.’>4 


Later, Japan’s vice-minister of finance for international trade, Eisuke 
Sakakibara, said that Japan wants the G7 countries to review policies 
towards capital liberalization. He admitted that the move by 
Malaysia to umpose capital controls has been greeted with consider- 
able sympathy in some parts of the Japanese government. Separately, 
the minister of international trade and industry said, ‘I believe that 
there are certain sound reasons for adopting capital controls’.>> These 
comments are the public face of the Ministry of Finance’s private 
encouragement to both Malaysia and Hong Kong to intervene ın the 
way that they did. If Japan itself goes on to reintroduce capital con- 
trols, this would further boost their legitimacy elsewhere. 


The Chinese government has called for Japan to reintroduce some 
form of capital controls—to take ‘measures to limit the flow of yen 
out of Japan or directly intervene in currency markets’. 


In short, capital curbs are an idea whose time has returned, in the 
minds of many Asian government officials. It is telling that a 
respected Thai economist, who is a contender to head the World 
Trade Organisation, has announced that he finds Malaysia's capital 
controls ‘reasonable’ and ‘understandable’.3”7 He presumably calcu- 
lates that sentiment in Asia and in the world has moved sufficiently 
in favour of capital controls for his views not to cost him the position 
of head of the wro, a staunchly free-trade body. 


M David Senger, US and Japanese Coafer but Differ on Economic Cures’, The New York 
Times, 6 September 1998. 

35 Gillian Tett and Michiyo Nakemori, ‘Downturn in Japan “Set to Continue”’, The 
Freanctal Tres, 11 September 1998. 

% Beijing, 12 August 1998, Reuters. One of the most bizarre stories to appear in the 
whole of the crisis came on the front page of The Freencial Times James Harding, ‘China 
Cuts Yen Holdings to Under 25% o£ Reserves’, 11 August 1998) It reported that China 
had ‘sold off billions of dollars worth of Japanese bonds to cut exposure to the yen’, from 
about a third of the [$140 billion] portfolio to less than a quarter. A Chinese official said, 
“We will sell more yen in the market, nobody can yet see the floor of the Japanese yen’ 
China bes been criticizing the US and Japan for not doing more to support the yen, and 
threatening renmimb: devaluation. It then announces to the world that it had been selling 
the yen all along in amounts that dwarf the us intervention in June to support the yen. It 
also announces that it will go on selling yen. Yet Chins wanes the yen to go up? 

37 Thomas Crampton, ‘In Asta, Rethinking Free Markets’, referring to Supechai 
Paniechpaked: 


New Proponents of Capital Controls in the West 


Meanwhile, a number of prominent American economists are cau- 
tiously embracing the need for some forms of capital controls. The 
most prominent convert is Paul Krugman, professor of economics at 
MIT. Writing in Fortwee magazine in early September, he makes 
exchange controls the linchpin of his radical plan to ‘save Asia’. Asian 
governments must lower interest rates and push fiscal expansion, he 
argues. But without exchange controls the currency will plummet 
even more as hot money and domestic savings exit in response to 
lower interest rate differentials. Therefore, for all their costs, 
exchange controls must be re-imposed.}® Krugman stresses that 
exchange controls are the least bad of a very bad set of alternatives, 
and that they must be seen to ‘clearly be temporary’.?9 Once they help 
engineer domestic expansion, they can be removed, for interest rates 
can be raised to the point where the monetary leakage stops without 
them 


The reaction from Wall Street has again been swift and predictable. 
The investment firm, CLSA Global Emerging Markets, told its clients, 
‘Paul Krugman has a lot to answer for. Not content with getting the 
analysis of the current Asian downturn completely wrong in his 
famous article (The Myth of Asias Miracle’, Foreign Affairs, 
November—December 1994) he has sallied forth again with a much 
more dangerous solution in his latest Fortwas magazine musings. The 
reason his solution of exchange controls—not an unreasonable option 
for developing countries per se—is so dangerous is that he has no con- 
ception of the capacity of some of the leaders in Asia for self-delusion.’4° 


Others have voiced support for capital curbs. Former Federal Reserve 
Chairman Paul Volker said that the MF’s stance was over-influenced 
by the us Treasury, and left many small economies dangerously 
exposed to turbulent capital flows. “The visual image of a vast sea of 
liquid capital strikes me as apt. The big and inevitable storms through 
which a great liner like the u.s.s. United States of America can safely 
sail will surely swamp even the sturdiest South Pacific canoe.’ ® 


Divisions in the IMF 


Surprisingly, even the IMF, which almost always speaks in public with 
a single disciplined voice, has shown signs of internal differences. 
Shortly after Managing Director Camdessus and First Deputy 


3 Paul Krugman, ‘Saving Asia. the IMF Cure Has Failed It's Time to Get Radical’, 
Fortune, 7 September 1998, pp 27-32. 

9 Quoted in Wessell and Davis, ‘Currency Controls Gain a Hearing as Crisis in Asia Takes 
Ics Toll’. 

V Malays Capital Controls: Kiss Foreign Investors Goodbye’, Emerperserscs Infefax, CLSA 
Global Emerging Markets, 2 Sepcember 1998 

+ From a statement in Aprl 1998, quoted in ‘Summers. Open Capital Accounts Need 
Scrong Financial Supervision’, Dow Jones Newswires, 9 September 1998 
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Managing Director Fischer made the passionately anti-capital controls 
remarks quoted above, the head of the ™mF’s Asia-Pacific Department, 
Hubert Neiss, said in Seoul that ‘Short-term capital controls may be 
adopted to avert the kind of regional contagion that caused a sertal 
swoon among Asia’s economies last year’. He declined to elaborate on 
what the controls might entail. ‘My only prediction is that it will lead 
to some measures that will make it difficult for banks to run up short- 
term debts to foreigners’. He also said thar the IMF ‘was keenly watch- 
ing Malaysia’s experiment with more sweeping capital controls. This 
is an experiment that everybody will be carefully watching, and 
whether it succeeds over a short while or on an enduring basis’? 
Neiss’s open-minded statement presumably reflects a calculation that 
the IMF needs to be seen to be responsive, to some degree, to sentiment 
in the crisis-affected region, and not only to the wishes of the US 
Treasury. It is all the more remarkable given that the Fund is anxious 
to avoid doing or saying anything that might upset the us Congress as 
it deliberates whether to pay over the us share of the IMF’s budget.43 


The European Response 


In continental Europe, support for some form of capital controls is 
growing. French Prime Minister Lionel Jospin recently provided an 
umbrella justification, though without mentioning capital controls 
by name. ‘Capitalism is its own worst enemy’, he declared. “The crises 
we have witnessed teach us three things: capitalism remains unstable, 
the economy is political, and the global economy calls for regula- 
tion.’44 French Finance Minister Dominique Strauss-Kahn further 
declared, ‘Public authority ought to set the rules of the game and 
clearly delimit the place of competition in the economic regulation of 
different sectors’. Apart from the general European sympathy for gov- 
erning markets, two more specific considerations le behind 
European support. Firstly, emergency capital controls can stop a cur- 
rency crash, and banks which are heavily exposed in Latin America— 
especially southern European banks—are, like passengers on the 
stern of the Titanic, desperately looking for anything that floats. 
Indeed some Us commercial and investment banks are said to be pri- 
vately pushing the US Treasury to endorse exchange controls for Latin 
America, fearing that they simply could not survive another loss on 
the Russian scale. Secondly, European governments have serious con- 
cerns over the January 1999 launch of the ‘euro’, including the 


a Bill Tarrant, TMF Sees Short-Term Capital Controls in Asm’, Seoul, 14 September 
1998, Reuters. 

43 A UN agency, the United Nations Conference on Trade and Development, lent sapport 
to the ides of capital controls in its annual Trese anal Develepment Report, released on 16 
September 1998 It seid that sound economic policies and prudent bank regulation and 
corporate governance had taken years to establish and could nor insulate countries from 
speculative attacks, which are often caggered by external events, such as rises in US inter- 
est mres It said thar ‘capital controls will remain an indispensable pert of developing 
countries’ armoury’ against nancial instability. 
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dependence of European banks on interest income for the bulk of 
their profits and the relatively weak and nationally different banking 
supervision and regulatory standards. Exposing such a structure to 
free capital flows could be disastrous. 


This is the new reality. Asia, which accounts for roughly a quarter of 
world GDP, is moving strongly towards capital controls. Two of its 
biggest economies, China and India, have maintained capital controls 
all along and are now less likely to remove them any time soon. 
Several other crisis-affected countries have adopted exchange controls 
or tightened other kinds of financial controls, or are moving in that 
direction—Japan and Brazil are the most important cases to watch. 
In continental Europe, too, support for capital controls is growing as 
the Asia crisis spreads and as the euro launch date nears. 


The Case for Capital Controls 


Opponents of capital controls commonly cite all the possible things 
that can go wrong in all kinds of countries as reasons for not having 
them anywhere. We broadly agree that some forms of capital controls 
are needed in Asia. But we make an important distinction between 
two types of control. One is on inflows, especially of borrowing in for- 
eign currency. The other is on outflows. By and large, controls on out- 
flows are more difficult to make effective, especially in the midst of 
crises. Over- or under-invoicing is a favourite technique for getting 
money out, because it 1s difficult to police. Inflows are much easier to 
control. There are plenty of ways by which hedge funds and portfolio 
investors can be discouraged. Chile’s inflow controls require investors 
to leave a portion of their funds with the central bank for a minimum 
period without interest before being able to put them to use. The 
sooner the funds are taken out of the country, the higher the effective 
tax. Malaysia’s Mahathir holds up Chile as a model, for all that he is 
presented in the West as ‘severing Malaysia’s ties to world markets’. 


Krugman argues that Asian countries should introduce controls on 
outflows as a short-term emergency measure. We argue that—with 
the important exception of Japan—there is a stronger case for con- 
trols on inflows, of a semi-permanent kind. 


Countries such as Korea and Thailand, which are racking up huge 
trade surpluses accompanied by foreign exchange inflows, can proba- 
bly lower domestic interest rates and generate monetary expansion 
without appreciably weakening the currency. Most of the ‘hot’ money 
that went into emerging Asia over the 1990s has now left, so controls 
are not needed to prevent further outflows of institutional funds. 
Malaysia may need them, for Krugman’s reason, given that its current 
account surpluses are not nearly as large, and given peculiarities of its 
situation in relation to Singapore that have made its currency espe- 
cially exposed to short-selling speculators. All of this 1s compounded 
by the fact that its planned stimulus package is very large. 


30 


Exchange controls or other forms of capital controls are nevertheless 
needed for two reasons. One is to avoid entrapping themselves like 
this in future—to protect against excessive inflows. Here we need to 
distinguish between three types of inflows: first, short-term capital to 
refinance foreign loans, until current account surpluses grow to the 
point where the loans can be paid back from the surpluses; second, 
foreign additions to domestic savings available for investrment— 
including foreign portfolio investment; and, third, foreign invest- 
ment that goes along with technology, capital equipment, and 
management and marketing expertise. These economies do need 
immediate help in refinancing their top-heavy foreign debt, and they 
do need technology, capital equipment and some kinds of foreign 
expertise. But they do not need the huge inflows that they had been 
receiving—that is, of the second type of short-term financial capital. 
They have the highest savings rates in the world, and account for over 
half of world savings. East Asia and the Pacific saved an average of 38 
per cent of GDP 1n 1995, compared to South Asia’s 20 per cent, Latin 
America’s 19 per cent, and the high income countries’ 21 per cent.*? 


Weaknesses of the Asian Model 


As many critics of the Asian model have pointed out, these countries 
overinvested in some manufacturing sectors and in essentially specu- 
lative ventures in real estate, infrastructure and equities, resulting in 
inefficient investment, asset bubbles, credit excesses and exchange 
rate overvaluation—the ills that led to the current crisis. They have 
not been able productively to absorb even domestic savings, let alone 
extra foreign savings. It is tronic that most of the critics who point to 
excessive, crony-steered investment as the root of the crisis insist that 
Asia will suffer if ıt limits inflows of short-term financial capital.4® 


Capital controls are needed, secondly, to make these fairly small, 
fairly open economies less vulnerable to the whims and stampedes of 
portfolio and hedge fund managers, and more generally to re-estab- 
lish stable growth. This is especially the case in economies with high 
corporate debt-to-equity ratios. Korea is a classic example of how free 
capital movements in the context of high domestic and foreign debt 
can destabilize an economy with good ‘fundamentals’. But the Hong 
Kong case shows how the same thing can happen in a small, open 
economy with low debt, large exchange reserves, and a current 
account surplus, once short-selling speculators a vast finan- 
cial resources make it the target of an attack. 


Krugman’s argument does hold, however, i the case of Japan— 
though he does not make the distinction between Japan and the rest. 





ae en ee New York 1997, table 13, p. 239. 

Sach as those who embrace the Austrian approach. See Jim Walker, The Unbearable 
Knowledge of*Impotence: from Austria to Asa’, The New Assrelsex, no. 88, 7-13 
September 1998. 
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Japanese nominal interest rates are below foreign rates. An aggressive 
monetary policy sufficient to jump-start demand requires negative 
real interest rates, which itself necessitates nominal rates much lower 
than foreign rates. At some point, the disincentive of keeping savings 
at home will outweigh the risks of a Wall Street crash and a dollar 
crash. There ıs now a large potential for savings exports to occur. 
Until as recently as April 1998, such financial exports were 
restricted. In April they were allowed as part of the first stage of ‘Big 
Bang’ financial liberalization. The financial outflows since then have 
contributed to yen weakness. More aggressive monetary expansion 
would probably cause more outflows and further yen depreciation, 
which could destabilize yet further other currencies 10 the region. 


In short, Japan needs exchange controls to stop yen depreciation in 
response to monetary expansion. Many argue that such controls will 
not work. But the recently relaxed exchange controls did work, and 
could be made to work again. The other Asian countries need 
exchange controls not primarily in order to stop currency deprecia- 
tion, but, rather, in order to buffer corporate sectors with high debt- 
to-equity ratios from external shocks, in order to encourage the 
resumption of the flow of massive domestic savings through banks to 
firms. They also require controls in order to protect against excessive 
capital inflows in a situation of extraordinary high domestic savings, 
where the inflows are likely to blow up speculative bubbles. 


Weighing Up the Evidence 


What is the empirical evidence on the impact of keeping or removing 
capital controls? On the one hand, the benefits of removing them 
have yet to be demonstrated in empirical research.47 On the other, the 
risks of removing them are illustrated by the comparison between 
countries with convertible and nonconvertible currencies in the 
Asian crisis: China and India, with strict controls, have both been rel- 
atively untouched. The risks are also suggested by early twentieth- 
century history. The free-market financial system in place at the 
beginning of the twentieth century was directly implicated in the 
financial crises and depression of the 1920s and the 1930s. The post- 
war Bretton Woods system of regulated currencies and closed capital 
accounts was a carefully designed response to those crises, and it 
worked We enjoyed twenty-five years or more of economic success. 
As late as the beginning of the 1980s only the us, Switzerland and 


47 Dan: Rodrik, Who Needs Capital-Account Converubility?’, in Scanley Fischer et al , 
Sheald the IMF Pursue Capstal-Accownt Convertibelsty?, Essays in International Finance, 207, 
Economics Department, Princeton University, May 1998, Jagdish Bhagwan, “The 
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vol 77, n0 3, May—June 1998, pp 7-12, Joseph Stuglitz, ‘Knowledge for Development 
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Development Economics, World Bank, April 1998, James Crotty and Gerald Epstein, ‘In 
Defence of Capital Controls’, Seczalsst Register 1996, pp 118-49 For evidence of some 
benefits, see Dennis Quinn, The Correlares of Intemanional Financial Deregulation’, 
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Britain allowed the free flow of capital, and Germany followed in 
1984. Economic performance has not improved since the bulk of the 
OECD countries removed their controls—by many measures it has 
deteriorated.*® 


We conclude that, at least in Asian conditions—with very high rates 
of domestic savings, underdeveloped equity markets, underdevel- 
oped institutions of financial regulation (which make unrealistic the 
appeal to ‘prudential regulation’ instead of capital controls), and cor- 
porate sectors with high ratios of debt-to-equity—such controls, or 
speed limits, need to be longer-term, not temporary. 


The Push for Capital Freedom 


In short, Asia is moving strongly in the direction of capital controls, 
and there are good theoretical reasons why it should. The region saves 
more than can be productively invested at plausible rates of growth. 
It does not need to open itself to still more short-term inflows from 
abroad, given the evident risks. As we have noted, support in Europe 
for the capital controls case is growing. 


Yet it would be quite wrong to conclude that the movement to capi- 
tal controls is robust. The shift on the ground in Asia has already 
encountered vehement opposition from the US and the UK, and from 
the IMF. The owners and managers of western financial capital see 
great dangers in it and can be expected to mount tough resistance 
once the immediate emergency passes. 


Consider the hyperbole with which Alan Greenspan, Lawrence Sum- 
mers and other Us officials denounce the moves in Asia. Greenspan’s 
testimony to the House Banking Committee is particularly striking. 
He normally testifies blandly and ambiguously, and about many sub- 
jects at the same time. This time, on 16 September, he talked pas- 
sionately, clearly, and about one subject only: the perils of capital 
controls. He equated the sort of exchange controls introduced by 
Malaysia with ‘closing the economy to foreign investment’, which in 
turn amounted to depriving the economy of ‘the benefits of new tech- 
nologies’, causing it to be ‘mired at a suboptimal standard of liv- 
ing’.49 This is the voice of panic in the face of a threat to years of 
success in opening developing countries more completely to both 
trade and finance. He and other us financial officials see it as impera- 
tive to make sure that the troubles in Asia are blamed on the Asians, 
and that free capital markets are seen as key to world economic recov- 
ery and advance—so that the idea does not take root that interna- 
tional capital markets are themselves the source of speculative 


disequilibria and retrogression. 


48 See Brenner, The Economics of Global Turbulence’. 
” Alan Greenspan, Testumony of Chairman Alan Greenspan before the commuttee on 
banking and financial services, US House of Representatrves, 16 September 1998. 
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Indeed, until a few months ago, a campaign to establish free capital 
movement world-wide was in full swing. The MF, the OECD, the 
World Trade Organisation (wro) have all been pushing in this 
direction, supported by many governments, banks and financial 
service firms. 


Structuring the IMF around Capital Freedom 


Of these efforts, the one intended to be most irreversible 1s the revision 
of the IMF’s constitution—its articles of agreement—in order to make 
open capital accounts a condition of Fund membership. The proposed 
revision to Article 1, which describes the pørposes of the Fund, says that 
promotion of the orderly liberalization of capital is one of the Fund’s 
main purposes. The revision to Article vi, which describes the juris- 
dictions of the Fund—and hence the matters subject to sanctions of a 
legal character—says that the Fund shall have the same jurisdiction 
over the capital account of its members as it bas over the current 
account. This means, in effect, that the Fund shall oversee and approve 
any capital account restrictions. Moreover, the language requires coun- 
tries to commit themselves to open the capital account. 


The wro has negotiated a financial services agreement chat frees up 
markets in financial services world-wide, agreeing to it in December 
1997. The OECD has been negotiating the Multilateral Agreement on 
Investment (MAI), that will make differences in the treatment of foreign 
investors and domestic investors illegal—differences that were funda- 
mental to the nurturing of new industries in East Asia.’ The MAI, 
though often presented as being only about foreign direct investment, 
in fact covers much more liquid forms of investment as well.>' The 
point is important, because many more people agree on the desirability 
of removing restrictions on foreign direct investment than on removing 
those against highly liquid capital. 


The New Justification 


The Fund and the other bodies have justified the Big Push by saying 
that capital controls foster the long-term and world-wide misallocation 
of capital and protect unsound financial systems from salutary crashes 
or other corrective mechanisms. They have provided remarkably little 


3° The article on national treatment makes ıt mandatory foc member stares to allow the 
entry of any foreign company or organisation in all sectors (unless specifically covered by a 
reservation list of che country), and to ensure that the foreign investor is treated at least as 
well as local investors See Martin Khor, ‘A Commentary on the Draft Text of the 


by an investor’. The broad definition was chosen to go, in the OECD's words, ‘beyond the 
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equity participacion, bonds, loans and forms of debe’. See Khor, ‘A Commentary on the 
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evidence to substantiate their argument. And they have modified it 
hardly at all in response to the Asian crisis. For the first several months 
after the crisis broke in mid 1997, Fund people were to be found 
lamenting that, ‘Capital account convertibility is dead’. But, soon, a 
counter-argument was developed: the Asia crisis shows that capital 
account liberalization should not be slowed down. Quite the contrary, 
efforts to liberalize while creating appropriate regulatory systems 
should be speeded up. The buzz-words are ‘sequencing’, ‘orderly capital 
account liberalization’, ‘regulations, yes, restrictions, no’.5? It is diffi- 
cult to escape a sense of déja-vu: for just the same was said after the dis- 
asters following the opening of capital accounts 1n the Southern Cone 
in the early 1980s. ‘We must learn that opening to highly liquid forms 
of capital should be the last step in the sequence’, pas said chen Now 1: 
1s being said again. 


Deputy Treasury Lawrence Summers takes the argument forward. 
How can countries build up a regulatory regime adequate to allow cap- 
ital account opening? By bringing in foreign financial firms. ‘One of 
the best ways to accelerate the process of developing such a system is to 
open up to foreign financial service providers, and all the competition, 
capital and expertise which they bring with them.’> This is the entry 
route under IMF auspices that the big Wall Street and City firms want. 
They will be invited to help the country build an appropriate regula- 
tory system and thereby meet the new conditions for IMF membership. 


Money Politics 


Behind this campaign by the Fund and the other multilateral organi- 
sations are the US and UK Treasuries. The us has a powerful national 
interest in establishing the free movement of capital worldwide— 
there 1s probably no more important foreign economic policy issue for 
the us than this. For one thing, the US savings rate is very low by 
international standards. To maintain its high level of consumption 
and investment—the overarching economic priority—the US must 
borrow from the rest of the world’s savings, which is much easier if 
world financial markets are highly integrated. 


P ‘An “Irreversible Trend” Seminar Discusses the Orderly Path to Capital Account 
Liberalzenon’, IMF Servey, vol. 27, no 6, 23 March 1998, p 1. The communiqué from 
the Group of 24 Ministers, 14 April 1998, says, ‘Capital account liberalization Ministers 
recognize that the benefits of further liberslizarion of capital movements depend on the 
prevailing corcumstances of each country. Given the universal nature of the Dae’s member- 
ship, Ministers believe that the IMF can play a leading role in promoting an orderly and 
gradual liberalization of capital movements, while being sensitrve to the particular stua- 
tion of each country and in the context of well-specified policies and, where needed, ade- 
quarte technical assistance To this end, any amendment of the Articles of Agreement 
should be designed to promote cautious and well-sequenced capital account liberali- 
tion Thus would also entail amending the Arucles of Agreement to eliminate current lim- 
itations on the use of F resources in the event of capital ourflows’ A growing number of 
Fund officials do bave doubts about the wisdom of capital account convertibility, but—in 
an orgunisation has ughtly disciplined as e crack military regument—they keep them to 
themselves. 
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For another, Wall Street firms want to do business in the rest of the 
world using the rest of the world’s savings. They can exploit the great 
US privilege of being the issuer of the international reserve currency. 
This allows them to borrow cheaply from the rest of the world using 
Treasury bills, and recycle the savings in the form of foreign direct 
investment, portofolio investment, and loans, at much higher returns. 
The us Treasury under the Clinton administration has been unusually 
responsive to the interests of Wall Street, particularly since 1995 —for 
reasons related less to Treasury Secretary Rubin’s former career on Wall 
Street than to the need for the Democrats to elicit the help of Wall 
Street in overcoming their chronic electoral campaign finance shortage. 
And behind the Wall Street investment firms are savers and pensioners 
who wish to ensure that their savings are put wherever returns are high- 
est, who are 1 10 per cent behind them in bull market times and 80 per 
cent behind them in bear market times as long as the memories of good 
times linger. 


More than this, the US sees free capital movements as a battering ram 
to force, other economies to adopt free market structures not only in 
finance but across the board. Once an economy adopts a regime of free 
capital movements, it can sustain market-steering arrangements of 
the ‘Asian political economy’ kind only with difficulty, as the Asian 
crisis shows The US national interest is to have the rest of the world 
play by American rules of both cross-border capital movement and 
domestic arrangements for finance, corporate governance, labour 
markets, and the like. Not only Wall Street but most of the bigger us 
manufacturing and service companies want this broader agenda, for 
which the Wall Street free capital movement agenda 1s the most 
powerful instrument. 


How then did the goals of Wall Street and the City come to be trans- 
lated into the top-priority goal of amending the constitution of the 
IMF? US and UK banks and other financial enterprises have long 
wanted all countries to commut themselves to two simple conditions: 
(1) free entry and exit; (u) national treatrment—same treatment as 
domestic counterparts, or better. Initially, around 1994-95, the US 
Treasury—shorthand for Us and UK Treasuries—sought to advance 
these goals by writing them in to the constitution of the WTO as ıt was 
being formed out of the GaTT. But many developing countries 
objected. Developing countries are powerful in the wro, compared to 
the IMF, because of the one-country one-vote rule and the arbitration 
board that allows appeals against WTO rulings. 


34 To quote from The Wall Stren Journal, ‘As Goldman, Sachs and Co economusts note 10 
their newsletter this week, “So far, countnes whose currencies bave not been freely con- 
vertible have done best This rases the risk that at some point, other countries decide to 
umpose capital controls The exact consequences for che US outlook are not clear, but they 
would certainly be negative.” The Goldman economists see a threat to the profits of us 
mulunationals corpomrtions, particularly financial institunons, tbat have benefited from 
an increased openness to foreign direct investment’, Wessell and Devis, ‘Currency 
Controls Gain a Hearing as Crisis in Ana Takes Ic Toll’ 
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The us saw that the Wro route would be messy and compromising, 
with many conditions and qualifications. Likewise, the OECD's 
Multilateral Agreement on Investment, beginning to be negotiated 
among the OECD countries with the intention of later ‘inviting’ devel- 
oping countries to sign—or risk being by- fon by foreign 
investors—seemed to be too complicated. 


The IMF Route 


Then it occurred to the Treasury that the goals could be advanced 
more effectively through the IMF by revising the articles of agree- 
ment. A plausible argument for revision could be made along the fol- 
lowing lines. Trade flows dominated capital flows at the time when 
the Fund began. And the architects believed that capital controls 
were a necessary condition for the successful freeing up of trade 
around the world. The articles mandated the Fund to be the custo- 
dian of current account convertibility—open trade flows—and 
endorsed the use of capital controls. Now capital flows dominate 
trade flows. And capital markets are sufficiently sophisticared in the 
use of hedging instruments for the earlier concerns about exchange 
rate volatility and financial crises to be mitigated. Thus the need for 
an organisation to be the custodian of capital account convertibility, 
and for that organisation to be the Fund. The Fund’s articles need to 
be modernized to reflect the new realities of capital flows. 


This shifts the focus away from the pros and cons of capital account 
convertibility and towards the advantages and disadvantages of Fund 
membership. A finance minister who has doubts about the wisdom of 
capital account convertibility 1s unlikely to want to signal doubts 
about Fund membership. Besides, redefined in this way, the revision 
looks to be no more than an overdue balancing of the articles, as 
between the current account and the capital account. Transitional 
` arrangements are allowed, so that countries can take their time—four 
years, six years. Therefore, the revision does not commit members to 
rapid changes. Its implementation ın any particular case can be ta- 
lored to specific conditions. In the words of Deputy Treasury 

Summers, ‘Each country must choose the approach that is 
tight for them [sic]. Amending the Articles is entirely consistent 
with this. Under the proposed approach, countries will accept the 
obligation to liberalize the capital account fully, but what that means 
precisely will be up to them to decide in cooperation with the IMF. 
Until they are ready, they could avail themselves of transitional 
arrangements as approved by the Fund. They would simply have to 
commut not to backtrack, without IMF approval.’>> All this should 
reassure doubters. 


33 Deputy Secretary Summers's Remarks before the International Monetary Fund’, 
Treasury News, 9 March 1998 This is the same Lawrence Summers who as an acedemic 
economust at Harvard in the 1980s wrote pepers abour che icrarionalities of capital mar- 
kets and che need for controls 
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Power to the Fund 


In practice, once the new articles are approved, the Fund will acquire 
much more power, at least over all but the biggest developing 
countries. In its bilateral consultations with the country it will have 
the justification of the articles of agreement to push the country to 
liberalize its finances—as ıt does not now. The country has no 
recourse to an appeals procedure, nor can it join with other countries 
in negotiating with the Fund—both of which are open ın the WTO. 
The Fund’s dissatisfaction with the country’s progress in opening 
the capital account can be a very credible threat. When the Fund’s 
dissatisfaction becomes known to the owners and managers of inter- 
national capital, this capital is likely to flee—or risk being sued by 
shareholders. Even if the information does not become public, the 
Fund can use its new authority to withhold bailout money 1n the 
event of difficulties. It is not hard to imagine situations where the 
Fund thinks the country—India or Brazil, for example—should 
come off transitional arrangements long before the ministry of 
finance does, let alone other parts of the government. 


Politics of the US Congress 


For the moment, the constitutional revision is proceeding quietly and 
in low gear at the request of the us Treasury. The Treasury’s first pri- 
ority is to get the Congress to pay over the us’s $18 billion quota to 
the Fund. A decision must be reached before the Congress goes into 
recess in the run-up to the November 1998 elections for the House 
and the Senate. The Treasury does not want to muddy the quota 
waters with the prospect of the Congress being asked to ratify a 
change in the articles. 


The Democratic Party and the Clinton administration badly need 
Wall Street to contribute generously to the campaign costs of their 
candidates in the 1998 election.5° Wall Street wants capital account 
opening world-wide, and hence supports revision of the IMF's articles 
of agreement. To secure the revision, the US must lead, and the us 
cannot lead if Congress refuses to pay its quota. Once the Congress 
approves the quota payment and the 1998 election 1s out of the 
way—and once the us banks most exposed ın Latin America survive 
the current emergency-——the Treasury will begin to push the revision 
more aggressively. But it will now face an uphill battle in much of the 
rest of the world. 


3S Many of the Democrats’ campaign-finance difficulties in the 1996 presidential election 
stemmed from Wall Sereet’s reluctance to finance them, partly because of anger at the 
1994 low-dollar policy The Democrats resolved to do more to please Wall Street s0 as to 
elicit more generous contributions in the 1998 congressional races and the 2000 presiden- 
tial race. A swing of only sox seats would give the Democrats a majority in the House of 

tatrves See Thomas Ferguson, Gelden Rale, Chicago 1995 Thanks to Ferguson 
for discussion of these matters. 
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The OECD's Multilateral Agreement on Investment 


Meanwhile, the OECD has postponed consideration of the draft 
Multilateral Agreement on Investment until the end of October 
1998, or in effect until after the us elections. Then we can expect to 
see it reactivated. Multinational firms are especially keen to see the 
MAI ratified, for it is, to a remarkable extent, a charter for their 
untrammelled freedom. It is about their nghts, and says little about 
their obligations to host countries, to civil society.’ It simply 
assumes that what is good for multi-national corporations (MNCs) is 
good for host countries. It says that MNCs are not to receive worse 
treatment than domestic firms, but pointedly does not say they are 
not to receive better treatment——which should be equally against 
the logic of world efficiency. It seems strange that so much fuss 1s 
being made to negotiate a charter for the untrammeled freedom of 
MNCs when the direction of change has been so clearly in this direc- 
tion anyway. The fact that the fuss is being made shows just how 
thoroughgoing is the push for capital freedom coming from the 
West.5 


More Power to the Fund 


The capital liberalizing agendas of the imp, the WTO and the 
OECD are being tied together by a little noticed but important 
addition to the new world economic architecture. The IMF is to be 
given—if the us Congress and the Us Treasury have their way— 
the power of cross-conditionality with respect to agreements such 
as the wro’s financial service agreement and the OECD's Multi- 
lateral Agreement on Investment. The legislation in Congress 
regarding the US payment of its quota to the iwe—the Senate 
version of the IMF funding legislation, approved in March 1998, 
as well as the House version that, as of mid September 1998, 
awaits approval—specifies that Us funds may not be paid until the 
US Treasury certifies to Congress that all the G7 countries have 
agreed that they will require the Fund to withhold loans from 
countries that fail to meet certain conditions. These conditions 
require borrowing countries, among other things, to eliminate 
government-subsidized credit to ‘favoured’ businesses or instit- 
utions;>? and to liberalize restrictions on-both trade and invest- 
ment, as called for ın international trade and investment 
agreements. The language is tough. The IMF would be required 
deny future loans to countries in non-compliance with the wro’s 


37 MAI defenders say that social obligations of corporations are covered by the separate 
OECD Guidelines for Mulonational Enterprises But the Guidelines are voluntary, non- 
legal, non-enforcesble, whereas che MAI 18 co be legaliy binding end enforceable Hence 
foreign investors’ oghts dominate therr obligatioos. 

3 Thanks to Jagdish Bhagwati and Jan Kregel foc discussion of this argument. 

3 On subsidized and targeted credit as the flashpoint for conflict between Japan and the 
World Bank/us Treasury, see Wade, ‘Japan, the World Benk, and the Art of Paradigm 
Maintenance’, NLR 217, May—June 1996. 
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financial services agreement or the prospective OECD Multilateral 
Agreement on Investment. 


It is paradoxical, on the face of it, that the Congress, deeply hostile to 
the IMF, wishes to increase its powers. The legislation reflects a com- 
bination characteristic of the Republican-controlled Congress since 
1994, of isolationism plus overreaching hegemony that translates 
into, “We will participate in international coordination only if we get 
to write the rules’. 


The World at a Turning Point 


On one hand, the world is in the grip of destructive deflationary 
dynamics. On the other hand, the recent moves to expansion behind 
capital controls signal that Asian countries—that account for a 
quarter of world GDP and half of world savings—are no longer pre- 
pared to accept the ‘water torture’ route to debt reduction. The 
same moves, and variants designed specifically to protect against 
destabilizing currency speculators—as in Hong Kong—also signal 
that Asian countries are no longer prepared to accept that there is 
only one game in town: the one that gives banks, hedge funds and 
pension funds of the West freedom to enter and exit their markets 
at will. Their moves are finding echoes in Latin America, Russia, 
Europe, and elsewhere. China’s stock has risen. We now have a live 
case-study of a sharp alternative to the DMF model: Malaysia. If suc- 
cessful, it will have a powerful demonstration effect. 


There is no doubt that capital controls have costs—not least the 
army of people needed to administer them and the difficulty of 
plugging leaks on outflows Malaysia and other countries may be 
able to clamp down hard for twelve months, but will later have to 
relax somewhat, at which point the hunger for us dollars may 
destroy the currency. 


It is important to use this interval to erect supplementary or alterna- 
tive defences. First, Asian governments, having experienced the full 
force of neighbourhood contagion effects, should promote an Asian 
Financial Facility that would draw on some of the region’s $700 bil- 
lion of reserves, so that national governments do not have to fight off 
speculators on their own.® Second, they should unpeg their curren- 
cies to the us dollar and loosely peg to a basket of currencies 1n which 
the yen carries substantial weight, so as to dampen their vulnerability 


© Senators Hagel and McConnell crafted this legislation at the behest of bosinexs and 
agricultural interests The us Treasury 1s strongly backing the congressional push, bur 
keeping 10 own position out of public view and pressing Democnars in Congress not to 
draw attention to these conditions ss they seek to mobilize public support for us funding 
for the Dar. See Nancy Alexander, News sad Noses for World Bank Watchers, 21 September 
1998, Bread for the World Insutute, Silverspnng, Maryland Thanks to John Fizgerald, of 
Accountng for the Environment, National Wildlife pore for clarifications 

St See Wade, ‘From “Miracle” to “Cronyism”’ 
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to fluctuations in the dollar-yen rate. Third, they should consider 
instituting Chilean-type controls on capital inflows, by which some 
significant proportion of inflows must remain at the central bank for 
some minimum time without interest. 


The Lines of Battle 


Financial capitalists are deeply alarmed by the growing talk about 
public intervention. They recognize that it entails a reordering of 
power from markets to governments and society. We think few coun- 
tries are actually safe because virtually all have popw/zsts in the wings 
threatening forex [foreign exchange] controls’, warned one invest- 
ment house in response to the Malaysian controls. Using the lan- 
guage of efficiency and justice they are saying that having enjoyed 
huge returns in emerging markets over the past several years they 
want a risk-free exit route and they want to re-enter when they wish. 
The major qualification is that some of those now facing huge losses 
from a Latin American currency collapse are coming around to sup- 
port emergency exchange controls. 


Many economists are deeply alarmed. Capital controls impede the 
flow of capital to its most efficient uses world-wide, they say, thereby 
lowering the returns to capital. They presume that free short-term 
financial movements do maximize returns to capital—racher than 
create such instability as to yield well below maximum returns, that 
maximizing the returns to capital and promoting development goals 
generally coincide, and that developing countries benefit more than 
they lose by receiving these inflows. 


The Us and UK Treasuries are deeply alarmed. They have been waging 
a Campaign to equip the IMF with great powers to require its borrow- 
ers to liberalize the capital account. The us Congress, partly for its 
own reasons, partly at the behest of Treasury, has insisted that the IMF 
be given powers of cross-conditionality as a way to strengthen the 
teeth of other international organisations’ agreements for free trade 
and free investment; moreover, ıt has demanded that all the other G7 
countries must agree to this cross-conditionality as a condition of the 
US paying its IMF quota. 


Capital controls themselves are only the tıp of the iceberg. The us and 
UK governments wish to ensure that the current troubles do not derail 
the construction of a new international financial architecture, built on 
the premise that free capital movements are the key to world-wide 
prosperity. They wish to remake other countries’ financial systems 10 
their own image. For the high-consuming, low-saving US economy this 
1s the most important foreign economic policy issue of all; on this 
depends its capacity to attract savings from the rest of the world in 
order to finance high investment—and remain the dominant economy. 


© ‘Capital Controls’, Budgewater Daily Observarioas, emphasis added 


A new political landscape has opened up. The us has no choice but to 
promote free capital flows. The Asians and the Europeans have no 
choice but to resist. Latin Americans and others will also hold out. It 
is by no means sure the us will win, though it has the biggest and 
richest economy and can use the IMF and the World Bank as its spear- 
heads. With a fallen dollar and stock market, the us will carry less 
clout—its capitalism will look less inviting. Many on Wall Street 
will continue to insist, ‘You need our capital’, but Asians will be more 
confident in saying, “We have more savings than we can use produc- 
tively, so, no thanks’. The battle would be still less one sided if those 
who favour capital controls agree to ban that phrase and use only ‘cap- 
ital prudential regulations’ to denote the same thing, for words are 
weapons and no-one can oppose prudential regulations. 
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The Korean Crisis and the 
End of ‘Late’ Development 


The Asian economic crisis has created a watershed in contemporary history, 
where questions long buried by the demise of Western communism and a mili- 
tant Left in the democratic countries amid an appallingly self-congratulatory 
liberal triumphalism, now come sharply to the fore. A systematic failure of cap- 
italism has struck precisely those economies long held up as models of indus- 
trial efficiency——the Asian ‘tigers’—-and no one is quite sure what to do about 
it, or where it will end. Looming behind the travails of the smaller afflicted 
countries is a more ominous phenomenon: the shaky financial condition and 
political immobilism of the world’s second largest economy, Japan, which has 
more than $600 billion in bad loans and—for a country long praised for its effi- 
cient ‘administrative guidance’—a breathtaking crisis of governance. A sober 
and influential American economist wrote recently that this turmoil ‘produced 
financial contagion on a scale unprecedented since the collapse of the 
Creditanstalt in 1931’, and he could not be sure that the ministrations of the 
International Monetary Fund (IMF) had halted its progress.’ Nothing to date 
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has come close to the Asian crisis as constituting a defining moment 
that tells us what the post-Cold War world will really look like, and 
the problems it will present. 


An Original Crisis 


The international crises of the 1990s over Bosnia, Iraq, and North 
Korea might go under the rubric of ‘what’s my atavism?’ All were 
holdovers or recuperations of old problems. But the Asian crisis is no 
atavism, and it poses a host of different questions: what if markets 
don’t work? What if investors panic? What if the mF doesn’t know 
whar it is doing? Who pays the costs of economic disaster? And what 
is the relationship between capitalism and democracy? In recent 
months, two dominant views emerged among mainstream analysts: 
one, that Asian economies were at fault for their ‘crony capitalism’, 
with its many market irregularities and ‘moral hazards’; the other - 
that the DMF was a secret, unaccountable operation that was itself 
1oterfering with normal market processes by bailing out investors 
who had made bad decisions. Henry Kissinger, for example, likened 
the IMF to ‘a doctor specializing in measles [who] tries to cure every 
illness with one remedy’, and The Wall Street Joxrnal editors called it 
‘one of the most secretive institutions this side of an average missile 
base’. Certainly these points are valid; the IMF is the global embodi- 
ment of the ‘new ecumenical gospel’ of neoltberalism,? and its deci- 
ston-making is shrouded in mystery. But how can the ‘miracle’ 
economies of Asia turn overnight into cesspools of ‘crony capitalism’? 
From the mid-1960s onwards, South Korea and Taiwan were the 
fastest-growing economies in the world, with China outstripping 
them in the past decade. In the 1990s the East Asian countries 
accounted for nearly two-thirds of all capital investment—excluding 
Japan with its long-term recession—and for half of the growth in 
world output, even though they constitute only twenty per cent of 
the world’s GDP. 


Robert Wade and Frank Veneroso, writing in these pages, therefore 
found mF demands for ‘radical institutional change’ ın ‘the Asian 
High Debt Model’ to be perplexing; to require a deep restructuring 
just because of a temporary liquidity crisis struck them as inappropri- 
ate, given that the model had proved its manifold developmental 
advantages. But the model they describe, a national industrial strat- 


* David Hale, ‘Developing Country Financial Crises Dunng the 19908’, Zunch Group, 
June 1998, p 1 Iam indebted to Mr Hale for sending me this paper 

1 Henry Kissinger, How the US Can End up as tbe Good Guy’, Les Angeles Treas, 8 
February 1998, The Wall Stret Journal lead editorial, 21 November 1997 

3 Pierre Bourdieu wrote that the fetishism of productive forces 1s found not in old Mannst 
tera bur ‘in the prophets of neoliberalism and the high priests of che Deurschmark and 
monetary stability—it 1s becoming a sort of universal belief, a new ecumenical gospel’, 
Bourdieu, ‘A Reasoned Utopie and Economic Fatalism’, NLR 227, January-February 
1998, p 126 

1 Robert Wade and Frank Veneroso, “The Asian Crusis. The High Debt Model Versus the 
Wall Screet-Treasury-ITMF Complex’, NLR 228, March-April 1998, pp 3-22. 
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egy of state-mediated capital going to large firms trying to conquer 
foreign markets, with correspondingly high debt-equity ratios in the 
firms, is not an Asian but a Korean and Japanese model. None of the 
Southeast Asian economies can be characterized 1n this way, except, 
perhaps, with many qualifications, Malaysia. China, however, finds 
this model deeply appealing, and 1s far along the path of emulation.’ 
In fact, the unexpected liquidity crunch gave American leaders the 
chance to dismantle the remaining alternative model of capitalist 
political economy, before it organized not just Japan and South 
Korea, but China as well. It also gave them a chance to reassert leader- 
ship ın East Asia. 


Japan, which pioneered the ‘developmental state’, seemed, just a few 
years ago, to be the likely regional hegemon of the Pacific. It had a 
dominant economic position ın Southeast Asia, and soon might orga- 
nize China’s entry into the world economy. But that did not happen, 
because of the history and practice of American hegemony in East 
Asia: South Korea and Japan have been sheltered economies, 
indulged in their neo-mercantilism and posted as engines of econ- 
omic growth, because of the great value they had ın the global strug- 
gle with communism. Now that this struggle is over, however, the 
issue of their ‘fit’ with a new era of free markets and neoliberalism 
comes to the fore—to the surprise and shock of Koreans, and to the 
consternation of the paralytic Japanese elite. The deep meaning of the 
Asian crisis therefore lies in the American attempt to bring down the 
curtain on ‘late’ development of the Japanese-Korean type, and the 
likelihood that they will be successful—because the strong, national- 
istic neo-mercantilism of Japan and South Korea was propagated in 
the soft soil of semi-sovereignty, and because, as we shall see, the 
Americans have, paradoxically, had willing accomplices ın Northeast 
Asian peoples who have sought to reform or nullify this same model 
themselves. 


The Anomalous States of Northeast Asia 


In the late 1940s, Japan and South Korea were the subjects of a dual 
containment policy, while their economies were posted as engines of 
growth for the broader world economy. Americans revived Japan's 
formidable industrial base, reconnected former colonial hinterland 
territories that were still accessible to it—South Korea and Taiwan 
above all—and enmeshed them in security structures that rendered 
them semi-sovereign states. Since that distant but determining point 
of origin, American generals have had operational control of the huge 
South Korean army and Japan, long the second largest economy in 


3 Chinese banks dominate the financial system, accounting for 90 per cent of all financial 
transactions, therr incentives for under-pncing loans are many, and huge state-owned 
firms, like South Korea's conglomerares, get preferential lending at low rates Excess 
credit availability has led to surplus capacity ın Chinese industry See Nicholas R Lardy, 
“China and the Asian Contagion’, Fersign Affarrs, vol 77, no. 4, July-August 1998, pp 
78-88 
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the world, has depended on the us for its defences. The American 
bases that still dot Japan and South Korea—containing nearly 
100,000 troops—were agents both to contain the communist enemy 
and to constrain the capitalist ally. Meanwhile, both countries were 
showered with all manner of support in the early post-war period, as 
part of a cold-war project to remake both of them as paragons of non- 
communist development. Japan became the paradigmatic example of 
non-Western growth for the ‘modernization school’ that dominated 
American policy and scholarship in the 1950s and 1960s, just as 
South Korea later became the first Asian ‘tiger.’ 


The Korean War decisively interrupted us plans to re-stitch American 
and Japanese economic relations with other parts of East Asia; indeed 
the repositioning of Japan as a major industrial producer in response to 
a raging anti-imperial revolution on the Asian mainland, is the key 
to explaining most of East and Southeast Asian history for the next 
three decades—auntil the Indochina War finally ended in 1975. This 
regional cold-war structure resulted from unanticipated consequences 
that led American planners to forge a second-best world that divided 
Asia for a generation, when their first-best world was a single global 
economy under American leadership that would have yielded a unified 
Asian region. Since the publication of the ‘open door notes’ in 1900, 
amidst an imperial scramble for real estate, Americans have always 
sought unimpeded access to the East Asian region and have wanted 
native governments strong enough to maintain independence but not 
strong enough to throw off Western capital. The Cold War forced a 
number of temporary compromuses to this vision thar lasted far longer 
than anyone expected. But these expedients began to erode dramati- 
cally after the end of the Indochina War, as the People’s Republic of 
China was slowly brought into the world economy. Now, with the 
growing integration of the economies of the region, these impedi- 
ments have nearly disappeared. In that sense, the East Asian region is 
now poised to return to the ‘first principles’ thar Americans thought 
appropriate before the Chinese Revolution and the Korean War 
demolished their plans. 


The Truman Doctrine 


These ideas informed the operative documents for the post-war 
reconstruction of the region, ultimately embodied in a long paper 
known as National Security Council document 48/2, ‘Policy for 
Asia’, that President Harry Truman approval at the end of 1949. In 
earlier papers that informed the final draft, American officials enu- 
merated several principles that they thought should regulate eco- 
nomic exchange in a unified East Asian region—including China: 
‘the establishment of conditions favourable to the export of technol- 
ogy and capital and to a liberal trade policy throughout the world’, 
‘reciprocal exchange and mutual advantage’, ‘production and trade 
which truly reflect comparative advantage’, and opposition to what 
they called ‘general industrialization’-—something that could be 
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achieved ‘only at a high cost as a result of sacrificing production in 
fields of comparative advantage’. NSC 48 planners anticipated nation- 
alist obyections in the grand manner of the nineteenth-century 
Rothschilds: 


The complexity of international trade makes it well to bear in 
mind that such ephemeral matters as national pride and ambi- 
tion can inhibit or prevent the necessary degree of international 
cooperation, or the development of a favourable atmosphere and 
conditions to promote economic expansion. 


Yet ‘general industrialization’ is just what Japan and South Korea 
have pursued—nationalist strategies to build a comprehensive indus- 
trial base which contrast sharply with the Southeast Asian countries, 
which tend to be ‘niche’ economies like the smaller states in Europe. 


As the favoured countries in the East Asian region, Japan, South Korea 
and Taiwan each had states appropriate to the long era of division that 
began in 1950 and lasted through the 1980s. Japan was shorn of its 
military and political clout, to become an American-sponsored ‘eco- 
nomic animal’, with coercive functions transferred to bloated authori- 
tarian states in Taiwan and South Korea, each with mammoth armies 
and spending almost all the income they extracted from their people 
on coercion, obtaining the additional funds they needed from direct 
American aid grants.” These state apparatuses thus completed the 
regional configuration, inasmuch as they saved Japan from an inflated 
military budget. At the same time, all three states were deeply pene- 
trated by American power and interests, yielding profound lateral 
weakness. They were simultaneously strong and weak, and this com- 
bination of features was not accidental but rather was the product of 
the external shaping forces of the American-led world economy . But 
East Asians were also actors in this milieu. If the ‘developmental state’ 
was their answer, this was not some new form of political economy 
that emerged sw generis: they were instead devotees of European con- 
tinental theory—a phenomenon that requires some elaboration, for ıt 
explains both what they did, and how the Us can undo it. 


The Legacy of List 


In his recent book on Japan, James Fallows begins one chapter with a 
story about finding an English translation of Friedrich List’s The 
Natural System of Political Economy in a bookshop in Tokyo. He writes 
that it had taken him five years to find an English version of List’s 
work, and upon doing so, he ejaculates his version of Eureka: ‘Frisdrich 
Last!//’® He goes on to argue that List, not Adam Smuth, was the eco- 


6 For a detailed discussion see Cumings, The Origras of the Koreen War, vol. 2, Princeton 
1991, Pp 171-75 

7 Foc details see Cumings, Parallax Vissexs: Amertcan—East Asian Relattons at the End of the 
Ceataury, Durham, NC 1999. 
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nomic theorist behind Japan’s industrial growth. Now compare this 
with E.H. Norman, writing in 1941, who began a passage about 
Prussian influence on post-1868 Japan with the statement, ‘It is a 
commonplace that Ito [Hirobumi] modelled the Japanese constitution 
[and much else] very closely upon the Prussian.’? Or compare with 
Karl Marx, who, in 1857, analyzed the thought of a prominent 
American economist of the time, a follower of List named Henry 
Carey. For Carey, the natural and normal course of economic policy 
would consist in tariff protection and the hot-house development of 
industry, and the unnatural and abnormal policy was the British doc- 
trine of free trade, which he saw as a form of highway robbery: ‘Carey 
sees the contradictions in the economic relations as soon as they appear 
as English relations’, Marx wrote.'° And further, 


Originally [for Carey], the English relations were distorted by 
the false theories of her economists, internally. Now, externally, 
as the commanding power of the world market, England distorts 
the harmony of economic relations in all the countries of the 
world... Having dissolved this fundamental harmony in its own 
interior, England, by its competition, proceeds to destroy it 
throughout the world market... The only defence lies in protec- 
tive tariffs—the forcible, national barricade against the destruc- 
tive power of large-scale English industry. Hence, the state, 
which was at first branded the sole disturber of these ‘harmonies 
économiques’ , is now these harmonies’ last refuge... with Carey the 
harmony of the bourgeois relations of production ends with the 
most complete disharmony of these relations on the grandest 
terrain where they appear, the world market, and in their grand- 
est development, as the relations of producing nations." 


We can extrude the implicit theory of the state here as follows: 
first, under conditions of national competition—or what List called 
Nationaldkonomie—the state becomes the ‘national barricade’. But, else- 
where, Carey had branded the state as the disturber of the domestic 
economy. Therefore he must think the state is good for some things— 
such as protection—but not good for others, such as intervention in the 
‘free market’. Historically this is nothing more than Republican Party 
practice—Smoot-Hawley plus J. Edgar Hoover plus laissez-faire — 
but, analytically, it means the state is not simply a domestic expression, 
it is also formed from without by something else: national competition 
(‘the grandest development’) in the world market (‘the grandest ter- 
rain’). Nationaldkonomie is therefore not just for Germans but for every- 
one coming to the world of industry ‘late’. The arriviste state should 


"James Fallows, Looking at the Sun The Ruse of the New East Assen Economic and Polctrcal 
System, New York 1994, p 179 
9H.H. Norman, Ortgeas of the Modern Japanese State, edited by John Dower, New York 
1975,P 451 : 
Sarr Mee Dann isl Cany als padi a jor dv oie gf ald 

, trans. Martin Nicolaus, New York 1973, p. 887. 
n Ibid , p 886 


48 


regulate competition by opening and closing within the grand terrain 
of the world market. In other words, something close to Karl Polanyi’s 
theory of the state, which in the milieu of the world economy becomes a 
guarantor of Polanyi’s ‘principle of social protection’ against the back- 
wash and the ravages of world market competition.” 


Strong States and Weak States 


In other words, the state is not just an historic and domestic product, 
differing according to time and place. It is also a residuum of interna- 
tional competition; it has a lateral dimension that may be strong or 
weak—penetrated or autonomous, to put it simply. If this is so, then 
state formation will again differ according to world time and position 
within the world system. Strong states are those whose citizens are 
habituated to the existing forms at home, and those capable of impos- 
ing their will abroad; the latter, in its hegemonic form, will mean 
everything from consuming the strong state’s products to consuming 
its exported culture. Immanuel Wallerstein is one of the few who 
understand this point, even if his discussions of it have been subject 
to endless misreading. Here is his definition of the modern world’s 
array of ‘strong’ and ‘weak’ states: 


States have been located in a hierarchy of effective power which 
can be measured neither by the size and coherence of their 
bureaucracies and armies nor by their ideological formulations 
about themselves but by their effective capacities over time to 
further the concentration of accumulated capital within their 
frontiers as against those rival states. 


Nor were these states fully sovereign, for ‘the very existence of this 
hierarchy provided the major limitarion’.™3 


For Marx, the state’s ‘autonomy’ consisted in its separation of itself 
from society and becoming a power over and above it, much as 
Polanyi saw in the rise of the world market the extrusion of economic 
relations from social relations and the subordination of society to eco- 
nomic imperatives—the unregulated market separating itself and 
becoming a power over and above society, and perhaps, the state. 
Thus, for Marx, the modern state meant the separation of the state 
from the body of society, or, “The abstraction of the state as such... was 
not created until modern times. The abstraction of the political state is 
a modern product’.™ 


For Hegel, however—who found a home among Japanese and Korean 
thinkers that would no doubt surprise him—modern society estab- 


a Kad Polanyi, The Greet Treasformaten, New York 1957. 

3 Immanuel Wallerstein, Hutersnl Capitalism, Verso, London 1983, pp 56-57. 
Tuco Colletti, Introduction, in Kerl Merx Barly Writings, rans Rodney Li 
and Gregor Benton, New York 1975, p. 33 
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lished the distinction between public and private, and because indi- 
viduals are atomized by the market, as Marx claimed, therefore the 
state itself must provide a new form of unity: in Hegel’s thought, an 
abstracted unity that substitutes for a lost organic community. It 
then follows that the state may become a conservator of past ‘protec- 
tions’ threatened by market relations or international competition: 


Tt is precisely becanse Hegel's vision of the contradictory and self- 
destructive character of modern society was so keen that he tried so 
hard to resuscitate and adapt to modern conditions certain aspects of 
the ‘organic’ feudal order which still survived in the Prussia of his 
day Hegel saw these more organic institutions as an elementary way 
of compensating for the newly unleashed individualism of bourgeois 
society. ‘The task of a modern state, in this sense, must be to restore 
the ethic and the organic wholeness of the antique polzs...and to do 
this without sacrificing the principle of subjective freedom’ .*> 


Organic Unity of State and Society 


If John Locke presented the state—or ‘civil government’—as the sep- 
arated ‘impartial judge’ of private conflicts, for Hegel this separation 
of state and civil society was ın contradiction with his understanding 
of human society, and so he hypothesized a state that would restore 
the lost organic wholeness for which he yearned, yielding a fusion of 
what we call state and society. And here we come to the nub of the 
problem concerning the relationship between the contemporary 
hegemony of neoliberalism and the realities of East Asian practice: al 
the modern states of the region, including the communist ones, have 
responded, in some fashion, to Hegel’s passion for conserving a 
threatened organic heritage—leading to what Meiji thinkers called 
the ‘family state’, what interwar Japanese ideologues referred to by 
hokuta: (often translated as ‘national body’), or what became in North 
Korea a state-society modelled on the ruling family and the doctrine 
of ]uche—cbuch’e, a form of nationalist subjectivity pronounced shstas 
in Japanese and a central intellectual theme in modern Japanese and 
Korean history." 


The central experience of Northeast Asia in the post-war period, in 
short, has not been a realm of independence where autonomy and 
equality reigned, but an alternative form of political economy 
enmeshed in a hegemonic web. Japan, South Korea and Taiwan 
industrialized within this web, and thus had states ‘strong’ for the 
struggle to industrialize, but ‘weak’ because of the web of enmesh- 
ment: they are semi-sovereign states. The material foundations of this 
sheltered independence are remarkable: foreign direct investment— 
the agency of dependencta in Latin America—remained surprisingly 
low: in the mid-1990s, 0.4 per cent of GDP in Japan and 2.5 per cent 





13 Colletti, in Manx, Early Writeags, pp. 30-31 
16) Victor Koschmenn, Reswlatrex and Sxbpectrosty ra Postwar Japan, Ithaca 1996 
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in Korea, as compared to China’s 20 per cent, Taiwan's 7.4 per cent, 
8.5 per cent in the US, and 30 per cent in the UK. North Korea and 
China defined themselves as outside the web, thereby endowing the 
web with overriding significance—and so they structured their states 
to resist entanglement. They have had states ‘strong’ for industrial- 
ization, and ‘total’ for hegemonic resistance. But as the century ends, 
both are being drawn into the web. This suggests that che nearest 
thing to a new truth about the state since List, Hegel and Marx, is 
that state machineries are embedded in the world system, that their 
autonomy within it is limited, and that the specific institutional 
forms states may take around the world cannot be understood apart 
from the workings of the whole. That whole is the one Marx called 
‘the grandest terrain’—the world market. 


The Clinton Doctrine 


In the 1990s, the second-best world, the world of blocs, of iron and 
bamboo curtains, unexpectedly disappeared—and therefore, so has 
American indulgence for the neo-mercantilism of its East Asian allies, 
which was always a function of the cold-war struggle with their oppo- 
sites. Since 1993, the ‘Clinton Doctrine’ has been one of aggressive 
foreign economic policy designed to promote exports, to open tar- 
geted economies to American goods and investment—especially in 
service industries which now dominate the US economy, accounting 
for 85 per cent of GDP, and in which it has a barely-challenged global 
lead—while maintaining the cold war positions that give Washington 
a diffuse leverage over its allies such as Japan and Germany, and which 
pose a subtle but distinct threat to potential adversaries like China. 
All this goes on under the neoliberal legitimisation of Smithian free 
markets and Lockean democracy and civil society. 


Just as one would predict of a mature hegemonic power, the US now 
prefers the virtues of a multilateral economism to the vices of direct 
coercion and intervention, and thus the IMF and the World Bank have 
vastly enhanced their utility in Washington’s eyes, and even the aban- 
doned Bretton Woods mechanism has materialized in the form of the 
World Trade Organization (wro). As China waxed and Japan waned 
on American horizons in the 1990s,” perhaps the breadth of 
American hegemony can be appreciated in China's beleaguered 
efforts to polish its application to the wro, while Washington con- 
tinues to demand more reform before approving Beijing’s entry. A 
central preoccupation of American policy is to shape and channel 
China’s position in the world market, so as to block the emergence of 
‘another Japan,’ and the deep meaning and intent of the American 


7 An important nationwide poll of American attitudes on foreign affairs found in 1995 
thar while the mass of Americans (62 per cent) continued to worry abour economic com- 
petition from Japan, far fewer among the American elite (21 per cent) still did so. Frve 
years earlier che figures for both groups were 60 per cent for the public, 63 per cent for che 
‘leaders’ See John E. Reilly, ed., Asswrrcen Peis Opratom and US Foreign Polscy 1995, 
Chicago 1995,p 25 


and IMF response to the Asian liquidity crisis 1s to close the historical 
chapter in which the sheltered ‘developmental states’ have prospered. 


South Korea is an exemplary case for all these points, because the 
liquidity crunch hit just in the middle of a defining presidential 
election, ın a country long touted as a ‘miracle’ of industrial develop- 
ment, a country just given the highest credit ratings by key Japanese 
agencies, and one which had happily slurped ar the trough of abun- 
dant Japanese and Western bank lending." But South Korea contin- 
ues to be locked into the structure of American hegemony, and so key 
American officials dominated the IMF, with the goal of transforming 
Korea’s ‘developmental stare’ into an American-defined normality 
that would essentially end, at least ın its present form, the Korean 
ascent into the realm of advanced industrial states. 


How Robert Rubin Rewrote the Rules of Korean Political 
Economy 


. A mark of Washington’s unipolar pre-eminence and the potency of 
its foreign economic policy under Clinton is that even mainstream 
pundits found the International Monetary Fund to be the mere 
creature of Treasury Secretary Robert Rubin and Deputy Secretary 
Lawrence H. Summers. Rubin and Summers, along with Federal 
Reserve Chairman Alan Greenspan, have been the three horsemen of 
Clintonomucs, and they rode herd on the Asian crisis.'? As the liquid- 
ity crunch hit Northeast Asia in the fall of 1997, American influence 
was critical in deflecting Japan’s attempt to create an ‘Asian fund’ to 
bail out threatened banks, and in demanding far-reaching restructur- 
ing in return for IMF bailouts. 


To say that South Korea’s finances ‘lacked transparency’ at this ume 
was aQ extreme understatement: the highest officials were lying 
through their teeth. In November, the Bank of Korea Governor pre- 
tended that short-term non-performing loans totalled only $20 bil- 
lion, whereas private analysts were placing the figure as high as $80 
billion; he said thar foreign reserves were $31 billion, when, in fact, 
Korea had but $6 billion and all of it was committed in the near 
term—meaning thar the country itself was bankrupt’ Seoul was ‘burn- 
ing through its reserves by as much as $2 billion a day to help banks 


18 Japanese credit agencies continued to give Korea their highest rating through mid- 
1997, according to the Bank of Joternarional Settlements bank lending to East Asia rose 
to a record peak of $14.1 billion in the third quarter of 1997 (Hale, Developing Country 
Financial Crises’, pp. 5—7) 

1 See for example the column by David Warsh of The Bester Glebe, ceprinted in The 
Chxage Tribus, 14 December 1997, also Sebastian Mallaby, ‘In Asia's Mirror. From 
Commodore Perry to the IMF’, The Natrona! Interest, no 52, Summer 1998, p 14; also 
Richard W Stevenson and Jeff Gerth, who wrote that “The United Seares is che fund's 
largest shareholder, at 18 percent, and effectively wields a veto over major programs and 
policies’, and also said thar the M&F ‘is pushing far more deeply than even before into the 
day-to-day operations on a foreign economy—the Korean one’ The New York Trmes, 8 
December 1997 
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that needed cash’.?° By this time, the w6n had plunged from 800 to 
1000 to the dollar. But the Kim Young Sam government was desperate 
to avoid an IMF bailout before the 18 December presidential election, 
and sought Japanese help instead; ın mid-November South Korean 
Finance Minister Lim Chang Ryul openly pleaded with Japan to inter- 
vene: ‘If the Korean economy goes wrong, so does the Japanese econ- 
omy’. The Bank of Korea head flew off to New York for a meeting with 
currency arbitrage master George Soros. Washington, however, 
wanted a quick bailout during the electoral campaign, thus to get all 
candidates committed to it—or alienated from it, as the case might be. 
The critical moment came when Rubin gave up his Thanksgiving 
vacation to huddle with Greenspan, and then dispatched two senior 
officials to Seoul, including Summers—later called ‘a modern version 
of Gen. Douglas MacArthur, reshaping Asia in America’s interest — 
who told reporters that ‘financial support should only be provided in 
the context of an IMF program’.”" After an all-night negotiating session 
on I and 2 December between the Finance Minister and the IMF team, 
agreement was reached on a $57 billion bailout package made up of 
$21 billion in stand-by credits from the mF, $10 billion from the 
World Bank, $4 billion from the Asian Development Bank, with the 
US, Japan and other countries queuing up an additional $22 billion. 


The Korea, Inc. Model 


In return for the $57 billion package, the mF demanded drastic 
restructuring. The classified text of the IMF agreement was aimed 
directly at the Korea, Inc. model: it had a ‘highly leveraged corporate 
sector that lacks effective market discipline’, with such high debt- 
equity ratios that most chzebils (conglomerates) were technically 
bankrupt at any give time; easy credit had led to ‘excessive invest- 
ment ın certain sectors such as steel and autos’. Korea had to ‘restruc- 
ture and recapitalize che financial sector and make it more 
transparent, market-oriented, and better supervised’. It would have 
to cut its 1998 growth rate projection by half—6 per cent to 3 per 
cent—lift ceilings on foreign investment ın Korean firms from 26 per 
cent to 50 per cent, facilitate foreign mergers and acquisitions, open 
domestic markets—especially the capital and auto markets—and 
create flexibilities in the labour market that would allow enormous 
layoffs The government would create revenue by raising taxes and 
interest rates, and cutting budgets. Large financial institutions 
should now be audited by internationally recognized firms, and the 
vastly diversified chaebéls should stop inter-subsidiary loan guarantees 


= Andrew Pollack in The New York Times, 10 December 1997. Even the $6 billion in 
usable reserves left on 2 December was in jeopardy because of $6.2 billion in committed 
forward contracts to sell dollars at a set price at a furure dare, The Wall Street Journal, 10 
December 1997. 

= The New York Timas, The Wall Strect Journal, 20 November 1997, The Washsugten Pest, 
21 November 1997: The Korea Herald, 22 and 26 November 1997; The Wall Street 
Journal, 8 December 1997—where Alan Murray quoted a German analyst on Summers- 
as-MacArthur 


and other kinds of internal deals. Rubin personally held up the agree- 
ment for ten hours while he pushed for new standards of accounting. 
For their part, Korean officials pleaded to include anti-labour provi- 
sions in the reform package, hoping the IMF could do for Kim Yong 
Sam what he was unable to do for himself. 


From the perspective of December 1997 ıt is instructive to glance 
back at the rather different situation exactly one year before. Presi- 
dent Kim Young Sam, riding a wave of popularity for cashiering the 
preceding two military dictators, had proudly announced thar South 
Korea had come of age as an advanced economy by joining the 
Organization of Economic Cooperation and Development or OECD, a 
group of top industrial nations. To polish Korea’s application, Kim 
had abolished the Economic Planning Board (BPB), which had been 
the Korean locus of ‘administrative guidance’. 


Kim’s Conflict with Labour 


Under severe pressure from big business throughout his term to 
lower labour costs and restore comparative export advantage, in 
December 1996 President Kim and his ruling party rammed a new 
labour law through the National Assembly at dawn, with no notice to 
the still-sleeping opposition members. The new law retained the 
Korean Federation of Trade Unions (KFTU), a large, state-controlled 
trade union, as the only officially-approved labour organization for 
five more years, leaving the independent, 500,000-strong Korean 
Confederation of Trade Unions (KCTU) out in the cold, tarred as ‘ille- 
gal’—even though it is one of the strongest unions in the world. The 
same law gave Korean business the legal right to lay off workers, and 
the leeway to replace strikers with scabs. 


Because Korea has no unemployment compensation or safety net, the 
new law severely undercut workers’ interests. Korea never had 'life- 
time employment’ like Japan, but, for decades, workers had traded 
reasonably good job security for the absence of independent represen- 
tation and the right to work the longest hours in the industrial world 
at wages barely able to sustain one’s family. But since the dictatorship 
ended ın 1987, Korean labour organization has expanded dramati- 
cally, especially in the flagship heavy industries: steel, automobiles, 
shipbuilding, and chemicals. Severe repression of labour under three 
decades of American-supported dictatorships finally gave way to 
modest improvement.in wages and working conditions over the 
decade 1987-97, but now Korean labour was supposed to pay the cost 
of business excesses, thus to restore global competitiveness. The 
response to the new labour law was not long in coming: in January 
1997 hundreds of thousands of Korean workers occupied the streets 
of Seoul for weeks, in what approached a general strike, until the gov- _ 
ernment finally relented and agreed to shelve the law. When the 
December crisis hit home the nar adopted the task of doing what the 
Kim government could not: enforce millions of layoffs. This could be 
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done without too much distress, the MF said, if the (virtually bank- 
rupt) Korea enacted unemployment compensation laws. 


The massive labour protests in early 1997 shocked the Korean elite and 
turned Kim Young Sam into a lame duck for the remainder of the 
year—Korean presidents can serve only one five-year term. He was fur- 
ther weakened when a gigantic steel firm, Hanbo, sank under $6 bil- 
lion in bad loans—some of which had been arranged with the political 
intervention of President Kim’s son, who was soon arrested. Relaxed 
controls on the financial sector, also done with an eye toward joining 
the OECD, encouraged even more lending by Japanese and Western 
banks. Indeed, foreign bankers fell all over themselves to spread money 
around: “We were all standing in line trying to help these countries 
borrow money’, said Klaus Friedrich, the chief economist at Dresdner 
Bank AG. ‘We would all see each other at the same places’. Korea was 
especially favoured because a foreign loan to a Korean firm was ‘tanta- 
mount to making a loan to the government’, according to Vivien Levy- 
Garboua, of the Banque National de Parts—‘It was a Korean Inc. loan’. 


Fright and Flight 


The heaviest lenders were Japan, France and Germany, followed by 
American banks. Japan's exposure, however, was triple that of 
Germany—$1 19 billion compared to $42 billion, with the us at $34 
billion. When the Thai trouble began in July, they all began slashing 
back their lending—by $100 billion in the second half of 1997 —and 
made ‘a headlong rush for the exits’, in the words of an American 
banker.?? Kim Young Sam’s lame-duck status and the disappearance 
of the EPB meant that Korea's usually astute economic planners did 
not have the political backing to take the measures necessary to head 
off the ballooning debt and liquidity problems, which were then 
vastly accelerated by frightened foreign investors. Kim Young Sam 
was the first civilian President since 1960 and will have his indelible 
place in history for his courage in bringing former militarists Chun 
Doo Hwan and Roh Tae Woo to trial on sedition and corruption 
charges—Chun was sentenced to die and Roh to a long prison term; 
both were pardoned in early 1998, after spending a long period in 
jal. Otherwise, however, Kim was in every way a conservative and a 
child of the post-war South Korean system, and demonstrated as 
much in 1997-98. 


After the bailout, influential analysts inveighed against a model of 
development that had been the apple of Washington’s eye during the 
decades of authoritarianism in Korea. Deputy m Director Stanley 
Fischer said true restructuring would not be possible ‘within the 
Korean model or the Japan Inc. model’. ‘Korean leaders are wedded 
to economic ideals born in a 1960s dictatorship’, an editorial in The 


™ Quoted by Tumochy O'Brien The New York Times, 28 January 1998. See also che study by 
the Insutute of International Finance, reported in The New York Trees, 30 January 1998 
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Wall Street Journal said, leading to ‘hands-on government regulation, 
ceaseless corporate expansion, distrust of foreign capital and compet- 
ition’; the thirty largest chaebé/s, accounting for a third of the coun- 
try’s wealth, were ‘big monsters’ who ‘gobbled up available credit’ 
and relied on ‘outdated notions of vertical integration for strength’. 
Perhaps the chief economist at Deutsche Morgan Grenfell, Ed 
Yardeni, trumped all the pundits in heaping scorn on Seoul: ‘the 
truth of the matter 1s that Korea, Inc. is already bankrupt. All that’s 
left is to file the papers. This is a zombie economy.’ If it was far from 
a ‘zombie’, the crisis certainly cut the economy down to size. In 
November South Korea ostensibly had a GNP of almost $500 billion 
and a per capita GNP of about $11,000; it accounted for about six per 
cent of total world GDP—compared to 2.5 per cent in 1980—and 
ranked eleventh among industrial countries. By January per capita 
GNP had fallen to $6,600 and GNP to $312 billion, or seventeenth 
place—behind Mexico, India, and Russia.” 


Koreans accused the mF of attacking ‘major pillars’ of the chaebél 
system; reporters wrote that the chaebéls were now ‘gripped with an 
unprecedented sense of crisis’, with ‘dismemberment’ perhaps in the 
offing. A spokesman for the Federation of Korean Industries asked 
how Samsung and Hyundai could have developed the nation’s prof- 
itable semiconductor and car industries ‘without the conglomerate 
system’, and suggested delicately that us and Japanese competitors 
might have had some ‘behind-the-scenes influence’ on the IMF, ‘with 
an intention to weaken the competitiveness of Korean major indus- 
tries’. An editorial in a leading daily charged chat ‘a senior US 
Treasury official backhandedly manipulated IMF negotiators to push 
for market opening while Japan used financial aid as a weapon to 
prop open the [Korean] domestic market for their goods’.?5 But this 
was only half the picture. Sources in Washington acknowledged that 
several reforms had been specifically demanded by us Treasury offi- 
cials, in keeping with former us Trade Representative Mickey 
Kanter’s view that the MF could be a ‘battering ram’ for American 
interests.?° 


33 Editoral by Joseph Kahn and Michael Schuman, The Wall Street Journal, 24 November 
1997, Fischer quoted in The Wall Stret Journal, 8 December 1997; Yardeni's ‘zombie’ 
remark was broadcast widely on CNN News, see the full quotation in The Washragrow Past, 
11 December 1997 
M World Development lndscaters, 1997, Asian Development Bank, Key Indicanocs of Devel- 
oping Asian and Pacific Countnes, 1996 (GNP figures sssume purchase-power parity or 
PPP, 1995 and 1996 figures are muluplied by 1996 and 1997 growth rates); 1998 figures 
from LG Economic Research Institute, reported in The Kwas Herald, 21 February 1998 
3 The Chesex ilhe got bold of the full, classified text of the bailout package and put it on 
its Internet website on 4 December 1997, see also a Dewg-A Ilhe editorial of 3 December, 
Chun Sung-woo writing in The Keres Herald on 4 December 1997, and the FK spokesman 
quoted in The Keres Herald, 5 December 1997 Rubin's personal role in bolding up the 
agreement was reported by Stevenson and Gerth, The New York Tomes, 8 December 1997 
Kanter was quoted in Devesh Kapur, “The IMF: A Cure or a Curse?” , Forezge Policy, no 
111, Summer 1998, p. 115. Kapur also wrote that according to fund sources, ‘conditions 
such as the one asking Korea to speed up the opening of its automobile and financial sec- 
tors ceflected pressures from major shareholders Japan, and the United States)’. 
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Japan’s Regional Role 


Had Japan stepped in instead of the IMP, it would have signalled an 
unprecedented step toward a hegemonic role in the region, some- 
thing that the Americans neatly blocked, supported by Chinese lead- 
ers equally adamant against a leadership role for Japan. But then 
Japan was hardly ın a position to do much, with its own banking sys- 
tem so shaky. Japan’s financial authorities had injected up to $30 bil- 
lion in the last week of November alone to prevent ‘an unmanageable 
run on the banking system’; experts estimated that up to half of the 
major Japanese banks might have to be closed or merged, and that an 
initial bailout of Japan’s financial sector would take at least $80 bil- 
lion, with non-performing loans estimated at more than $600 bil- 
lion. In panics the good go down with the bad, of course, and as 
Japanese citizens began queuing up outside their savings banks, it 
momentarily appeared that the second largest economy in the world 
might be crashing—all-purpose pundit C. Fred Bergston had Japan 
‘teetering very close to the brink’.2”7 Thus Rubin worked feverishly 
for days—albeit trying ‘to avoid conveying the slightest hint of 
panic’—not to block Japan’s role in Asia, but to keep the crisis from 
taking down Japan, Russia, and probably, the world economy: “We 
have regarded Korea as a firewall that could not be breached’, an 
anonymous official in Washington said, ‘for fear of other ‘teetering’ 
dominoes like Russta—and even Japan’.?® Rubin’s frantic manoeu- 
vring perhaps made the executive theory of the state seem too subtle 
to capture the reality, except that he had now become executive for 
the world economy—or what The Wall Street Journal called a ‘socialist 
international’ after German Finance Minister Theo Waigel flew to 
Washington to huddle with Rubin, Greenspan, and IMF director 
Michael Camdessus.?9 


Unfortunately, the Korean bailout lasted for only three weeks. 
The wôn began tumbling again and Rubin lost his holiday again 
when on Christmas Eve he and Greenspan gathered top American 
bankers at the Federal Reserve Bank of New York to arrange 
$10 billion more in emergency loans to Seoul, thus to back up 
a package that would enable it to roll over bad short-term loans 
now said to total over $100 billion—with non-performing loans 
of all types equalling 51 per cent of Korea’s GNP. Now Rubin 
materialized also as a national security manager, declaring that 
South Korea was a place where there were still ‘enormous security 
concerns for the United States’, and therefore could not be allowed 


77 Robert Edelstein and Jean-Michel Paul ın The Wall Stret Journal, 11 December 1997; 
Clay Chandler discussed Rubin's cntical role—which included intensive consultations 
with leaders of the F and the Group of Seven—in The Washragtoa Past, 13 December 
1997, and quoted Bergston in the Pest on 11 December 1997 

8 Ths New York Temes, 10 December 1997, article by David Senger—whose reporting on the 
Asian crisis bas been by far the best ın the American press—and article by Andrew Pollock 
9 The Wall Street Jornal editors wroce that the DMF ‘seems to be finding ways to socialize 
the world economy’, 17 December 1997. 
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to fail. Major international banks agreed to swap $24 billion in 
Korean short-term loans for new government-guaranteed debt, and 
the Wall Street firm Goldman Sachs arranged subsequent Korean 
bond offerings to soak up still more bad debt. 


By the New Year, Rubin had neatly accomplished three goals: to stop a 
run on Japanese and Korean banks, to rewrite the rules of Korea’s polit- 
ical economy as prelude to the struggle to do the same in Japan, and to 
maintain American hegemony in the region. Alan Greenspan waxed 
ecstatic before a Senate panel: the result of the Asian crisis was ‘a 
worldwide move toward “the Western form of free market capital- 
ism”’. Another analyst exclaimed that “Wall Street won’.3? Except, of 
course, that the panic of 1997 came close to detonating a collapse of the 
world economy worthy of 1929, a spectre that still hangs over all of us. 


How Koreans Rewrote the Rules of Dictatorship and Democracy 


It is an irony of South Korea’s history that the worst economic crisis 
in the country’s history should come just as the Korean people were 
about to elect dissident Kim Dae Jung, who suffered under the dic- 
tators. But this was no accident, as Kim embodied the courageous 
and resilient resistance to decades of dictatorship that marked Koréa 
as much as its high-growth economy. Korean democracy has come 
from the bottom up, fertilized by the sacrifices of millions of people. 
If they have not yet built a perfect democratic system, they have 
nevertheless constructed a remarkable civil society that gives the lie 
to common stereotypes about Asian culture and values. 
Paradoxically, this maturing civil society is a key enabling mecha- 
nism for Washington and the IMF to get their way in Korea. Kim’s 
election has brought to power people who have long criticized the 
state-bank-conglomerate nexus and who, like the new president, 
have long been its victims. The irony grows in that the global man- 
agers feared Kim’s election—he might be a ‘populist’—and 
Washington long backed the dictators who tormented him. Mean- 


X David Sanger had the best account of Rubin's Christmas Eve meeting, in Ths New York 
Tres, 25 December, 1997 Information on Korea's bad loans comes from Hale, 
“Developing Country Financial Cnses During the 19908’, p. 13. 

3: This firm, where Rubin was a partner for three decades, and Salomon Smith Barney, run 
by the former Treasury official who arranged the 1995 Mexican bailout, were working 
with failing Korean banks from late November onward 

» Alan Murray in The Wall Strax Journal, 8 December 1997 Reporter Timothy O'Brien 
wrote ther the two Wall Street firms came to Seoul in lace November, led by Jeffrey Shafer 
(Sauth Selomon Barney) and Robert Hormats (Goldman, Seci), ‘precisely to help the 
country design aod implement a new financing plan for 1998’, when it wasn't yet clear that 
international banks would be willing to renegotiate the bad loans; O'Brien said delicately 
thar some have questioned whether ‘the two investment banks have conflicts of interest in 
siumuleaneously advising the South Korean government ın its negotiarioos with banks and 
being the first in line to lead any bond offerings’, and thar While Rubin's nes to Goldman, 
Sachs undoubtedly allow the firm to engage ın occasional name-dropping, none of its cam- ~ 
petitocs have suggested the firm’s representation of South Kores us inappropriare because of 
Rubin's tenure there’, The New York Temes, 30 January 1998 Meanwhile Treasury's top 
international troubleshooter, David Lipton, 15 a former DAF official 
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while, back at home, Americans increasingly question the quality of 
their own politics. 


An economically booming America has a political spectrum from 
Right to Left that has lately been suffused with conflicted concerns 
about American civil society, as people grope for a politics of authentic- 
ity and meaningful participation. Most Americans prefer not to vote, 
and reserve for Washington politicians a contempt unprecedented in 
American history.33 Simultaneously, contemporary writers of great 
influence argue that civil society is an inherently Western concept, and 
that it ıs absent ın East Asia—whether in authoritarian Singapore, 
democratic Japan, or the NICs of South Korea and Taiwan. Samuel 
Huntington has made this view notorious in his book, The Clash of 
Crvilrzations, but it is a view by no means limited to conservatives. 
Korea’s experience illustrates a different point: the truth char ‘Orient 
and Occident are chalk lines drawn before us to fool our timidity.’ 


Even with the election of Kim Dae Jung, Korea 1s still not a democ- 
racy. The National Security Law remains on the books and is used to 
punish peaceful dissent—in spite of an unusual State Department 
entreaty (in August 1994) that Seoul do away with this anachronistic 
and draconian measure. The law still embraces every aspect of politi- 
cal, social and artistic life. In the summer of 1994 even a professor's 
lecture notes were introduced in court as evidence of subversive activ- 
ity, yet his actions never went beyond peaceful advocacy.3> With the 
continuing exclusion of labour from the governing coalition, and the 
continuing suppression of the non-violent Left under the National 
Security Law, the ROK still falls short of either the Japanese or the 
American models of pluralist democracy; but it has achieved a poli- 
tics that 1s more democratic than the halting and temporary, jerry- 
built transitions to weak democracy in Latin America, the former 
Soviet Union and East Europe, and the Philippines. 


The Creative Power of Protest 


The contribution of protest to Korean democracy cannot be over- 
stated; it is a classic case of ‘the civilizing force of a new vision of 
society...created in struggle’.2® A significant student movement 
emerged in Western Europe and the United States in the mid-1960s, 
and enjoyed a heyday of perhaps five years. Korean students were cen- 


33 In other words, from the Caro Institute to Harvard theorist Michael Sandel, to Tikes 
Maægarsm’s Foundarion foc Ethics and Meaning, and to the host of intellectuals roped into 
various new forums hoping to reinvigorate crvility and crvil society. The Caro Institute 
advertised its publicetions in a 1996 brochure entitled “How You Can Help Advance Civil 
Society’, with a bust of Thomas Jéfferson on the cover. Sandel’s new book is Demecracy's 
Discontent’ Amerscan in Search af a Pblic Philossphy, Cambridge, MA 1996 
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tral activists in the politics of liberation in the late 1940s, in the 
overthrow of the Rhee regime, the repudiation of Korea-Japan nor- 
malization in 1965, and the resistance to the Park and Chun dictator- 
ships ın the period 1971-88. Particularly in the 1980s, through the 
mediation of menpung ideology and praxis—a kind of liberation theory 
stimulated by Latin American examples—Korean students, workers 
and young people brought into the public space uniquely original and 
autonomous configurations of political and social protese—forms that 
threatened many times to overturn the structure of American hege- 
mony and mulitary dictatorship. Habermas’s characterization of 
student protest ın terms of a blurring of borderlines ‘between demon- 
stration and civil disobedience, between discussion, festival, and 
expressive self-presentation’ matches the Korean case well.37 


Korea also has had one of the strongest labour movements in the world, 
one that organized itself through much of this century and which has 
suffered under truly terrible repression. From the inception of the move- 
ment in the early 1920s under Japanese colonial rule, through the deci- 
sive American role in shutting down widespread independent labour 
unions during the Us Occupation (1945-48), and under the often stun- 
ningly harsh repression of the dictatorships that followed for the next 
four decades, Korean labour kept organizing and kept growing—or suf- 
fering the consequences. Today the unions hold the key to whether Kim 
Dae Jung’s—and the IMr’s—reform program will succeed or not. 


The IMF’s Man in Seoul: Kim Dae Jung 


Robert Rubin’s ministrations came in the middle of the most impor- 
tant presidential campaign in South Korean history. For the first 
time, it appeared that a former dissident, a person of unquestionable 
democratic credentials, with a base in the abused and underdevel- 
oped Southwest, might finally come to power. And so Washington 
and Wall Street insiders openly suggested that Kim was the wrong 
leader at the wrong time in the wrong place: a us diplomat told a 
reporter, 


We could be in a position in which Kim Dae Jung takes office in 
the midst of a financial emergency that is going to require a lot 
of pain and downsizing of South Korean businesses. Almost no 
one thinks he will command the authority to pull it off.38 


In fact, no other conceivable political leader was better positioned 
than Kim to truly change the Korean system—he had called for 
reforms analogous to those of the mr throughout his long career.>9 


37 Jurgen Habermas in Peter Dews, cd., Asteacmy and Solidarity. Intervreses with Jurgen 
Hebe mas, Verso, London, rev. ed 1992, p. 234 

38 Quoted by David Sanger, The New York Termes, 20 November 1997 
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Kim Dae Jung hit the political scene like a tornado in the 1960s, rous- 
ing large crowds and accumulating 46 per cent of the vote in an elec- 
tion in 1971, in spite of all manner of rigging by the ruling party, 
which lubricated the electorate with hogsheads of cash—homegrown 
and foreign ($7 million in campaign funds came just from Gulf Oll and 
Caltex). And so it came to pass that there were no more contested elec- 
tions, until the military dictatorship ended in 1987. In between, Kim 
Dae Jung was the loathed-beyond-measure béte-noire of the dictators. 
Kim has limped badly ever since a suspicious accident in 1971, shortly 
after the election, ın which a large truck rammed his car, killing several 
passengers and badly injuring him. Two years later, KCIA agents kid- 
napped him from the Grand Palace Hotel ın Tokyo and plonked him 
down in a boat to return him to Seoul, or, more likely, to kill him— 
given that they had chained him and weighted his body with cement. 
American intervention, in the form of a helicopter sent buzzing over 
the boat, may well have saved his life. After his 1980 coup, General 
Chun sought to execute Kim on trumped-up sedition charges, blaming 
him for the 1980 rebellion in the south-western city of Kwangju; Kim 
was lucky to escape into exile in the Us. He returned in 1985, and was 
under house arrest for most of the next two years. Dozens of buses full of 
riot police were always parked near his home, and his neighbours’ 
homes were occupied by agents who surveyed his every move. He could 
not give interviews, attend rallies, or write for any publications, oor 
could his picture appear in any media. He spent a total of six years in 
prison, seven more under house arrest, and five years in exile. 


Strength of the Labour Movement 


Kim Dae Jung has never been a radical, and has not had a strong base 
in labour for two reasons: first, until this year it was illegal for labour 
to involve itself in politics; second, over the years, Kim has been 
much more a champion of small and medium business than of 
labour—and, of course, supporting labour was a ticket to political 
oblivion in Korea’s McCarthyite milieu. It 1s true that he is more 
sympathetic to labour demands than previous leaders, and labour 
clearly prefers him to the past run of dictators. But, given the harsh 
anti-labour environment of the past fifty years, this is scarcely sur- 
prising. Today Korea has two large unions, each claiming the mem- 
bership of about half a million workers. The KFTU was for decades the 
only legal union—because it was controlled by the state in the inter- 
ests of owners, through what James West calls ‘corporatism without 
labour’ whereby the state, the conglomerates and the banks worked 
hand-in-glove, but labour was systematically excluded. From 1970 
to 1987 the state controlled the recognition of unions at foreign- 
invested companies, banning strikes and all unapproved union organ- 
isers—thus ‘to placate uneasy foreign investors’.4° The other large 
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union is the Korean Confederation of Trade Unions (KCTU), which 
grew rapidly after 1987 but was illegal until early 1998. Both have 
about half a million members, but the KFTU was built upon an enter- 
prise union base controlled from the top down, which allowed but 
one union per enterprise and thus dispersed horizontal solidarity 
across sectors. The Trade Union Act in force for decades barred inter- 
vention in the workplace by ‘third parties’—anyone who is nor an 
employed worker or manager—and banned political activities by 
unions, thus making support of a specific political party illegal. All 
unions had to be approved by the Ministry of Labour.4" 


In spite of all this, South Korea today is a remarkable country where 
even white collar bank employees strap on identical headbands saying 
‘Down with DMF trusteeship!’ and march through the streets yelling 
slogans in unison. Students on the raucous campuses ten years ago, 
they are now united with blue-collar workers in the KCTU. But because 
of labour’s strength even in white-collar ranks, foreign companies are 
reluctant to buy firms without rights to reduce employees. An anony- 
mous senior official of a foreign brokerage firm said in January, “There's 
no point in taking over a [Korean] bank if you can’t lay off anyone’ # 
President Kim allayed labour’s fears with a master stroke in January, 
however, one that augurs a far-reaching political transformation: uoder 
his direction, for the first tume in Korean history, labour leaders met 
with leaders of business and government to work out fair and equitable 
policies to deal with the IMF crisis, a kind of ‘peak bargaining’ arrange- 
ment that represents the labour movement's biggest gain ever. 


After tough negotiations, Kim persuaded the labour movement to 
agree to large layoffs—which would triple the pre-crisis unemploy- 
ment rate, albeit from two to six per cent, not a high rate by Western 
standards*3—in return for the right to exist legally and to partici- 
pate in politics and field candidates for elections. When labour lead- 
ers took this deal back to the rank and file it was soundly reyected, 
and many called for a general strike. The ROK has virtually no social 
security or unemployment compensation system; a puny unemploy- 
ment law passed ın 1995 allows 50 per cent of wages for 30 to 210 
days, depending on how long a worker has been employed—mea- 
sures that are well below LO standards. But months of labour peace 
have followed the January agreement, punctuated by a sudden day- 
long shut-down by 130,000 unionists on 28 February, and sporadic 
actions that continued as unemployment approached nearly seven 
per cent of the work force by mid-summer. In July both major 
unions approved large strikes—involving 50,000 to 70,000 metal 
and auto workers. But they only lasted a day or two and did not lead 
to a general strike, and they were designed to pressure the Kim 


4! KCTU, ‘Struggle for Labor Law Reforms Campaign News no. XXIV’, 28 February 1997 
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administration to halt layoffs rather than to shut down the economy. 
In late July both big unions returned to the ‘tripartite’ talks with 
business and government.“ 


Reforming the Chaebéls 


The key to the reform process is a fair and across-the-board sharing of 
the IMF pain, and not just more layoffs of workers, which will require 
serious reform of Korea’s octopus-like conglomerates. President Kim 
has been a life-long critic of these firms, and they have reciprocated: 
Samsung, for example, one of the top three firms—whose founder 
was an inveterate pro-Japanese reactionary—hates Kim and has 
funded his rivals for decades. Their mammoth and extraordinarily 
diversified structure combined with an open spigot of state-mediated 
loans were essential to Korea’s success in grabbing market share 
around the world—-rather than simply pursuing price advantages— 
because losses in one subsidiary could be made up by gains in another. 
In 1993—according to none other than Kim Dae Jung—the top five 
chaebéls accounted for 66 per cent of total sales and 53 per cent of 
Korean GNP, and the top 30 accounted for 80 per cent of GNP.*5 


In an interview shortly after he was elected, Kim blamed the financial 
crisis on military dictatorships who lied to the people and concen- 
trated only on economic development, to the detriment of democracy, 
leading to a ‘collusive intimacy between business and government’. 
He said that the way out of the crisis was to reform the government- 
business nexus, induce foreign investment, and then to increase 
exports.*° His chaebél reform package went along with imp demands 
to eliminate intersubsidiary loan guarantees, lower debt-to-equity 
rations, and umprove transparency. Early threats to dismantle the con- 
glomerates, however, have given way to plans to break the nexus 
between the state and the firms. Kim Dae Jung has indicated more 
than once that he has no plans to change the size or purpose of the 
chaebéls.47 Instead he has promoted a ‘big deal’ in which the conglom- 
erates would swap subsidiaries to concentrate on core businesses: for 
example Samsung’s automobile factory would go to Hyundai, in 
return for Hyundai giving its semiconductor business to Samsung.*® 
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Unfortunately this state-managed ‘big deal’ is reminiscent of Chun’s 
early 1980s demands that each chaebé/ concentrate on the industry it 
does best, something also done in the wake of an economic downturn. 


Kim's desire to preserve the conglomerates is not surprising given 
their importance to Korean development, and the recent merger 
mania among many Western transnationals, done in the name of 
enhancing global competitiveness. But he also cannot get rid of these 
firms because they are feudal industrial estates akin to that main- 
tained for centuries by the DuPont Corporation in the small state of 
Delaware, namely, provisioners of their employees’ needs in every 
way. As Meredith Woo-Cumings has argued, the typical Hyundai 
worker drives a Hyundaı car, lives in a Hyundai apartment mort- 
gaged by Hyundai credit, gets health care from a Hyundai 
hospital, sends his children to school on Hyundai loans or scholar- 
ships, and eats his meals at Hyundai cafeterias. If his son graduates 
out of the blue-collar work force and into the ranks of well-educated 
technocratic professionals—which is every Korean parents’ goal—he 
may well work for Hyundai research and development. This extreme 
form of cofporatism ıs perhaps best seen in the masses 
of construction teams that Hyundai has long sent to the Middle East; 
every worker would depart in Hyundai T-shirts and caps carrying 
Hyundai bags, would live and eat in Hyundai dormitories, and would 
use Hyundaı tools and equipment to build Hyundai cities in the 
desert. In the same way that Kim Il Sung built a Confucian- 
influenced hereditary family-state in North Korea and called it 
communism, the Korean chaedéls have built large family-run hered- 
itary corporate estates in Korea and called it capitalism. Korea’s 
reformers have no alternative but to work within this chaebé/ system. 


A New Team in Power 


The clearest break with the past is in Kim’s economic team, which 
includes several well-known critics of Korea, Inc. and the cheeb&/s, most 
of them from the disadvantaged Southwest, and several of whom lost 
their jobs for political activities during the Chun period. Chon Ch’él- 
hwan, a progressive economist and human rights activist, heads the 
Bank of Korea; N. Chélla Province Governor You Jong-keun, a free 
market advocate, is a special advisor to the President; Lee Jin-soon, Kim 
Tae-dong, and several others were key members of the Citizen's 
Coalition for Economic Justice, which promoted labour and criticized 
chaebl concentration in the pest.49 They, with IMF and World Bank sup- 
port, have advocated new safety nets for laid-off workers and New Deal- 
style public works projects to employ the jobless. Kim’s team has also 
published lists of firms and banks which are threatened with future clo- 
sure—including fully 24 of 26 commercial banks—if they cannot rem- 
edy their insolvency; only the ‘fittest’ firms would survive. For the first 


49 See the backgrounds of new appointees in The Keres Herald, 3 November 1997, and in 
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time, the government is planning to sell foreigners shares in state-run 
monopolies; for example Philip Morris and British-Ametican Tobacco 
hope to buy as much of Korea Tobacco and Ginseng as they can.*° 


Democratic reforms have proceeded rapidly under Kim Dae Jung. 
Kim Young Sam did nothing to change Korea’s ubiquitous Agency 
for National Security Planning (ANSP), merely putting his own allies 
in control of it. The agency prosecuted hundreds of cases under the 
National Security Law in the mid-1990s, including labour organiser 
Park Chung Ryul, who was arrested in the middle of the night in 
November 1995 when ten men rushed into his home and dragged 
him off to an unheated cell, where, for the next twenty-two days, his 
tormentors beat him, poured cold water over him, and limited him to 
thirty minutes sleep a day, all to get him to confess to being a North 
Korean spy—which he was not. A government official told a reporter 
such measures were necessary because “We found the whole society 
had been influenced by North Korean ideology’; he estimated that 
upwards of 40,000 North Korean agents existed in the South.’ 


An investigation 10 early 1998 proved that the ANSP had run an opera- 
tion just before the election to tar Kim Dae Jung as pro-communist, 
and incomung officials also gave reporters the list of KCIA agents who 
had kidnapped Kim in 1973. In February the Sisa Journal published for 
the first time the full administrative structure of the ANSP, showing 
that it had more than 70,000 employees—and any number of informal 
agents and spies—an annual budget of around 800 billion w6n (about 
$x billion), and almost no senior officials from the Southwest —three 
from among the 70 highest-ranking officials, one among 35 section 
chiefs. It controlled eight academic institutes, including several that 
provide grants to foreign academics and that publish well-known 
English-language journals. Kim Young Sam’s son, Kim Hyén-ch’él, 
ran his own private group inside the ANSP and gave critical information 
to his father; many therefore blamed Kim’s inattention to the develop- 
ing Asian crisis on the arrest of his son in mid-1996—for arranging 
huge preferential loans and massive bribery—thus depriving the Presi- 
dent of reliable information. The new government cut the ‘domestic’ 
arm of the ANSP by 50 per cent, reduced the rest of the agency’s staff by 
I0 per cent, fired 24 top officials and many lesser people, and reoriented 
the agency away from domestic affairs, toward North Korea. A top offi- 
cial said the ANSP ‘will be reborn to fit the era of international economic 
war’ ,>? not a bad characterization of the contemporary world economy. 


A Rapprochement with the North 


Kim Dae Jung’s most far-reaching changes have involved North 
Korea, and here Kim has the support of top chaebôl leaders, all of 
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whom see the North’s well trained and well educated but low paid 
workers as a key to restoring Korean comparative advantage. At his 
inauguration he pledged to ‘actively pursue reconciliation and co- 
operation’ with North Korea, and declared his support for P’y6ng- 
yang’s attempts to better relations with Washington and Tokyo—in 
complete contrast with his predecessors, who chafed mightily at any 
hint of such rapprochement. He underlined his pledges in early 
March by approving large shipments of food aid to the North, lift- 
ing limits on business deals between the North and southern firms 
in April, and calling for an end to the American economic embargo 
against the North in June. He has explicitly rejected ‘unification by 
absorption’ —-which was the de facto policy of his predecessors—and 
has in effect committed Seoul to a prolonged period of peaceful 
coexistence. 


Both governments are now committed, on paper, to a staged con- 
federal process of reunification. The North first tabled its confederal 
plan in 1960, and Kim’s scheme also calls for a prolonged period of 
confederation, the first stage of which would involve ‘close, coopera- 
tive’ relations while maintaining two different systems, states, mili- 
tary structures and foreign policies. The two sides would manage 
relations between each other through various inter-Korean organisa- 
tions, pending the second stage when, after a fairly long period of 
preparation, unification would occur under a federal system of one 
people, one nation, one political system, and two autonomous 
regional governments; the federal government would run Korea’s 
diplomacy, defence and its mayor domestic policies. Kim cited a 
practical need to respect the pride of the North Koreans and the 
necessity to govern the North Korean region separately for a con- 
siderable time, under a regional autonomous government. The third 
stage would be final unification under a central government. All of 
this would be done with the consent of the people through a demo- 
cratic process. 


North Korea, of course, has faced far worse crises than the South in 
recent years. Since the death of Kim I Sung in 1994, the North has 
been visited with two years of floods (1995 and 1996), a summer of 
drought (1997), and a resulting famine that may already have 
claimed the lives of two million people. This is a textbook example of 
the calamities that are supposed to mark the end of the Confucian 
dynastic cycle, and North Korean citizens must wonder how much 
more suffering will be meted out. Kim’s son, Kim Jong Il, waited out 
the three-year traditional mourning period for the first son of the 
king before assuming his father’s leadership of the ruling party; on 
the fiftieth anniversary of the founding of the Democratic People’s 
Republic of Korea (DPRK) in September 1998, Kim Jong u became de 
facto head of state, but let his father remain ‘eternal President — 
apparently because the son did not wish to assume the mandate of 
heaven. 


Starvation and Suffering 


Andrew Natsios, the Vice-President of World Vision, told reporters in 
September 1997 that North Korea had lost 500,000 to one million of 
its citizens to famine, and, if full information were at hand, the total 
might be closer to two million—that is, nearly ten per cent of the 
population.>3 A survey ın August 1997 conducted among some 400 
Koreans living ın China and crossing the border into North Korea 
frequently, came up with an estimate that fifteen percent of the popu- 
lation in towns along northern border had died. In orphanages, from 
which have come many of the televized images of this famine, the 
figure was twenty-two per cent; in poor mining towns in the far north, 
about nine per cent.” 


It is not clear that such figures would apply to the whole country. 
Regional differentiation is great in North Korea, with ten per cent of 
the population living in the highly-centralized and much-privileged 
capital. Foreign travellers have not witnessed starvation conditions in 
P’yéngyang, and an international delegation that visited the upper 
East coast, to break ground for the light-water reactors envisioned in 
the October 1994 nuclear framework agreement, did not see much 
evidence of malnutrition.>> The DPRK is a class society, and those fam- 
ilies with houses—as opposed to apartments—in villages and small 
cities have small plots of land at their disposal, every inch of which 1s 
under cultivation. A Las Angeles Times reporter visited several families 
with small gardens, and found that such families did not need gov- 
ernment rations and had enough to eat.36 


If natural conditions share much of the blame for North Korea’s 
recent travails, even in the best weather conditions, the North’s agri- 
cultural problems are irremediable short of mayor reform. The col- 
lapse of the Soviet bloc left the DPRK’s export markets in the lurch, 
exports which had been exchanged at favourable rates for petroleum, 
coking coal, and other essential imports. A rapid decline in petro- 
leum imports in the 1990s, ın turn, hurt the national transportation 
network and the huge chemical industry, which provided so much 
fertilizer to the farms. For several years now, industry may have been 
running at less than fifty per cent of capacity. North Korea must find 
ways to export to the world market to earn the foreign exchange 
needed to import food, oil and other essentials. 


In the North Korean admunistrative system, bureaucratic lineages 
and hierarchies often exist as independent kingdoms, and have trou- 
ble communicating with each other. Hardliners in the military have 
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clearly been at odds with those in the Foreign Ministry who want bet- 
ter relations with Washington and Tokyo—something that foreign 
diplomats have witnessed on occasion—but the problems go much 
beyond thar. Relative bureaucratic autonomy, the practice of provin- 
cial self-reliance, a vast party apparatus organizing upwards of one- 
third of the adult population, the privileged position of the 
military—gaining a minimum twenty-five per cent of the annual 
budget—the death of the only leader the country ever had, intense 
generational conflict, and the piling on of externally-generated crises, 
have all resulted in a kind of immobilism in the 1990s. Decisions are 
pushed upward through the hierarchy, and at the top no one seems 
capable of making the hard choices necessary to push the country on a 
truly new course. North Korea is neither muddling through toward 
some sort of post-commuaism, the way other socialist states did after 
1989, nor is it reforming like China and Vietnam. The leadership 
seems deeply frightened by the consequences of opening up the econ- 
omy, preferring instead to open tiny coastal enclaves—tike the Najin- 
Sonbong export zone in the Northeast. Still, for all the croubles that 
have come ın the 1990s, there are few signs that any of them have 
threatened the stability of the top leadership. It is more at the local 
level that the system is breaking down. 


A visitor who recently travelled by car from P’y6ngyang to the north- 
eastern city of Hamhfing, for example, told the author that he had 
seen a large barter market operating every day along the riverbank in 
Hamhfing. Hard currency, especially dollars, was in wide use and 
highly valued. He thought that the historically centralized, admuinis- 
tratively planned delivery of goods and services by the state had 
almost completely broken down at the local levels, with many people 
telling him that government food rations had not been delivered for 
months. Still, foreign relief experts say that food brought into the 
country is not diverted to the privileged military. It 1s more a matter 
of locally-produced food stocks going to the elite in P’yéngyang and 
to the vast military, which enrols one-twentieth of the entire popula- 
tion. Otherwise, foreign observers speak of an egalitarian sharing of 
existing food stocks, combined with a triage policy, whereby the 
young, the elderly and the infirm are the first to suffer. The govern- 
ment 1s helping where it can, denying where it must, and keeping the 
essential pillar of its power—the military—sufficiently fed. In 1997 
Kim Jong Il approved a measure that would allow farmers to keep up 
to thirty per cent of what they harvest, a truly major change if indeed 
it is implemented 


Tensions with the US 


Washington maintains its economic embargo against the regime, now 
entering its fiftieth year, but the Clinton administration is still the 
first since the Korean War to use diplomacy to resolve serious issues 
with the North—mainly because of lessons learned in the near-war of 
June 1994. The United States nearly plunged into a conflict that the 
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local American commander, General Gary Luck, estimated would kill 
a million people, including upwards of 100,000 American soldiers, 
not to mention costing more than $100 billion—about double the 
total cost for the Persian Gulf War. Don Oberdorfer’s new book con- 
tains a detailed account of the frightening crisis over North Korea's 
nuclear program, which lasted from mid-May to late June 1994.7 In 
the event, former President Carter broke the war momentum by flying 
off to meet directly with Kim Il Sung, a breakthrough that made pos- 
sible a comprehensive freeze on the North’s Yéngby6n nuclear facility. 


The near collapse of the South Korean economy was the best news 
North Korea has had in a decade, and only deepened the regime’s go- 
it-alone mentality. But the North’s situation is far worse, something 
that has occasioned an unaccustomed candour on the part of the 
regime. Its official news agency said in July that ‘the people are tap- 
ping all possibilities and reserves and eking out their living in 
reliance upon substitute food’, but claimed that ‘the Korean people 
are moving ahead merrily in the teech of the present difficulties’. It 
acknowledged the large amounts of relief grain coming ın from 
China—which had rendered ‘free assistance’ to the DPRK ‘on several 
occasions for years.’5® Western sources, including the Us government, 
have given more than $500 million in aid to the North since 1995, 
and in April World Bank officials arranged aid from several European 
countries that would enable training of North Korean experts, saying 
that they wanted ‘to learn about capitalistic economic operations’. 


Meanwhile, two submarines and several dead infiltrators have washed 
up on the South Korean coast, suggesting either that hardliners are try- 
ing to disrupt North-South relations, or perhaps they want to deposit 
assassins in the South to settle accounts with one of the only high-rank- 
ing defectors ever to leave the North, regime ideologue Hwang Jang- 
yop—who went over in February 1996. P’y6ngyang blamed the latest 
infilerator incident on ‘South Korean ultra-rightusts who are allergic to 
the atmosphere of reconciliation and cooperation which is being created 
between the north and south’, wording that suggested it is still seek- 
ing good relations from the Kim Dae Jung government. There are also 
hints that its attitude toward Washington is changing. Long deter- 
mined to get the US out of Korea, it now appears that at least some 
North Korean leaders want American troops—now 37,000 strong—to 
stay involved, to deal with changed international power relations in the 
1990s——especially a strong Japan and a strong China—and to help 
P’ySngyang through its current unstable and unpredictable transi- 
cion.© Secretary of Defence William Cohen seemed almost to echo such 
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views in July 1998, declaring that American troops would stay in Korea 
even after ıt was unified. 


Results and Prospects 


Kim Dae Jung’s presidency has achieved major changes in the econ- 
omy, the political system, and in relations with the North. He is 
more popular today than when he was elected, with his party win- 
ning about sixty per cent of the vote in local elections in June. South 
Korea’s foreign reserves should reach $50 billion by the end of the 
year, with industrial leaders urging that they be built up to $100 
billion, that is, about the level of reserves that enabled Taiwan, 
Hong Kong and China to avoid runs on their currency. It therefore 
may turn out that a curious confluence of liquidity crisis, IMF - 
reform, Washington's desire to rein in Northeast Asian late develop- 
ment, and Korean democratization will put the ROK on a much bet- 
ter footing than other countries now trying to ride out the Asian 
crisis. 


There are strong counter-tendencies, however. At the time of writing, 
the American agency Standard & Poor’s still keeps a negative credit 
rating on Korea, and foreign analysts say it has not yet attracted sig- 
nificant foreign investment; progress on ‘transparency’ is slow, and 
incentives to foreign investors, tax favours and bureaucratic services 
are not as good as in Southeast Asia. State bureaucrats are perceived to 
be dragging their feet on real reform, and labour militancy also 
discourages foreign businessmen.*t More important, perhaps, is 
David Hale’s observation that ‘the magnitude of the debt overhang in 
East Asia is massive compared to the pool of speculative capital avail- 
able for corporate restructuring from foreign investors’, and worse 
than the Latin American debt problem in the 1980s. Furthermore, 
the competitiveness of the smaller countries is being squeezed from 
the top by Japan, with its superior production technology, and from 
below by China, with its labour cost advantages. China’s share of the 
region’s exports has gone from six per cent to twenty-six per cent 1n 
the past decade, and today it is difficult to think of aed products 
that Korea or Thailand can make that China cannot.°? Meanwhile, 
Japan is still the largest creditor nation, with $285 billion in foreign 
exchange reserves making it invulnerable to the kind of liquidity 
crisis that affected Seoul.“ 


& The Korea Ha ald, 17 June 1998. 

© Hale, Developing Country Financial Crises’, p 13 External debt to GNP ratios exceed 
Latin America’s in the 1980s. Indonesia, 114 per cent, Thailand, 97 per cent; the 
Philippines, 91 per cent, South Kores, 62 per cent 

6 In 1997, China replaced Korea in electronics sales; with nearly $50 billion 1n annual 
sales ıt ranked fourth after the Us, Japan, and Germany, Korea is now fifth. 

& Chalmers Johnson, ‘Cold War Economics Melt Asie’, The Natron, 23 February 1998, on 
the race ın electronics exports see Ths Køres Herald, 16 July 1998 
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Conclusion 


During the Cold War, as a key ally and front-line state, South Korea 
would have obtained its bailout with an immediate and overriding 
emphasis on issues of security—as it did in 1983, when Reagan and 
Prime Minister Nakasone arranged a $4 billion package for Seoul, 
amounting to ten per cent of its entire outstanding debt at a time 
when Latin America got no such help. But the Northeast Asian pat- 
tern of late development only worked when Japan and Korea were 
sheltered economies. Today, apparently autonomous ‘Asian tigers’, 
prospering within an indulgent hegemonic net for thirty years, find 
themselves rendered dependent and bewildered by a dimly-under- 
stood mechanism that now places their entire society and economy 
under global jurisdiction. Strong conservative forces in South Korea 
and Japan are fighting to preserve what they perceive to be their post- 
war social compact, and their civilization, against the IMF gospel. 
Others, like former Prime Minister Lee Hong Koo—now Korea's 
Ambassador to Washington—argue that ‘the model is now clear. It’s 
not Japan, it’s the West. The current crisis has convinced almost all 
people that the old style doesn’t work’.® 


The cold-war order in East Asia took shape through a positive policy 
of industrial growth, designed to restart the world economy in the 
1940s, and in reaction to the revolutions on the Asian mainland that 
transformed and divided the region. The United States established 
distinct outer lumuts on its allies, the transgression of which was rare or 
even inconceivable, provoking immediate crisis—the orientation of 
Seoul or Tokyo toward the Soviet bloc, for example. The typical expe- 
rience of this hegemony, however, has been a mundane and mostly 
unremarked daily life of subtle constraint, in which the us kept allied 
states on defence, resource, and, for many years, technological and 
financial dependencies. This is a potent form of hegemony and ıt has a 
message: in the 1940s it crushed one form of statist empure and, in the 
1980s, another. Today it is eroding, if not erasing, the last formidable 
alternative system, the Japan-Korea model of stare-directed neo-mer- 
cantilism—one undermined and made vulnerable by its inclusion in 
the post-war regional order. What is the message? The open door, plu- 
ralist democracy, and self-determination. 


If the last point seems odd—was not Korea, Inc. an example of self- 
determination?—this is misleading: the willing accomplice of these 
successive victories has been a self-energized populace, demanding 
reform and opening in the name of liberal values. One only has to 
look at the collective behaviour of the vanquished: post-war Japan 
as a constitutional democracy and exemplar of pacifism; West 
Germany as the most self-conscious adherent of liberal values in 
Burope; the rush toward markets and representative government in 


© Nicholas Kristof, ‘Asian-Style Capitalism Giving Way w che Free Marker’, The New 
York Terms, 17 January 1998. 
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Russia and Eastern Europe in the 1990s; and the burgeoning recog- 
nition in Japan and Korea that ‘economies are all going the 
American way’, in the words of a former top trade official in Japan. 
Now even North Korea has invited the World Bank to tutor its 
experts in capitalist economics. Here is a system, in other words, 
with clearly established boundaries of ıts own, but incessant frontier 
violations of the Other. 


Brave New World Order 


Washington's enduring regional configuration is suddenly shaky, 
however. The Asian crisis mppled through the region as the world 
market has begun to approximate the globe itself, with the recent 
addition of hundreds of millions of people in China and former Soviet 
bloc territories. Capital 1s entangling ‘all peoples in the net of the 
world market’, in Marx’s words, accounting both for the current eco- 
nomic boom ın the core and the widespread sense that the dynamics 
of the whole are unstable. Americans now envision ‘Communist’ 
China being an anchor of stability in East Asia, something that led 
Rubin and Clinton dramatically to play up to Beijing during 
Clinton’s visit ın June and to praise it for keeping its currency stable. 
Because the renmimbi 1s non-convertible, hedge fund speculators 
could not traffic in ıt, and because China—like Taiwan and Hong 
Kong—has maintained large foreign currency reserves, it has contin- 
ued to grow: eight per cent in 1997, a projected seven per cent in 
1998. Meanwhile, the capitalization of the American equity market 
is now approaching 140 per cent of GDP—compared to 82 per cent in 
1929—and the mutual fund industry has assets higher than all the 
banks ($5 trillion). At the moment, the Asian crisis is keeping 
American monetary policy expansionary, but a stock market crash is 
easily imaginable in the next couple of years.° 


The pointman for the new ecumenical gospel, the IMF, attempts to 
impose hegemonic rules on everyone, ‘creating a level playing field’ 
in conditions of structural inequality and hierarchy chat tilt che game 
toward the us and the advanced industrial countries; meanwhule ‘free 
market’ advocates castigate the IMF’s secrecy, and even the global 
managers themselves wonder if a world ın which trillions of dollars 
careen around uncontrolled might be the source of financial chaos. 
This calls forth a demand for global regulation, for international 
macro-economic policies to stabilize the whole. Here is the essence of 
the conundrum that not just ordinary people, but the global bosses 
themselves cannot predict: can this brave new world in which capital 
spins out its telos in an historically unprecedented vacuum of alterna- 
tives be controlled, or not? 


S Quoted in Kristof, ibid 
57 Hale, “Developing Country Financial Crises’, p 13 
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Perry Anderson 


' A Sense of the Left 


Norberto Bobbio’s book on the Right and Left marks a significant moment in 
the author's long and distinguished career as a political thinker. Published dur- 
ing the Italian electoral campaign of 1994, Destra e Sinistra is one of his most 
topical and personal writings, whose popular success in Italy is not hard to 
understand.* Acclaim for its clarity, elegance and feeling is justified. The text, 
however, is more complex and less conclusive than it may appear. What are its 
theses? Bobbio’s starting-point is the increasing frequency with which the 
notions of ‘Right’ and ‘Left’ are rejected in political discussion today—despite, 
he points out, their continued and even accentuated use in electoral competi- 
tion. Why, he asks, is the traditional opposition between Left and Right now so 
often repudiated? There are currently three ways of contesting the dichotomy, 
-he suggests. The first is to relativize the dyad by insisting on an ‘Included 
Third’: namely a moderate Centre situated between Left and Right, occupying 
most of the actual space of democratic political systems. The second way of 
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rejecting the distinction is to dwell on the prospects of an ‘Inclusive 
Third’, integrating and superseding the legacies of Left and Right in 
some synthesis beyond them. The last is to point to the rise of a 
“Transverse Third’, penetrating across the camps of Left and Right, 
and displacing them from relevance—the role, he notes, often 
accorded green politics. Bobbio’s response to each of these claims 1s a 
firm frn de non recevorr. The existence of a Centre, however dominant, 
does not alter the contrast between polarities of Left and Right on each 
side of it. Notions of a synthesis beyond Left and Right typically con- 
ceal ambitions by one pole to absorb or neutralize the other. Finally, 
movements of opinion extending across Left and Right tend to redi- 
vide, like the Greens, into new versions of them. Nor, Bobbio further 
observes, do simularities between authoritarian movements of Right 
and Left, or shifts of individuals from one to the other, affect the politi- 
cal distinction itself. They relate to another opposition, which sets 
Extremusts and Moderates apart in their attitudes to democracy—a 
fundamental contrast, but one orthogonal to the polarity of Left and 
Right, which does not cancel it: indeed in situations of crisis tends to 
yield before it, as in Italy in the early 1920s or 1940s. 


If none of these reasons for doubting the validity of the dichotomy 
between Left and Right is valid, what then explains its intellectual 
rejection today? The real basis of the current opinion, Bobbio sug- 
gests, lies elsewhere. The distinction between Left and Right loses its 
meaning if one of the two ceases to exist. Without saying so directly, 
Bobbio implies that historically this has never occurred. But there 
have been situations in which one side has suffered such a deep defeat 
that its survivors have tended to argue that the distinction itself has 
lost all meaning, in a strategy of consolation designed to conceal their 
own weakness. Such was the stance of the Italian Right in the imme- 
diate post-war years, after the debacle of fascism made the Left seem 
all-victorious. Today the boot 1s on the other foot. In the wake of the 
collapse of communism, it is above all on the Left—or former 
thinkers of the Left—thar the temptation to deny the distinction can 
be observed. The real reason for the new scepticism 1s once again a 
move of self-protection, compensating for an experience of defeat 
with a rhetoric of supersession. 


Once Bobbio has dismissed the reasons subjectively adduced for dis- 
carding the dichotomy of Left and Right, and located the objective 
reasons for the tendency to deny its validity, he has still to found the 
opposition as a rational political framework that has lost none of its 
force today. After considering a number of unsatisfactory attempts to 
do so—coding Right and Left as tradition versus emancipation, 
sacred versus profane, and so forth—Bobbio offers his own definition. 
The division between Left and Right, he argues, is one of attitude 


1 Norberto Bobbio, Destra ¢ Srassra, Ragioni ¢ significati ds una distixxeene politica, Rome 
1994; a revised and enlarged edition appeared ın 1995, to which all page numbers below 
refer, Translated into English as Left and Right, Cambridge 1996. 
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towards equality. Given that human beings are manifestly at once— 
chat is, in different respects—equal and unequal, ‘on the one side are 
those who think men more equal than unequal, while on the other are 
those who think them more unequal than equal’.? This is the perma- 
nent, underlying contrast berween Left and Right. It is accompanied 
by another. The Left believes that most inequalities are social and 
eliminable; the Right that most are natural and unalterable. For the 
first, equality is an ideal; for the second it is not. 


Liberty 1s not a dividing-line between Left and Right, Bobbio goes on, 
in the same way. Anyway incommensurable with equality, as the status 
of a person rather than a relation between persons, ıt is the value that 
sets moderates apart from extremists within each camp. But in the 
opposition between Right and Left, it occupies the position of means 
rather than ends. Characteristically, Bobbio indulges no pious har- 
monics. Liberty cannot be equated with equality, and there is no reason 
to think the two always compatible. If some kinds of equality do not 
affect liberty, others—necessary constraints, like universal public edu- 
cation—do. It is over issues like these that Left and Right essentially 
join battle. Bobbio concludes his book with a personal avowal. 
Equality has always been the ‘pole-star’ of his political life. The 
inequalities of this world—from the impoverished and excluded 
within rich Western societies, to the huge mass of misery in the poorer 
countries—remain staggering. It is enough, he writes, to look out at 
the ‘social question on an international scale, to realize that the Left, far 
from coming to the end of its road, has only just started out on 1t.” The 
task is enormous. But the aspiration for an ever greater human equal- 
ity, of which the rise of women’s liberation is one of the most certain 
signs today, is—as Tocqueville understood already a century ago— 
‘irresistible’. Bobbio ends his book by urging us to look beyond the 
immediate skirmishes of the day, to the long sweep of the ‘grandiose 
historical movement’ bearing it forward.3 


The Logic of the Distinction Between Right and Left 


This is a powerful conclusion, that can leave few unmoved. We owe 
it the kind of intellectual respect Bobbio has always practised—a dis- 
passionate critical scrutiny. Two sets of reflections are prompted by 
Destra e Stnistra. One concerns the inner logic of Bobbio’s argument, 
the other its exterior context. Let us look at the first. Bobbio’s central 
claim is that the distinction berween Left and Right remains alive 
and well, since it is based on two fundamentally different views of 
equality, which set Right and Left permanently apart. In the exposi- 
tion of this difference, however, he tends to run together a number of 
propositions that are logically independent of each other. We can dis- 
tinguish four of these, which concern what we may stylize as the 
issues of (i) the factuality; (i) the alterability; (1ii) the functionality; 


® Destra s Sraistia, p 105; Left and Right, p. 66. 
3 Desira s Srasstra, pp. 128-132, Left and Right, pp 82-86 


75 


and (iv) the directionality of human inequality. In Bobbio’s character- 
ization, the Left holds the view that the natural inequality of human 
beings 1s less than their equality, that most forms of inequality are 
socially alterable, that few if any are positively functional, and thar 
more and more will prove historically ephemeral. The Right, on the 
other hand, is committed to the view that the natural inequality of 
human beings is greater then their equality, that few forms of 
inequality are alterable, that most are socially functional, and that 
there is no directionality in their evolution. 


The two packages thus presented are, however, dissociable. The first 
element in each poses an initial problem. Since the ways in human 
beings are at once similar and dissimilar differ so radically——Bobbio’s 
illustration is the common fact of mortality, and the variable forms of 
death—how could they be aggregated in a single calculus, to yield a 
final balance? Bobbio’s solution is 1n effect to introduce a specification: 
only those aspects of their nature that help people to live together—per 
attuare una buona convivenza—will be reckoned into the sum.‘ A con- 
servative might reply that this is to build a petitio princspi into the cal- 
culation from the start. Here we may overlook this difficulty, to note a 
greater one. There is no necessary connection between the first and 
second parts of each package. It is quite possible to believe that human 
beings are naturally more equal than unequal, and yet that most forms 
of inequality are ineluminable—and it ıs no less possible to believe 
that human beings are naturally more unequal than equal, and yet that 
many social inequalities can and should be eliminated. 


These are not mere formal paradoxes. There is, after all, now a consid- 
erable literature bearing on the problems they might represent. To 
take only the second alternative, a growing body of thought has been 
concerned with the possibility that socially egalitarian programmes 
could ultimately have a counter-finality: by eliminating artificial 
forms of inequality, founded on power and culture, they could even- 
tually highlight and crystallize natural forms of inequality far more 
dramatically than ever before, in a new hierarchical order founded on 
the genetic code. This was already the vision conjured up in Michael 
Young’s Ruse of the Mer:tocracy, the work of a moderate social-democrat 
1n the 1970s. More recently, similar projections have come from lib- 
eral or neo-conservative writers in the United Srates—-Mickey Kaus 
or Charles Murray. Common to all these authors, who span the spec- 
trum from Left to Right, is the foreboding that class divisions once 
cancelled, occupations would be determined by biological endow- 
ments—essentially degrees of innate intelligence—leading to new 
and harder forms of stratification, as endogamous strategies of mar- 
riage selection, now possessed of accurate genetic knowledge and 
choosing for comparable DNA, perpetuated a hereditary mental elite. 


4 Destra s Srautra, p 105, Left and Right, p. 66. 
3 Michael! Young, Rise of the Marttecracy, London 1972 
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The validity or otherwise of these visions need not concern us here. 
Whar they point to, however, is something thar Bobbio’s argument 
passes over. For he writes as if views of human nature—and so of 
equality or inequality—were a question of ultimate philosophical 
choice, beyond which is no appeal. But in fact they are subject to 
scientific evidence, whose volume has been steadily increasing in recent 
years. Srill—he might reply—so far few conclusive findings that bear 
on his theme have been reached. The prospect of further advance, how- 
ever, casts a shadow over his distinction. Already, within his scheme, 
there is no reason why differences of viewpoint about natural or social 
inequality should be very extensive. Theoretically we could imagine 
thar the natural variation in human beings of the estimated edge either 
of inequality over equality, or vice-versa, was too small to generate any 
systematic political differences, indeed that there could be a cross-over 
in the list of particulars of each—since there 1s no reason why each side 
should weight every element consistently by inversion with the assess- 
ments of the other. To base the distinction between Left and Right on 
ontological judgements of the balance between human equality and 
inequality, in other words, is rest it on a frail foundation—which the 
further development of science could strike away, by imposing 
inescapable convergence on a common empirical standpoint. 


The Uses of Inequality 


What then of the third element in Bobbio’s set? Though he gives less 
attention to this, could it provide a more stable dividing line? In prin- 
ciple, all parties might agree on the factual balance between natural 
equality and inequality, and on the alterability or otherwise of social 
inequalities, yet differ fundamentally over the question of whether the 
latter should be regarded as functional or dysfunctional for a flourish- 
ing society. Here questions of normative evaluation, unamenable to 
scientific arbitration, would enter into their own. Bobbio might bave 
been expected to dwell on them. In fact, he touches on this third ele- 
ment in his characterization of Right and Left only cursorily, noting 
that inequalities are often viewed not just as inevitable but also as pos- 
itive on the Right, without referring much to the opposite standpoint 
on the Left, which he perhaps took as self-evident. 


But here, at any rate, we would appear to be on the surest ground for 
differentiating Right from Left. Nevertheless, a difficulty arises. Is ıt 
the case thar the Left, as 1t actually exists in Europe today, denies all 
functionality to social inequalities? It 1s enough to observe the uni- 
versal tribute paid to the market, and its incentive structures, to real- 
ize thar this is not so. In many countries, actual indices of economic 
inequality have, indeed, notoriously increased under admunistrations 
of the Left as much or more as under those of the Right. Such has been 
the practice of recent decades. The theory of productive inequality, of 
course, has been developed mainly on the Right, above all in the 
powerful work of Hayek. The Left has by and large adapted to ıt, 
with softening but not necessarily effectual caveats. It is perhaps 
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significant that Bobbio has never directly engaged with Hayek. He 
has, by contrast, referred approvingly to Rawls, the thinker of the 
moderate Left who has theorized justice as ‘fairness’, allowing eco- 
nomic inequalities only to the extent that they improve the lot of the 
worst-off. The formalism of the Difference Principle, however, leaves 
that extent absolutely indeterminate—potentially justifying virtu- 
ally every inequality of the existing capitalist order on the grounds of 
the historically unprecedented productivity, benefiting every poorest 
citizen, that it has unleashed. It is little surprise Hayek himself could 
declare his fundamental agreement with Rawls, when A Theory of 


Justice first appeared. 


The third component of Bobbio’s package is thus also more precarious 
than it seems. He is aware of the difficulty—thar, in practice, the eco- 
nomic policies of Left and Right in the West appear to exhibit ever 
diminishing differences. He tries to resolve it by dismissing the practi- 
cal ‘compromises’ the Left may have to make as irrelevant to the ‘ideals’ 
it continues to stand for, with which alone his intervention is con- 
cerned. But the two cannot so easily be separated. Bobbio himself, after 
all, appeals to the empirical fact thar party politics in Italy has never 
been so shrilly and insistently coded in terms of Left and Right as today, 
to give weight to his claim that the ideal distinction still holds. But 
there was a still more striking feature of the Italian electoral campaign 
of 1994. Never bad the programmatic differences between the princi- 
pal parties been so narrow as they were then, consequent, of course, 
upon the conversion of the former Communist Party to more or less 
neo-liberal economic doctrines, symbolized by the pilgrimage of its 
leader to secure the placet of the City of London during the campaign. In 
1996, the programmatic convergence of the two blocs went even fur- 
ther, to the point where each side publicly accused the other of copying 
its platform. These are facts which tell against Bobbio’s ideal types, and 
from which he cannot consistently insulate them. 


Bobbio might reply that if such convergence has occurred in the rich 
countries, it has not in the poor countries in the world, where the 
overwhelming task before the Left—he insists—lies. But there too— 
in Latin America, in Black Africa, in South Asia—privatization and 
deregulation, the triumph of the market, are the doctrines of the 
hour, implemented by politicians and parties once of the Left as fre- 
quently as by forces of the Right. What does this tell us about 
Bobbio’s fourth proposition—the directional trend of global inequal- 
ity? Here it is noticeable that there is an asymmetry in his account. 
When he touches on the last element in his contrast between Left and 
Right, he refers only to the Left—which is to be encouraged on its 
path by a longer sense of the movement towards greater equality in 
human history. What view the Right might take of this prospect 
Bobbio does not suggest. But we can deduce that it must be unpalar- 
able. Broad directionality of any kind, perhaps, might be thought 
incompatible with the traditional outlook of the Right. 
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In fact, however, we have before us a very recent example of a doctrine 
of the moderate Right with strong directionality, which bears 
directly on Bobbio’s thesis. Famously, Francis Fukuyama’s claim is 
that world history has reached a categorical, though not chronolog:- 
cal conclusion, since there is no longer any viable alternative to liberal 
capitalism, whose incentive structures demand approximately the 
levels of inequality that now obtain.1n the advanced countries, and 
whose dynamic is now visibly starting to draw the poorer countries 
along the same path, towards a common, necessarily competitive, 
necessarily inegalitarian—prosperity.® Fukuyama could calmly agree 
with Bobbio that the movement of history is towards greater equal- 
ity, since this is just what his Hegelian theory of the struggle for 
recognition recounts. He would merely note that the movement must 
halt somewhere, and that we can already see its stopping-place in the 
_ kind of societies we have, give or take a few minor reforms on which 
all can agree. It is not clear how Bobbio, lacking any comparable his- 
torical theory, would reply. His concluding pages form a powerful 
moral statement. But is it an accident that they equivocate at one cru- 
cial point? The long-term trend towards ever greater human equality, 
Bobbio repeats, is ‘irresistible’. Yet he writes in the same breath that 
this civilizing movement is ‘not necessary’, but only ‘possible’.’ The 
contradiction between the two claims needs no emphasis. 


Politics Without a Left 


Bobbio’s theoretical defence of the distinction between Left and Right, 
for all its eloquence, may thus be more vulnerable than it appears. If 
we ask why this should be so, the answer surely lies in the difficulty of 
constructing an axiology of political values without coherent reference 
to the empirical social world. Bobbio often writes as if he could 
separate his ideal taxonomy from contemporary history, but, of course, 
he cannot. In practice, he admits the political scenery of the present 
into his account selectively, for the purposes of his argument. But it 
is in that present thar the deeper reasons and limits of his inter- 
vention lie. 


Bobbio spent the 1950s to the 1980s arguing against the traditions of 
Italian Marxism, first in their official and then their heterodox forms. 
From the start he was an outstandingly courageous, consistent and civil 
opponent of communism in his own country and abroad, from the 
standpoint of what he wished to be a liberal socialism. When com- 
munism collapsed in the Soviet bloc, however, Bobbio did not exult. 
His reaction was the very opposite of trumphalist. While greeting the 
overthrow of the Warsaw Pact regimes as a great episode of human 
emancipation, the end of an inverted utopia, his immediate fear was 
that Western capitalism now lacked any external pressure to reform 
itself in a more humane direction, of the kind the Soviet threat had once 


6 Francis Fukuyama, The End of History and the Last Man, London 1993. 
7 Destra e Ssnistra, p. 132; Loft and Right, pp 85—86. 
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represented, in a world in which the larger part of humanity, outside 
the zones of Western privilege, remained the damned of the earth.® 


His presentiment soon took specific shape in Italy, as a swelling 
chorus of voices on the Left, or former Left, declared the distinction 
between Right and Left henceforward an anachronism. This was just 
the kind of reaction to the events of 1989-91 that Bobbio had warned 
against. Better than anyone, he could see the psychological springs of 
it, as he unerringly depicts them in Destra e Sinistra. Against this 
relaxation of moral and political tension, he intervened with great 
force to reaffirm the enduring identity of the Left. But, if this gave all 
its strength to his polemic, it also fixed its limit. We might say that 
Bobbio’s gaze remained too eastward. From Liberation onwards, he 
confronted a Left dominated by the most powerful communist move- 
ment in the West, which demanded the best of his intellectual 
energy. His critique of it always remained much stronger than his 
alternative to it, after the demise of the Partito d’Azione and the 
hopes of a ‘liberal socialism’ it had embodied for him. He was 
attracted by what he saw of Labourism ın Britain, from a brief 
acquaintance during the Attlee years. But in Italy there was no equiv- 
alent. By the 1970s Bobbio saw himself as more or less a social demo- 
crat, 10 a country without social democracy. But he never gave the 
same degree of attention to the dominant Western version of the 
European Left that he did to the Eastern. Social democracy remained 
a benign background haze, rather than an institutional phenomenon 
sharply focused in its own right. 


Perhaps, unconsciously, Bobbio even avoided looking over his shoul- 
der too much at what was taking shape behind him in the Britain of 
Wilson or Callaghan, the France of Mitterrand, the Spain of 
González. At all events, it is the repression of this experience that 
marks the limits of his intervention in Destra e Sintstra. For, by 1994, 
those who argued against the continuing validity of the categories of 
Right and Left were, of course, prompted to do so not just by the col- 
lapse of communism 1n the East but by the demoralized effacement of 
social democracy ın the West. The abandonment of full employment 
and reduction of social security, and the universality of neo-liberal 
doctrines for economic growth put in question the traditional con- 
trast between Left and Right ın a more painful and pointed way than 
Bobbio’s formal conspectus admits. The terms Left and Right are 
themselves, of course, as he concedes, purely relative. A Left could 
survive in an all-capitalist system—purged of any residual resistance 
to the market—that was to the right of anything now 1n the centre. 
That would be even be true today, if we compared—say-——the record 
of recent Labour rule in New Zealand with that of the Swedish 
Moderates. 


5 TUtopia Capovolta’, Læ Stampe 9 June 1989, translated as “The Uprurned Utopia’ in 
NLR 177, September—October 1989, and then republished in Bobbio’s book of the same 
utle, L'Utapsa Capovelta, Turin 1990 
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In practice, however, ıt is doubtful how long the vocabulary of Right 
and Left would persist in such conditions. Europe, which invented 
the distinction, is inclined to think it has become universal. But that 
is not the case. In the United States, where a close approximation 
to an all-capitalise system has long existed, the terms Right and 
Left retain a limited currency in academic literature, but have 
virtually no purchase in public or popular discourse. This is not a 
foible of American cultural tradition, but an accurate reflection of 
the minimal difference, and sporadic interchangeability, between 
the country’s two parties. We need simply note that the domestic 
policies —including health-care proposals—of the Democratic 
Administration headed by Clinton are far more conservative than 
those of the Republican Administration led by Nixon. No clear-cut 
line of principle, of any sort, separates the two duopolists. A very 
similar situation—potentially perhaps even more pronounced— 
now obtains in Japan, with the liquidation of the former Social- 
Democratic Party and the split of the LDP. There is no sense in which 
the current government and opposition in Tokyo, essentially formed 
from the same magma, can be intelligibly classified as respectively 
Right or Left. Since the United States and Japan together form the 
larger and more dynamic part of the advanced capitalist world, there 
is reason to wonder whether Europe might not move towards the 
same horizon too. 


Thus is not to argue that the concepts of Left and Right should be 
abandoned. Bobbio’s passionate call to retain them merits our fullest 
sympathy. But they will not be saved by shutting one’s eyes to the 
evacuation of their content by the trend of established politics today. 
A purely axiological defence of the idea of the Left, bereft of any his- 
torical cheory or institutional attack capable of shaking the status 
quo, will not pass muster. Bobbio once looked to liberal socialism for 
such a challenge. Today he redescribes social democracy as liberal 
socialism, in a notable lowering of expectations—yet at the same 
time describes liberal socialism as a typical figure of the Inclusive 
Third, whose deceptive attempts to escape the dichotomy of Left and 
Right he elsewhere criticizes. The lesson of his book, however, is that 
the opposition between Left and Right has no axiomatic guarantee. If 
the Left is to survive as a meaningful force, in a world overwhelm- 
ingly dominated by the Right, it will have to fight for a real alterna- 
tive to it. 


Florence, June 1996 
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Norberto Bobbio 


At the Beginning of History 


Dear Perry Anderson, 


I am grateful for the attention with which you have read my little book, Destra 
¢ Sinistra, and the care with which you have commented upon it. I cannot con- 
ceal the fact that this has pleased me, despite the fact that your overall judge- 
ment is more negative than positive. In Italy the unforeseen and to me 
incomprehensible success of the book in terms of sales was not matched by ap 
equally serious interest on the part of its reviewers. It was seen as a mere polem- 
ical pamphlet, as for that matter it was seen by most readers, although not by 
its author. I apologize that this reply has been so much delayed. In a recent 
book of mine, in which I have put together some reflections on old age, > 
pointed out that the clearest sign of ageing is the progressive slowing down of 
the movements of body and mind." An old man has less time stretching our 
before him, and what little he has, he wastes. I have picked up the fifteen page 
of your text, and I have shuffled them between my fingers I do not know hov 
“ 
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many times. I have read them again and again, until I practically know 
them by heart. At one reading, I would underline one phrase, at another 
time, another, so now the text is so full of marks that no page remains 
unscathed. 


I have also been slow and late in answering because, of the fifteen or so 
objections which you put to me, some appeared unclear to me, not 
least because they referred to books with which I am unfamiliar, so 
that I feared I might misunderstand certain aspects of what you were 
saying; others appeared to me so well-grounded as to leave me ın the 
position of not knowing what to answer, other than to say that I had 
made a factual or logical error. I am the first to acknowledge the 
defects of a work which, though ıt was not improvised, was insuffi- 
ciently argued through. I now look at it with detachment. I have 
asked myself, after each re-reading of your review, facing up to the 
difficulties of varied nature which an answer would have required, if 
it was really worth it. I changed my mind on this every other day. I 
have never been very sure of myself. Now, less than ever. 


I was lingering among my doubts and weighing the pros and cons of 
an answer. Then came the Italian translation of your article in an issue 
of the Italian review Reset, under the title, encouraging and embar- 
rassing at the same time, ‘Destra e sinistra. I] caso non è chiuso’ [‘Left 
and Right. The Case Remains Open’). Reset’s editor, Giancarlo 
Bosetti, who took the initiative of translating and publishing the 
article, appeared to be taking up the challenge of the all too famous 
author, Francis Fukuyama, who has announced, together with the end 
of history, the end of the Left. Confronted with this—audacious and 
senseless—prophecy, I had to accept that the case remains open. 


Between Socialism and Realism 


It was not the first time that you have dealt with my writing with 
insight—New Left Review published your essay, “The Affinities of 
Norberto Bobbio’.? This text was followed by an exchange between 
us which was published in the Italian journal Teoria Politica.” But I 
have the impression that in this new encounter we have exchanged 
roles. Before, you reproached me with what you saw as a contradic- 
tion between my political realism—attributed to the influence of 
such figures as Vilfrido Pareto and Gaetano Mosca—and my liberal- 
socialist ideals. Today, if I understand you correctly, your objection is 
the opposite: the main defect of my discussion of Left and Right 
appears to lie in the contradiction between the purely ideological, 
axiological, almost metaphysical definition which I give of the Left, 


1 Norberto Bobbio, De Semectate, Turin 1996 

7 Perry Anderson, The Affinines of Norberto Bobbio’, NLR 170, July-August 1988, 
collected ın A Zeme of Engagement, Verso, London 1992, pp. 87-129. 

3 Un Carteggio tm Norberto Bobbio e Perry Anderson’, Terte pedrtrra, vol 5, nos. 2-3, 
1988-89, pp 293-308. 
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and the lack of realism which would prevent me from realizing how 
matters are proceeding in a world in which Left and Right are 
becoming less and less distinguishable. In the first instance I am an 
inconsequential realist, in che second an ill-equipped tdealist. In one 
case, I am so much a realist that I cut the ground from under my own 
wishful idealism. In the other case, I am so idealistic as not to notice 
the straightforward facts which contradict me. 


I confess that I find it difficult to understand how one can still 
defend the distinction between Left and Right in a historical period 
in which, apparently, Left and Right converge into each other in 
their concrete political actrons—and, even more, how one can accept 
your final appeal to struggle to prevent the defeat of the Left, of the 
‘true’ Left—without appealing to ideal values and, speaking frankly 
and without false modesty, without appealing to damned ideologies. 


The ideal value on the basis of which I have distinguished Left from 
Right—and which, at the end of your review, you characterize as 
‘purely axiological’—1s that of equality. What has distinguished the 
Left in all its historical forms over the last two centuries, both ‘func- 
tionally positive’ and the ‘functionally negative’, is what I am inclined 
to define as the ‘ethos’ (which is also ‘pathos’) of equality. This is not an 
tovention of mine. In my book I simply rehearsed and summarized an 
opinion common to the literature of both sides. In analyzing and 
annotating a variety of writings on this topic, especially by contempo- 
rary Italian authors, I was taking stock of a consolidated tradition of 
thought. In continuing to follow debates on the Left and the Right, I 
have found no reason to change my views. I would like to quote some- 
thing Michael Walzer said at the end of an interview published by 
Reset. Noting that ‘there is a constant tendency of society to produce 
hierarchies and inequalities’, which presents a ‘challenge for the Left’, 
Walzer went on: ‘the Left 1s created for this; its function is to oppose 
and periodically correct the new forms of inequality and authoritarian- 
ism which are continuously produced by society’.* 


The ethos of equality inspired the Russian Revolution as much as 
European social democracy. The history of socialism 1s to a large 
extent the history of egalitarian ideals, pursued either through the 
complete abolition of private property—which was considered by 
Rousseau to be the main cause of the l'inégalité parms les bomtmes—or 
through a variety of policies designed to promote social justice by daf- 
ferent forms of income redistribution. Even Tony Blair’s electoral 
manifesto—which you probably deplore—states: “The challenge is to 
rethink equality... at a time when social inequalities appear to be 
increasing’.> In other words, the first anxiety of a party which contin- 
ues to consider itself of the Left—even 1f, you unply along with many 


Walzer, ‘I doppio dissenso di Dusen’, interview with Clementina Casula, Reset, no 
3, December 1997, p. 36. 
a Tony Blau U ase Lobes Gasen Kid by Marină Callan Rode TOG pp 12-13 
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critics on the Left and sympathizers on the Rughr,® it in practice car- 
ries out policies of the Right—is at the rise in inequality. 


Blair and Fukuyama 


It may well be a very modest reform, but is not the proposal to trans- 
form or to abolish the House of Lords an egalitarian move? Why does 
this proposal come from a party which continues to define itself and 
its programme as on the Left? Is not the abolition of privilege 
inspired by that egalitarian passion which has distinguished the Left 
throughout its history? In the same manifesto I read that a Labour 
government should promote a more ‘egalitarian’ educational and uni- 
versity system.’ Is this not another traditional concern of the Left? 


You are perfectly right to object thar there is no relationship between 
communist egalitarianism and social-democraric egalitarianism. But, 
as you know, I have tried to explain thar the word ‘equality’ means 
nothing if we do not define ‘between whom, in relation to what and 
according to which criterion’ we are speaking of it.ë There can be 
countless different forms of egalitarian distribution even if they pro- 
duce quite diverse results. 


This ethos of equality, as a characteristic of the Left, finds confirma- 
tion if we look at its opposite, that ultimate defence of the ethos—if 
we can call it that—of inequality, purveyed by one of the most reac- 
tionary writers of recent times, namely Francis Fukuyama, for whom 
the end of history coincides with the triumph of American capitalism 
in the years of Reagan and Bush.? This is an author whose work you 
have extensively discussed and severely criticized, in a long essay to 
which it would be difficult to add.‘° In a recent interview with 
Giancarlo Bosetti, this prophet of the end of history expressed the 
conviction that the collapse of communism must be interpreted as 
the definitive proof of the catastrophic mistake committed by the 
movements of the Left—principally the communist movement, but 
also social democracy, albeit in a milder form: the error of beleving 
that equality was both a desirable objective and an infallible proof of 
historical progress. On the contrary, argues Fukuyama, the principal 
motor of historical progress is inequality, not only because it is func- 
tional for the capitalist market, but also because it is 1n itself ‘right’."* 


This is a thesis designed to undermine not merely all means hitherto 
employed in the pursuit of equality, but the end itself. Fukuyama 


6 So much so that it has attracted the sdmurarion of the Chairman of FIAT, Cesare Romut See 
Romin ın poliuce scelgo Blair’ (I Choose Blair’), Corrzere della Sera, 30 January 1998, p 7 
7 Blatr, I/ amore Labour, p. 13 

8 Bobbio, Desire e stasttra, p. 100. 

9 See the critique of Fukuyama’s theories in Marco Da Ponte, ed., Destro ls Nexsoxs Unst, 
Rome 1996, p. 82 

1° Perry Anderson, “The Ends of History’, in A Zeme of Exgapement, pp 279-375. 

™ The interview with Fukuyama appeared in L’Usaste, 4 December 1997, p 4- 
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develops his argument in two registers, a philosophy of history and an 
ontology: (1) history does not progress through an equalization of 
inequalities, but through individual or collective struggles for 
supremacy; (ii) human beings, realistically rather than idealistically 
understood, aspire not to equality but to superiority over their fell- 
ows, through competition and victory over opponents. 


I shall not pursue Fukuyama’s ideas here—not least because your essay 
‘The Ends of History’ examines them much more thoroughly than I 
could. I would only like to add that Fukuyama radically distorts the 
interpretation of Hegel’s ‘Master-Slave’ dialectic which he borrows 
from Kojéve's famous commentary. For Kojève, the conflict between 
Master and Slave does not end, as Fukuyama suggests, with the victory 
of the Master but that of the Slave, through the activity of work: 


The Master can never detach himself from the World in which 
he lives, and if this World perishes, he perishes with it. Only the 
Slave can transcend the given World (which is subjugated to the 
Master) and not perish...1n transforming the World by his 
work, the Slave transforms himself too, and thus creates the new 
objective conditions, that permit him to take up the liberating 
Fight for recognition that he refused in the beginning for fear of 
death.*? 


In fact, of course, the idea that the supremacy of the Master lies in his 
willingness to confront the risks of death is contradicted by the daily 
evidence of wars today. Those who face the supreme danger of death 
are not Masters but Slaves—those who, in obedience to their Masters, 
make of themselves and their bodies living projectiles, instruments of 
death. 


In the course of contesting Fukuyama’s arguments, so egregiously 
rightist ın cast, you have yourself written some pages about the Left 
and its ideals which I take as the happiest confirmation of that merely 
‘axiological’ stance which—while you criticize it in me—you express 
and illustrate much more effectively than I. Noting that the culture 
of the Left has been far from demolished by the collapse of Soviet 
communism or the difficulties of Western social democracy, you 
remark that the vitality of the socialist tradition continues be dis- 
played on many sides. Excessive faith in market forces offers ‘no solu- 
tion’ to the difficulties of capitalism: ‘the global consequences of their 
spontaneous development are the visible refutation of Austrian con- 
ceptions of it as a beneficent carallaxy’.*3 You end by raising the pos- 
sibility that the acute international tensions of our present world 
could create the preconditions for a new programme of ‘social recon- 


1 A. Kopye, Tnevadacssen à la lature de Hegal. Lasas sur la Phémoashusdogss da Pispra:prefisle de ` 
1933 @ Beale des Hastes Études riences par Raymond Queneau, Paris 1947, p 34, Latrodactron te 
the Reedsag of Hegal, trans. James H Nichols, Jr, New York 1969, pp 29-30 

13 Anderson, The Ends of History’, p 363 
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struction’, in which ‘socialism would not so much be succeeded by 
another movement, as redeemed in its own right as a programme for a 
more equal and liveable world’.“ 


The Perils of Reformism 


In taking so seriously the work of authors who argue against my views, 
I sense that you wanted to test me—by riding the tiger, so to speak. 
You make it quite clear that you do not share their faith in salvation 
through the market, which is the main front of conflict and dividing- 
line between Left and Right. We may refer here to Albert Hirschman’s 
excellent little book, The Rhetoric of Reactron.'> Reformers, so che 
refrain goes, are always wrong—especially when they think they can 
intervene in the natural (that is to say, spontaneous) course of things, 
to alter or correct them. They imagine they are acting for the good of 
society but achieve the very opposite; they think they have introduced 
useful changes when in fact things remain just as they were before; 
they even threaten gains already achieved. Blinkered by their preju- 
dices, they have not learnt how the world turns; that not every evil 1s 
for the worst; that ‘plus ça change, plus c'est la même chose’; that ‘you 
can’t have your cake and eat it’. Such are clichés we hear repeated ad 
nauseam. 


I am not saying that arguments dictated by the passion for equality 
are beyond challenge. But so far at least, nobody has managed to 
prove to me that inequalities between people are solely natural and 
therefore unchangeable, or that class inequalities have ceased to mat- 
ter because incomes have been redistributed. A Left that allows itself 
to be charmed by these sentiments is defeated before the fight begins. 
Were they irrefutable, it would indeed be dead and buried, or should 
lay down arms without even military honours. 


In fact, your main argument against me is very different. I refer to the 
beginning of your text, when you appeal to my realism to look at the 
‘external context’ of European politics. How could anyone fail to see 
that the governing parties of the Left, in Britain, France, and lately 
also in Italy——where the first steps to de-regulate small trading have 
been recently taken by a government of the Left—are carrying out 
the same policies as the Right? 


I realize this perfectly well. It is a matter of daily public debate. One 
of our most widely read political writers of the Left, Marco Revelli, 
unambiguously entitled a recent book Le Dss Destre (The Two 
Rights).'® He argues that one of them tries to pass itself off as the 
Left, but is ın realıcy a technocratic Right, while the other—which 


eyed gle 
Albert Hinchman, The Rhetersxc of Reectex. Perversoty, Fatilcty, Jepardy, Cambridge, 
MA I991. 


16 Marco Revelli, La Daw Destre, Turin 1996. 


lays exclusive claim to the label—is simply a populist Right. Revell: 
is not saying that there is no room for a genuine Left in Italy, or chat it 
is impossible to distinguish a Left from a Right. He simply wants to 
underline that the political and social alignments traditionally 
defined as ‘Left’ have suffered a momentous defeat. 


Have they been defeated forever? Those who want a passionate but 
well-reasoned answer to this question may find it in an even newer 
book by Revelli, now in our best-seller lists, La Simsstra Sociale. Olire 
la civiltà del lavoro (The Social Left. Beyond the Civilization of Work). 
There the historical defeat of socialism in all its forms is considered 
from a long-term perspective, and on a global scale. Yet Revelli still 
holds fast to the conviction that the Left—understood in its ideal 
meaning as a cause committed to the emancipation of men and 
women—lives on a regulating principle of historical development. 
Have the reasons for a Left really disappeared just because the Right 
has won and forced the Left to accept its terms, today and perhaps for 
a long historical period? Are not these very terms going to create new 
inequalities to challenge the Left on another plane? Could the Left 
ever gather the strength again for that, other than in the name of ideal 
principles? What could these principles be, if not those which you 
describe as the goals of a more equal and liveable world? 


The Demonization of the Left 


So I wonder if it is really true that the opposition of Left and Right 
has been exhausted in the reality which confronts us. I must inno- 
cently confess that in my everyday life, at least in a country like Italy, 
I have not noticed it. Were we to judge by the frequency of clashes 
between partisans of each side, I would almost be tempted to say 
that the tension between them has never been more visible or star- 
tling than today. To fall under suspicion of being on the Left, in these 
years of a revived Right, is regularly to be attacked and insulted as 
unpatriotic. The Left is increasingly depicted as the ‘demonic face of 
power’ (I refer to Gerhard Ritter’s book, Die Daemonie der Macht, 
1947), just as the Right was seen by the Left after the defeat of fas- 
cism. Every morning I listen to a radio programme in which journal- 
ists from a variety of newspapers take turns in reading and 
commenting on items in the press. Although they all artempt to 
speak in the most neutral manner, I can immediately tell—espe- 
cially by their answers to questions from listeners—whether they are 
on the Left or the Right. Why should that be, if there is no longer 
any difference between them? It is not hard to see why. The reasons 
for an ‘axiological’ distinction between Left and Right, of the kind I 
atgue, are not only those which might appear to be cancelled by the 
acceptance on the Left of the beneficial effects of the market. There 
are many other reasons as well. 


One of the most dramatic problems which our countries face—and 
which has for the first time emerged in all its gravity over the past 
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few years in Italy—is the ongoing scale of immigration of people 
seeking work from Third World or Eastern European countries. 
Here the dividing-line between Left and Right is extremely clear. 
The Left is more inclusive, the Right is more exclusive; and the Left 
is more inclusive because more egalitarian, while the Right is more 
exclusive because less egalitarian. In Turin, a city with many immi- 
grants, the election campaign of 1996 largely revolved around this 
issue. Fortunately the Left won here. The Right numbered among its 
supporters people who openly said the problem of immigrants could 
be solved by putting unwanted guests on a plane and deporting 
them to their country of origin. To give another small but suggestive 
example: a few months ago, the left-wing council of the city held a 
public ceremony for the twinning of Turin with the first city in 
Guatemala to have a mayor of Mayan origin, Quetzaltenango, in the 
presence and in honour of the Nobel Prize-winner Rigoberta 
Menchu. Why was it that none of the representatives of the Right on 
the council showed up? 


The Market and the Archbishop of Milan 


I am not looking for excuses. These are issues beyond the class con- 
flicts that engendered the great division between Left and Right ın 
the last century. I will pass over the fact that class conflicts themselves 
have not disappeared, but have rather tended to be transferred from 
the scene within the capitalist states to the relationship between the 
ruling classes of the rich countries and the proletariat of the poor 
countries. Actually, they have not even disappeared altogether even in 
the countries of the centre, despite the announcement by Busimass 
Week to workers that ‘we are all in the same boat’ now.*? 


There are many other reasons for conflict. There are conflicts 
between races, between ethnic groups, between majorities and reli- 
gious and cultural minorities. These conflicts are increasing and 
will go on doing so, since they are the expression of convulsive 
shifts of people from one country to another in quest of employ- 
ment. Such conflicts are to be counted amongst the mayor problems 
of the near future. 


I am well aware that the decisive challenge for the survival and 
rebirth of the Left is posed by the victory of the market economy 
over that of the plan. However, to acknowledge this defeat, which 
you invite me to reflect upon at the end of your comment, is not to 
give up the fight. Have you not said that there are problems to 
which the market cannot offer a solution? Might one not add that 
there is x0 problem which can be left exclusively to market solu- 
tions? Here the Left should have as much, or even more, to say than 
ever. Do we really want to leave the task of denouncing the evils of 
capitalism, as it proclaims the end of history and a future without 


7 Basrness Week, 23 May 1994, cited in Noam Chomsky, The Presperens Few and the Restless 
Many, edited by David Bersamar, Berkeley 1993 
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opposition, to the Pope and the Archbishop of Milan??? Is it possi- 
ble the Left has nothing to say about a globalization that has truly 
unleashed the ‘animal spirits’ of capitalism??? 


If by the ‘Left’ we mean a historical cause committed to fight for a 
more equitable and liveable world, the way ahead is still very long— 
at least if we widen our horizons beyond the borders of our own coun- 
tries, as we should in the age of globalization, sometimes exalted and 
sometimes decried. I would venture to say, I know provocatively, that 
so far as the future of the Left 1s concerned, humanity has by no means 
reached the ‘end of history’. Perhaps it is only at the beginning. 


Turin, February 1998 


Translated by Guido Franzinetti 





181 refer co an interview of Cardinal Carlo Maria Martini with Igor Man, published in 
Corrvers dalla Sera, 21 December 1997, p 9 See the collection of opinions opposing the — 
Cardinal's views, published by Pierluigi Battista ın Lø Stampa, 23 December 1997. 

19G Ruffolo, Europa senza soggetto, sinistra senza progetto’, in the book Srasstre ds fine 
sasis, Rome 1997, p. 138. 
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Perry Anderson 


A Reply to Norberto Bobbio 


Dear Norberto Bobbio, 


Let me say how much I appreciate your generous reply to my reflec- 
tions on your book, Destra e Sinistra. I did not initially conceive this 
text for publication and later considered doing so only if you thought 
a response worthwhile. No reader of De Senectute would wish to cause 
you unnecessary distractions. So I am all the more touched by your 
reply. Since there is such substantial agreement between us on the 
main issues at stake, I can be quite brief in my response to your argu- 
ments. There are only five short points I should like to make. 


(i) Your description of the contrast between my remarks on your work 
in 1988 and my recent comments is certainly acute. I had not realized 
this till you pointed ıt out, with some justifiable irony. Still, I would 
hold to the balance of both judgements, regarding the difference 
between them not so much as a contradiction in my view of your 
work, but rather as a sign of the productive tensions within your 
thought. I believe, as I suggested in the 1980s, that much of its intel- 
lectual richness—about which you are customarily modest—comes 
from the confluence within it of traditions of thought often of oppo- 
site origins, whose synthesis has not been static, but varied in 
response to successive historical situations. It seems to me that 
L’'Utopia Capovelta of 1989 very lucidly marked the dividing-line 
between one such situation and another, as communism passed away 
and capitalism was left without ‘barbarians at the gates’, and that the 
emphasis of your writing has altered correspondingly. I take that asa 
token of vitality, not incoherence. 


(u) My reservation about the position of Destra e Sinistra in this latter 
phase essentially concerns what it does not, rather than what it does, 
say. Equality is—as you rightly insist—the core value of any mean- 
ingful Left. To uphold the ideal of equality is thus certainly an unre- 
nouncable task of any progressive politics. But a pwrely axiological 
defence of equality is insufficient for a valid politics of the Left. To be 
operative, the ideal must be grounded in real material processes and 
social projects. Here was the absence I felt in Destra e Sinistra. I do not 
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say that it is easy to make good. Neither the collective subjects nor 
the institutional designs needed to convert a normative aspiration 
into a historical enterprise are very obviously to hand. But without 
them, the distance between Left and Right risks becoming a merely 
verbal clause de style—a rhetorical more than a practical distinction. 


(ii) The difficulty here can be illustrated by the examples you give of 
the continuing pertinence of the idea of the Left. The Labour govern- 
ment in Britain plans to abolish the right of hereditary peers to sit in 
the House of Lords. ‘Is this not’, you ask, ‘an egalitarian proposal?’ 
Would thar we could be so sure. For Labour is not proposing to make 
the Upper House a democratically elected chamber, but one that will 
consist wholly—rather than, as now, partially—of government 
appointees. Is this really a democratic advance? Paradoxically, the 
hereditary peers—congenitally hierarchical as they are—because 
they are independent of any specific government, have on occasion 
acted as a barrier to oppressive legislation by recent Conservative 
administrations, even defying Mrs Thatcher herself. Under the Blair 
government, the Lords have again shown their independence by 
refusing legislation designed to protect the empire of Rupert 
Murdoch, our local Mediaset, with whom the Prime Minister enjoys 
close relations. An Upper Chamber filled by official patronage rather 
than feudal rank would, alas, probably be more docile than the pre- 
sent one. We must hope that public reaction against this bureaucratic 
scheme will oblige Labour to change course, and create an elective 
assembly. But its current—manifestly instrumental—proposal does 
little to enhance the moral credit of the Left. 


The second element in Labour’s programme to which you refer, as evi- 
dence of egalitarian intention, are its promises of educational reform. 
But here too, the record so far is not encouraging, even pointing in 
the opposite direction. The principal act of the new government has 
been to umpose compulsory loans for students—that 1s, obliging 
them to pay for their studies at university, out of future earnings. This 
is a measure that the Conservative Prime Minister John Major refused 
to introduce, despite pressure from his financial officials, on the 
grounds that ıt narrowed popular access to higher education. Now a 
Labour government has legislated what a Tory government dared not 
do Can you imagine the centre-left coalition forcing through such a 
change ın Italy? 


(tv) I do not want to put too much weight on these examples, no doubt 
picked casually enough for the purposes of your argument. But there is 
a more general point here. You suggest that so long as the terms ‘Left’ 
and ‘Right’ are utilized with passion—-even ferocity—on all sides, as in 
Italy today, we can be confident that the distinction between them con- 
tinues to reflect a profound division. But we have only to reflect on bis- 
torical experience to realize that this need not be so. There are many 
cases in history where ideological labels persist long after the substance 
to which they were once attached has disappeared——what we might call 
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the syndrome of the ‘Holy Roman Empire’. Political antonyms form a 
special case, but here too we must always distinguish between opposi- 
tions of principle and oppositions of partisanship. Conflicts between 
‘parties’, of great virulence, can be extraordinarily durable even in the 
absence of socially significant distinctions between them—the mecha- 
nisms of partisanship perpetuating rival loyalties over the longest peri- 
ods. Violent clashes between Blues and Greens, mere chariot-factions, 
dominated the political life of Byzantium for centuries. Our parties on 
television inspire less passion than the teams of the hippodrome. 
Should we be proud, or troubled, at the difference? 


(v) To point to these dangers is not to say they are already with us. 
You are right to resist a too easy cynicism that would deny any reality 
at all to the traditions of Right and Left in Europe today. But if we are 
to give renewed life to the idea of the Left today, we must not forsake 
la pror pour l'ombre. A real revival of egalitarian politics requires mea- 
sures to create employment, reduce income differentials, abolish fis- 
cal privileges, redirect financial flows—that is, an ability to challenge 
what is ‘economically correct’ according to the mandatory doctrines 
of the hour. With a modicum of luck, a rare opportunity could shortly 
arise in Europe. Should the spp win the federal elections in 
September, the four major countries of Western Europe—France, 
Britain, Germany, Italy—will for the first time in history be ruled 
simultaneously by governments declaredly of the Left. This constella- 
tion would occur just as the great project of a single continental cur- 
rency comes into being. The power to reshape the conditions of life 
for the peoples of Europe for the better would lie in the hands of the 
official Left, across national frontiers, in a way that it has never done 
before. Let us hope that, if this chance is given, the European Left as a 
whole proves capable of acting as the party of movement rather than 
the party of order once again—guided by that ‘pole-star of equality’ 
which you have set before us better than any other. 


Berlin, April 1998 


Malcolm Bull 


Slavery and the Multiple Self 


The concept of the self currently plays a significant role within moral philoso 

phy and intellectual history. That this is so is due in some measure to the wor” 
of Alasdair MacIntyre and Charles Taylor.* Both philosophers treat question 

about the morality of actions or agents as secondary to those about the identit 

of the moral subject. And because it is considered vital to relate moral philoso 
phy to the analysis of personal identity, the historical developments that hav 

fashioned that identity become important as well. For MacIntyre and Taylo: 

the history of ideas offers a uniquely promising way of reanimating more 

philosophy, and Taylor in particular has devoted much energy to tracing th» 
formation of the modern self in the belief that the resulting narrative wi 

reveal the framework within which our moral intuitions are articulated." 


It is difficult to dismiss the simple but powerful insight that underlies th 
project. Since no one is likely to argue that morality involves acting or treatin 
others in ways that are inappropriate to who we and they are, it does seem t 
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suggest that, if we can only gain a full understanding of our identi- 
` ties, we should also start to get a sense of how we ought to live. But 
even if this basic premiss is accepted, it may still be argued that the 
project has been formulated in such a way as to preyudge the find- 
ings of any historical investigation. In this article, I suggest that 
Taylor’s and MacIntyre’s conception of the self excludes many, pet- 
haps even most, human subjects, and with them a sequence of texts 
that describe and interpret their position. These texts, it will be 
argued, constitute a continuous narrative about the type of self 
ignored by Taylor and MacIntyre, and, as such, offer the schematic 
outline for a history of the self that is fundamentally different from 
theirs. Much of what follows is an attempt to articulate the essential 
features of this narrative in the works of Aristotle, Hegel, and Du 
Bois. But before turning to this alternative history it is necessary to 
examine Taylor's and MacIntyre’s arguments in more detail. 


Moral Reactions and Gut Reactions 


MacIntyre famously remarked that a moral philosophy always pre- 
supposes a sociology.” This involves two claims: first that all moral- 
ities make some assumptions about the identity of moral agents, 
and, second, that there 1s no way to define a moral agent without 
reference to their social and historical context. Taylor defends both 
at greater length than MacIntyre himself. What differentiates 
moral reactions from gut reactions like nausea is, he suggests, the 
fact that the former are open to question, explanation, and correc- 
tion in a way that che latter are not. Moral intuitions are distin- 
guished by the fact that they have a framework within which they 
can be articulated and evaluated, a framework that invariably seems 
‘to involve claims, implicit or explicit, about the nature and status 
of human beings’. Moral intuition therefore presupposes what 
Taylor terms ‘a given ontology of the human’.3 


The move from ontology to sociology is effected through the con- 
sideration of what ıs involved in personal identity and, in particu- 
lar, the kind of personal identity presupposed by moral intuition. 
What Taylor terms the ‘punctual self’, defined solely in terms of the 
continuity of its self-perception, provides an inadequate framework 
for the consideration of moral agency because it excludes self-inter- 
pretation. As individuals, and especially as moral individuals ‘We 
are selves only in that certain things matter for us. What I am asa 
self, my identity, 1s essentially defined by the way things have sig- 
nificance for me’.* Self-interpretation in this sense is inescapably a 
linguistic activity, and as languages require linguistic communi- 


* Tam grateful to Marcus Wood and Michael Inwood who read an eather version of this 
text and made many helpful comment 

1 C. Taylor, Seros of the Salf: The Making of the Medera Identity, Cambridge, MA 1989 

* A. MacIntyre, After Virtus: A Study in Moral Theory, Loadon 1981, p. 22 

3 Taylor, Seras, p. 5. 

4 Ibid., p. 34 
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ties, so self-interpretation requires a community, not just to provide 
a language, but to provide the social meanings of selfhood within 
which any self-interpretation is articulated. As Taylor puts it 


One is a self only among other selves. A self can never be 
described without reference to those who surround it...I define 
who I am by defining where I speak from, in the family tree, in 
social space, in the geography of social statuses and functions.’ 


In MacIntyre, the same conclusion is stated still more forcefully: 


The story of my life is always embedded in the story of those com- 
munities from which I derive my identity. I am born with a past; 
and to try to cut myself off from that past, in the individualist 
mode, is to deform my present relationships. The possession of an 
historical identity and the possession of a social identity coincide.® 


Unless you want to maintain that it 1s possible to have a productive 
conversation about morality without knowing who the conversation 
is about, or else that all we need to know about moral agents is that 
they have continuous self-consciousness, these conclusions seem 
unobjectionable. But even if we accept that moral discourse is always 
about people in all their social and historical particularity, the next 
stage of the argument may appear rather more problematic. 


Virtue and Unity 


According to Taylor, moral selves are not neutral, punctual objects 
because ‘what counts as an object will be defined by the scope of the 
concern, by just what is in question’. He then goes on to suggest that 
since in moral intuition ‘what is in question 18, generally and charac- 
teristically, the shape of my life as a whole’, the self must be conceived 
as a unity, and J have to consider ‘my whole past life as that of a single 
self’.? The argument that underlies this progression from wholeness 
to unity to singleness is largely derived from Macintyre, who makes 
the same moves, arguing first that ‘the unity of a virtue in someone's 
life is intelligible only as a characteristic of a unitary life, a life chat 
can be conceived and evaluated as a whole’, and later that ‘the unity of 
an individual life’ consists in ‘the unity of a narrative embodied ın a 
single life’. On this interpretation, personal identity is ‘just that iden- 
tity presupposed Py the unity of the character which the unity of a 
narrative requires’. 


The problem with these arguments is that they can progress only by 
exploiting the ambiguity of che terminology and moving from a 


Ibid, p 35 

§ MacIntyre, After Verim, p. 205 

7 Taylor, Seras, p. 50 

$ MacIntyre, After Vertue, p. 191 and p 203 
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whole/part distinction via the unityMisumity opposition to a sin- 
glefmultiple dichotomy. Because considering something as a whole 
means considering it in its entirety, Taylor suggests first that it must 
be considered not just exhaustively but also simultaneously, as a uni- 
fied totality; and, second, that it must be considered as a unity not 
just in the sense that it is a totality but that ıt is a single undivided 
object. However, this is not necessarily the case. If, at half-time in 
the World Cup Final, the TY commentator suggests to the panel that 
they should discuss the game ‘as a whole’, this implies that they 
should not focus exclusively on the goals, that no player or incident 
should be omitted from consideration, and ıt might additionally, 
although not necessarily, be taken as encouragement for musings 
about the entirety of the match as a unified entity. However, even 
thinking about the match in this sense would hardly lead anyone to 
suppose that subject of the unified narrative was a single unified 
character. On the contrary, far from being the solitary hero of the 
narrative, it 1s only possible to make sense of the match on the 
assumption that it has dual character, and that there are two compet- 
ing protagonists. And if the panellists move on to consider the 
championship as a whole, they will find that this involves numerous 
simultaneous narratives, most with protagonists who disappear long 
before the end of the story. When Taylor and MacIntyre refer to 
human life as a ‘quest’, they have 1n mind something more like the 
quest for the Holy Grail than the World Cup, yet there seems no rea- 
son why one type of teleological narrative should be considered more 
representative than the other. The whole story may be the complete 
story, but it does not necessarily consist of a unified narrative with a 
single character. 


Taylor is tempted to conclude that ‘there is something like an a pri- 
ori unity of a human life through its whole extent’, but mindful that, 
on his own account, self-interpretation 1s constitutive of the self, he 
has to allow the hypothetical possibility that cultures could exist in 
which people might legitimately be considered to have two selves. 
(For example, a society 10 which it was universally acknowledged 
that everyone took on a new identity at the age of forty.) However, he 
concludes that ‘in the absence of such a cultural understanding, e.g., 
in our world, the supposition that I could be two temporally suc- 
ceeding selves is either an overdramatized image, or quite false’.? 
Taylor may be right to suppose that there are no cultures in which 
the kind of thought experiments Parfit performs on the Lockean self 
actually take place. But although rejecting the punctual self may 
make it easier to dismiss the claim that there are temporally succes- 
sive selves, invoking a conception of the self that involves both self- 
interpretation and elements of intersubjective experience opens the 
door to understandings of the self in which the self is not synchron- 
cally unified. There is, in other words, a potential tension between 
treating the self holistically, in all its historical, social and interpre- 


9 Taylor, Seras, p. 51. 
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tative complexity, and treating the self as a single, coherent unit. 
Not only does the former not necessarily imply the latter, ıt may 
make it more, not less difficult to keep the self intact. If, for any 
social or historical reason, personal identities are interpreted or con- 
structed in terms that imply duality or multiplicity, then, even if 
there 1s continuity of self-consciousness, the self must be understood 
in correspondingly multiple terms. 


Double Consciousness 


It is not difficult to find examples of self-interpretation in which the 
self is understood as simultaneously double or multiple rather than 
single. The best-known formulation of this idea is probably W.E.B. 
Du Bois’s account of the double consciousness of the African- 
American who leads a ‘double life, with double thoughts, double 
duties, and double social classes’, and, in consequence, ‘ever feels this 
twoness,—an American, a Negro; two souls, two thoughts, two 
unreconciled strivings; two warring ideals in one dark body’.'° Du 
Bois’s concept of double consciousness is significant for several rea- 
sons. As a self-interpretation that locates the subjective experience of 
twoness within a specific social and historical context, Du Bois’s 
account of double consciousness meets all the requirements of 
Taylor's self. It is, furthermore, not merely a literary trope or piece of 
academic speculation, but, according to his biographer, an expression 
of ‘the irreducible fact that Du Bois's existence...was a psychic pur- 
gatory’,"? and an expression in which many members of Du Bois’s 
community were able to recognize themselves. As the repeated liter- 
ary deployment of the concept testifies, the idea of double conscious- 
ness has seemed like a useful self-interpretation of more than one 
generation of African-American.’? What we have, in other words, is 
just that possibility which Taylor believes never to have been instan- 
tiated ‘in our world’, a community in which it proves impossible to 
locate personal identity within a single social space, a community in 
which many individuals have found the moral imperative to consider 
their lives as a whole to be incompatible with defining themselves as 
single or united beings. 


That it should be so easy to find a counter-example to Taylor and 
MacIntyre’s insistence upon the singleness and unity of the self 
implies that their histories of the self may be radically incomplete. 
One way to explore this possibility is to retrace the steps that lead to 
Du Bois’s anguished expression of psychic duality. In what follows, I 
will suggest that Du Bois’s theory of double consciousness is the con- 
clusion of an argument that stretches back to the very beginnings of 


12 W.E B Du Bos, The Sewls of Black Folk, New York 1989, p. 165 and p 5 

1 David Levering Lewis, WEB Ds Boer Bregrapby of a Raa, 1863—1919, New York 
1993,p 96 
n Ibid., p 199 See also EJ Sundquist, Te Waks The Natreas Roce m the Making of 
American Literaturi, Cambridge, MA 1993, and P. Gilroy, The Black Atlanti: Madernity and 
Dexble Conscreainess, London 1993. 
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Western philosophy. Ironically, che major figures in this debate are 
Aristotle and Hegel, philosophers who are of central importance to 
MacIntyre and Taylor respectively. So by recapitulating the argument 
in all its sometimes intricate detail, ıt becomes possible not only to 
reveal the sources of the multiple self and so illuminate a largely 
unexplored pathway in intellectual history, but also to indicate more 
precisely the nature of the exclusions umplied by Taylor's and 
MacIntyre’s arguments. 


Aristotle 


Du Bois’s work 1s grounded in the. history of New World slavery. 
Insofar as that institution had a theory, it was provided by Aristotle’s 
remarks on slavery in the Polstics. Although the precise meaning of 
the passages ın question is not always clear, they underpinned the 
medieval concept of dominion, and in the Renaissance furnished 
arguments first for the enslavement of indigenous Americans, aod 
then for the enslavement of Africans instead. When opponents of 
slavery sought to criticize either the practice or the institution it was 


to Aristotle that they too referred." 


Although no one appears to have advocated the abolition of slavery 
in the ancient world, the existence of the institution clearly posed 
something of an intellectual puzzle. Slavery was universally held to 
be a subhuman condition, and so, if ıt were justifiable, those held in 
that condition ought to be subhuman too. However, there was no 
distinct race of slaves: freemen were liable to become slaves through 
being taken prisoner ın war or some other misfortune, and slaves 
could become free as a result of manumission. So if, as the comic 
poet Philemon put it, ‘no one is born to be a slave; only chance 
enslaved his body’,'4 how could slavery be justified? 


Natural Slavery and Legal Slavery 


Ansstotle’s response was to make a distinction between legal slavery on 
the one hand and natural slavery on the other. Legal slaves are chose 
who happen, by chance, legally to be slaves, whereas natural slaves are 
those who are, by nature, fitted for slavery. Against those who would 
claim that the former condition necessarily implied the latter, Aristotle 
pointed out that even they would ‘by no means admit that a man that 
does not deserve slavery can really be a slave—otherwise we shall have 
the result that persons reputed of the highest nobility are slaves... if 
they happen to be taken prisoners of war and sold’.*5 So if it is conceded 
‘that there exist certain persons who are essentially slaves everywhere 


"3 See L. Hanke, Arsitetle and the American Indians, London 1959 

14 Quoted in PA Brunt, ‘Aristotle and Slavery’ in Stuer sa Grok History and Theaght, 
Oxford 1993, p 351 

3 Aristotle, Pags, trans H. Rackham, Cambridge, MA 1932, p. 27 (12558, 25~8) 


and certain others who are are so nowhere’,’® it follows that there must 
be a less than perfect fit between legal and natural slavery. Thus, 
Aristotle suggests, the only true slaves are natural slaves legally 
enslaved; natural citizens who are legally enslaved ought to be freed, 
and natural slaves who are legally free ought to be enslaved. 


The beauty of Aristotle’s solution was that 1t upheld the institution of 
slavery while legitimating enslavement and manumussion as the 
processes through which legal slavery accommodated itself to the 
underlying realities of natural slavery. The implication thar slaves and 
non-slaves belong to two distinct categories of humanity whose exis- 
tence legal slavery could strive to reflect but never alter is confirmed 
by Aristotle’s earlier analysis of the meaning of natural slavery and the 
character of natural slaves. A slave is like a tool in that it 1s ‘an instru- 
ment of action’ separable from its owner,’7 and like a domestic animal 
in that it is the living property of another person. !? Being the property 
of the master means that the slave is in a sense part of the master,*® not, 
of course, part of the master’s soul but part of the master’s body.?7° 


Given Aristotle’s understanding of the body-soul relation it would 
seem that those fitted for this arrangement should be distinguished 
by their bodies, but, as Aristotle acknowledges, this is not the 
case.?* Natural slaves are characterized solely by the incompleteness 
of their souls. What the souls of slaves lack 1s variously described as 
deliberation,?? spirit,?3 and rationality—in the sense of possessing 
rather than merely apprehending reason.™ The precise relation 
between these attributes in Aristotelian psychology ıs unclear, but 
in every case it can be claimed that the deficiency of the soul pre- 
cludes the possibility of proper self-government. Since it is the 
nature of the body to be governed by the soul, it is therefore appro- 
priate for the bodies of those with souls incapable of governing the 
body to be governed by other, more complete souls.” 


The Incomplete Soul 


The natural slave in the state of natural slavery is thus an incom- 
plete soul whose body becomes part of the master’s body so that the 
master’s soul may govern unhindered,” According to Aristotle, the 
type of authority the master exercises over the slave is the same as 


16 Aristotle, Pass, p. 27 (12558, 31-2) 

Ibid ,p 17 (1253b, 23-1254, 8). 

"8 Ibid., p 23 (1254b, 25-6) 

2 Ibid ,p 17 (12541, 8-13) 

* Ibid ,p 29 (1255b, 11-2). 

a! Ibid ,p 23 (1a54b, 27) 

a Ibid , p. 63 (12608, 12) 

a Ibid., p 567 (1327b, 27-9). 

4 Ibid ,p 23 (1254b, 22-3) 

33 Ibid., pp 21-3 (1254b, 15-20). 

26 My analysis bere follows that in R Schleifer, ‘Greek Theones of Slavery from Homer to 
Anstotle’, in M I Finley, cd., Shevery mn Classical Axtigausty, Cambndge 1960, p. 195f 
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that of a tyrant over his subjects,” or the soul over the body,?® in 
that, although there may be some community of interest between 
ruler and ruled, government is solely ın the interest of the ruler.?9 
The rule of a master over a slave conforms to this type because, it 
too is an example of the soul ruling the body. However, although 
the master rules the slave's body with the absolute authority with 
which the master’s soul governs his own body—of which the slave's 
body is now merely a separate part—there is no implication that 
the master’s soul rules the slave’s soul in the same way. On the con- 
trary, the rule of the rational over the appetitive part of a soul is like 
that of a monarch who rules in the interests of his subjects, or a 
father who governs in the interests of his children with ‘admoni- 
tion, reproof, and encouragement’.3° The master’s soul should rule 
the slave's soul in the same way, with admonition and not merely 
command,?? It appears that the slave’s incomplete soul is not 
enslaved by the master’s soul, merely subject to it, and so, whereas 
friendship between master and slave 1s impossible insofar as the 
slave is a tool or body-part of the master, friendship between master 
and slave is possible insofar as the slave is another soul, albeit 
incomplete and subject to the master.3? 


Enslavement and Humanity 


Aristotle’s analysis of the neat fit between the institution of slavery 
and the character of the natural slave provides a justification for the 
enslavement of those whose humanity is somehow incomplete while 
retaining the awareness that slavery does not obliterate such human- 
ity as they possess. And if he fails to argue the corollary that those 
who are not natural slaves cannot be accommodated to natural slav- 
ery, it ıs easy to see how the argument might go. If slavery 1s the rule 
of the slave’s body by a soul of another, then the very possibility of 
slavery depends upon the slave’s body not being governed by the 
slave’s own soul. In the case of natural slaves, of course, the soul is not 
equipped to rule and so the proper relation of soul to body can only be 
established through slavery which brings the slave's body under the 
rule of the master’s soul. But for a complete human whose soul 
already rules the body with the despotic rule of a master, the body 
does not await enslavement, and indeed cannot be enslaved for the 
simple reason that it is, in a sense, already enslaved. 


For a complete human to be enslaved, their body would have to be 
taken over by the soul of another. But, as Aristotle makes clear in the 
De Anima, the Pythagorean idea that any soul can find its way into 


77 Aristotle, Necomecheen Erbas, crans. J A.K Thompson, Harmondsworth 1976, p 276 
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any body is an absurdity. Just as each craft must employ its own tools, 
so each soul must employ its own body: a soul cannot start using 
another body any more than a carpenter can suddenly start employing 
a flute.33 The idea that someone who is not a natural slave can be 
enslaved must therefore be similarly absurd: for it suggests that a 
master can appropriate a body that is already employed by another 
soul. The possibility that a body could be ruled by two souls at once is 
also excluded. Not only does every body have ‘its own peculiar shape 
or form’ and thus the unique soul appropriate to ıt, but the soul, is, by 
definition, what provides unity. If the soul were divided according to 
its functions and yet somehow still the soul of a single person, what- 
ever held the parts of the soul together would be the soul, not the 
parts themselves. As Aristotle states: ‘If... some other thing gives the 
soul unity, this would really be the soul’.#4 Just as a tyrant is, by defi- - 
mtion, unique in the exercise of his tyranny,3> and a state could not 
simultaneously be subject to several tyrants—without thereby either 
being an oligarchy or disintegrating into separate states—so the 
soul’s rule of the body 1s also unique and exclusive. Where the soul 
rules the body, slavery is not just improper but impossible. 


Greeks and Barbarians 


The difference between natural slavery and non-slaves in legal slavery 
1s therefore analogous to that between natural slaves and freemen 
under tyrannical government. According to Aristotle, and the Greeks 
in general, Asiatic peoples were slaves by nature and so acquiesced in 
the tyrannical nature of their monarchies without resentment,» 
whereas Greeks found tyrannies unendurable, and so were liable to 
revolt because as freemen they could not tolerate being treated as 
slaves.37 Although both barbarians and Greeks might be subjected to 
the same form of government, it did not make them the same type of 
people. Similarly, slavery cannot make slaves of those who are not 
slaves simply by giving them the legal position of slaves. 


Ariscotle’s theory emphasizes that slaves are born not made, and that 
freemen and natural slaves are categories as mutually exclusive as those 
of Greek and barbarian. In consequence, anyone who is really a slave is 
suited to being one, and anyone who 1s not a slave by nature can never 
really be a slave whatever their legal position. On this account, to claim 
that someone who is really a slave—as opposed to merely being under 
the legal disadvantages of slavery——should not be a slave is simply a 
misunderstanding, a contradiction which implies either that the slave’s 
soul is somehow simultaneously complete and incomplete, or that the 
slave somehow has two souls, one complete and one incomplete. 


33 Anstocle, Ox the Soul, trans WS Hert, Cambridge, MA 1936, p 43 (407b, 20ff ) 
M Ibid ,p 63 (411b, 10). 
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Although within Aristotle’s theory the idea that those who are truly 
slaves are wrongly enslaved becomes unthinkable, his account also 
created a framework from which that unthinkable conclusion could 
be reached. Aristotle never bothered to work out how his theory of 
slavery could be correlated with his theory of the soul, and as a result 
never resolved the question of how, if the slave’s soul is incomplete 
and his body ruled by the master’s soul, the rwo souls are related to the 
slave’s body. The obvious answer would be to suggest that there was a 
division of labour with the master’s soul performing only those func- 
tions of which the slave's inadequate soul was incapable, with the 
result that through slavery the slave gained the complete soul he oth- 
erwise lacked. However, in the De Ansma, Aristotle explicitly rules 
out such a division in favour of the unity of the soul. Within the the- 
ory of slavery, therefore, was an implicit duplication of the soul which 
threatened to undermine the very theory of the soul on which 
Aristotle’s account of slavery depended. 


Hegel 


Aristotle maintained that the same relationship could exist between 
people (tyrants and subject) as between the constituent parts of an 
individual person (soul and body), and implied thar the relationship 
of master and slave was this same relationship expressed between a 
person (the master) and another being (the slave) who was both a per- 
son and part of the other person. For Hegel, who sought simultane- 
ously to describe both the inter- and the intra-personal aspects of 
human development, the slave therefore provided a natural focus. 
Indeed, the originality, and also the confusing complexity, of Hegel’s 
remarks on mastery and slavery may ın large measure be attributed to 
his attempt to exploit the ambiguous condition of the slave in 
Aristotle’s account in order to generate precisely that contradiction 
which Aristotle excluded. 


In order to understand Hegel’s argument, it is necessary to appreci- 
ate the extent to which his approach to the problem 1s structured in 
Aristotelian terms. Although the relevance of Aristotle’s theory to 
Hegel’s master-slave dialectic has often been noted,» its full signifi- 
cance to Hegel has not been appreciated. Indeed, some recent com- 
mentators have distanced Hegel’s dialectic from classical and 
colonial slavery on the basis that Hegel's terms for master and slave, 
Herr and Knecht, are more appropriate to the feudal relation of lord 
and serf, or master and servant.39 But this is a false distinction. In 
Christian von Garve’s German translation of Aristotle’s Politics, 


3 Most recently by Steven B Smith in ‘Hegel on Slavery and Domination’, Revew of 
Matapbysecs 46, 1992, pp 97-124. 

39 For example, C Arthur, ‘Hegel's Master-Slave Dialectic and a Myth of Marxology’, NLR 
142, November—December 1983, pp. 67-75, P. Osborne, The Polstscs of Tom, Verso, 
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published posthumously in 1799, Aristotle’s word for the slave, dos- 
los, is translated as both Sk/ave and Knecht, and occasionally also as 
Duener, but where the slave 1s directly juxtaposed with the master— 
rather than discussed in general—the two are almost invariably 
described as Kmecht and Herr.4° In the notes to Garve’s text, the 
equivalence of Aristotle’s despotés and doulas to the German Herr and 
Knecht is spelt out in the definitions given to the two words: despotes 
1s the Greeks’ ‘particular word for the master (Herr) who rules over 
either bonded or bought slaves (Diemer)’; doulas, although not the 
most abject form of enslavement and also a metaphor for other kinds 
of submussiveness, ‘expresses the special character of this servitude 
(Knochtschafty ^ 


Self-Recognition through Work 


Garve's now almost wholly forgotten translation of the Polit is 
significant not only because ıt shows that Herr and Knecht were 
taken to be the German equivalents of Aristotle’s master and slave, 
but also because the notes incorporate an unfinished essay by Garve 
which discusses Aristotle’s theory of slavery from a contemporary 
perspective.#? The degree to which Hegel may have been influenced 
by Garve must await full discussion elsewhere,*? but one place in 
which Hegel appears to develop an insight from Garve’s essay is in 
his account of the slave's self-recognition through work. 


In addressing the question of whether ıt is possible for a slave to 
have virtue, Aristotle suggested that slaves participate in virtue 
only insofar as they need ıt to perform their masters’ orders, and 
that free artisans, such as cobblers, are in a similar position—which 
Aristotle calls ‘limited slavery’—1n that their virtue is also derived 
from carrying out orders. However, Aristotle emphasizes that this 
does not imply that the master has any special knowledge of the 
tasks a slave or artisan performs: the master must know how to 
direct tasks and the slave must know how to execute them, but 
virtue attaches only to the former activity, which, as the cause of the 
latter, is also the cause of any virtue in the latter.44 Garve realized 
that this argument opened up a significant space within which 
those in complete or limited slavery could exercise autonomy and so 
experience freedom, a freedom achieved not without but within 
their servitude. He articulated the argument first with reference to 
the contemporary artisan, but then outlined its implications for 
those in complete rather than limited servitude: 
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The work of craftsmen produces something which lasts and 
which serves for the use or pleasure of men. Their efforts are such 
that they are able to be independent of those for the benefit of 
whom they execute these rasks. The man who orders a pair of 
shoes for himself gives orders to the cobbler only to the extent to 
which he determines how he would like the shoes to be made, 
but it 1s not necessary for him to supervise the cobbler while he is 
preparing the shoes. Once the cobbler has received the order 
from his customer, in the carrying out of his task he simply 
observes the rules of his trade rather than the commands of his 
customer, and yet he produces exactly what is asked of him. The 
craftsman must to a certain extent submit to others when he 
accepts the order for his work, and also when he delivers the fin- 
ished product...But he is, by the very nature of the matter, com- 
pletely free while he works.45 


From this essentially Aristotelian argument Garve extracts the para- 
doxical and profoundly un-Aristotelian conclusion that, in submitting 
to orders, the worker achieves a freedom which means that he ‘can eject 
from his workshop any customer who tries to lord it over him’ just as 
Apelles did to Alexander. Within the experience of work, specifically 
in the process of physically shaping a material object into something of 
permanent value, there is the potential not just for a liberating free- 
dom, but for an overturning of the normal social hierarchy. It was for 
this reason, Garve suggests, that in antiquity ‘for those who made 
clothes or household implements for their masters, slavery became 
more bearable than for those who had to wait on their masters’, and for 
this reason too that ‘the work of the craftman was transferred so 
quickly from the hands of the slave into the hands of the freeman’.*° 
Rather than risking the possibility that slaves might experience free- 
dom through work, work of a liberating kind was given to the free. 


In Hegel’s master-slave dialectic the insight that even unfree labour 
might be a route to freedom becomes an integral part of a far more 
subtle and complex argument, but its basic structure is still clearly 
discernable. The same anti-Aristotelian paradox lies at its heart for 
‘the bondsman realizes that it 1s precisely in his work wherein he 
seemed to have only an alienated existence that he acquires a mind of 
his own’.47 Not only this, but there is the same emphasis upon both 
the formative nature of the work and the permanence of the object 
thus fashioned: 


The negative relation to the object becomes its form and some- 
thing permanent, because it is precisely for the worker that the 
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object has independence. This...formative activity is at the 
same time the individuality or pure being-for-self of conscious- 
ness which now, in the work outside of it, acquires an element of 
permanence. It is in this way, therefore, that consciousness, qua 
worker, comes to see in the independent being [of the object] its 
own independence.*® 


What Aristotle had tried to maintain as a virtue-free vacuum 
becomes in Hegel the site of a transformation. 


Africans and Asiatics 


Enough has been said to indicate that the master-slave dialectic in the 
Phenomenology shares certain continuities of vocabulary and thought 
with Aristotle’s theory of slavery. But reading the dialectic of the 
Phenomenology in the context of its later reformulations in the 
Philosophical Propaedextic and the Encyclopaedia, and in the light of 
Hegel’s remarks on African slavery in his Lectwres on the Philosophy of 
History, suggests that Hegel’s engagement with Aristotle goes deeper 
still. That Hegel had the institution of slavery ın mind when writing 
on mastery and slavery is clear from the Zxsatze to the third volume of 
the Encyclopaedia, where the master-slave dialectic is illustrated with 
reference to the tyrant-subject and master-slave relations of antiquity. 
According to Hegel, in the ancient world, slavery existed ın what 
were otherwise free states, because the Greeks and Romans had not 
yet attained the notion of absolute freedom, and believed that a man 
was free ‘only if he was born free’.49 To this Aristotelian conception of 
a world synchronically divided between slave and free, Hegel juxta- 
posed his belief that the division between slave and free was essen- 
tially diachronic. While accepting Aristotle's idea that individuals 
and nations who lacked tbymos, or, as Hegel put it, the energy and 
courage—Mvtb is also Garve’s translation of thymas in the equivalent 
passages in Aristotle—to will their freedom, deserved to be enslaved 
by masters or tyrants, he maintained that slavery and tyranny were 
merely a necessary stage in the history of nations—and 1ndividuals— 
and hence only relatively justified. Citing the Athenian tyrant 
Pisistratus—one of Aristotle’s stock examples of tyranny in the 
Polstics—he argued that his tyranny had taught the Athenians obedi- 
ence to the law and so made tyranny in Athens redundant. But since 
Hegel did not suppose the whole of humanity to have progressed 
towards freedom at the same rate, the appropriateness of tyranny and 
slavery was subject to local variation. He was thus able to reinscribe 


48 Ibid , p. 118 (195). 

© G WF Hegel, Phslasepby of Mind, (Part m of the Eacyclepeedsa of the Phrlasephrcal Scrences) 
trans W Wallace and A V. Miller, Oxford 1971, p. 174 (4342) Hereafter abbreviated as 
Ewe m. The Zasetes ace based on lecture notes used by Hegel oc taken by his students in 
courses for which the Emcyclepeedisa was the textbook. Although not prepared for publica- 
tion by Hegel himself, they provide a good indication of the overall structure of hus chink- 
tog and the analogies he perceived between it and other historical developments 

3 Ibid., p 175 (4352) 


106 


Aristotle's distinction between barbarian slaves and free Greeks not as 
an immutable fact of nature but rather as the result of the uneven 
development of the human race. 


Just as for Aristotle Asiatics had all been natural slaves, so for Hegel 
Africans were all slaves by virtue of their undeveloped conscious- 
ness. Since, according to Hegel, ‘the basic principle of all slavery is 
that man 1s not yet conscious of his freedom, and consequently sinks 
to the level of a mere object or worthless article’, and the African 
had ‘not yet reached an awareness of any substantial objectivity’ 
such as God, law, or freedom,>? it followed, as it had mutatis 
mutandis for Aristotle, both that all Africans were slaves, with the 
consequence that amongst them ‘the distinction between masters 
and slaves is a purely arbitrary one’,>? and that their political order 
was invariably tyranny, which, being slaves, they considered per- 
fectly legitimate and did not feel to constitute an injustice.” 
However, Hegel, writing ın the light of half a century of anti-slav- 
ery agitation,’ accepts both that slavery ought not to exist and that 
in rational states it does not exist. Colonial slavery, he suggests, 1s 
no different from classical slavery or serfdom in medieval and early 
modern Europe: it is just another ‘phase in man’s education’, a con- 
sequence of the general rule that man must ‘first become mature 
before he can be free’.>° Just as Pisistratus’s tyranny hed allowed the 
Athenians to mature, so, by implication, the European enslavement 
of Africans will eventually allow them to become conscious of their 
freedom as well. 


Soul and Body 


Since, like Aristotle, Hegel identifies the master-slave relation with 
that of tyrant and subject ıt would be natural for him to equate it also 
with soul and body. It ıs clear from the discussion of soul and body in 
the Encyclopaedia that Hegel did conceive of the relation between the 
two in terms of mastery and slavery. The development of the feeling 
soul towards consciousness is summarized in a Zwsatz as the process 
through which ‘the soul becomes master (Messter) of its natural indi- 
viduality, of its bodily nacure’.5” According to Hegel, this is achieved 
through habit, for ın habit, che body is subjected to the domination 
of the soul and moulded to its particular feelings, while the soul is 
emancipated from particular feelings, and freed to become the actual 
soul of consciousness. As the Zasatz to this section of the Excyclopacdia 
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states, to bring about this end the soul must ‘transform its identity 
with its body into an identity brought about or mediated by mind, 
must take possession of its body, must form it into a pliant and skilful 
instrument of its activity, so transform it that in it soul relates itself to 
itself and its body becomes an accident brought into harmony with 
its substance, with freedom’.5® The phrase ‘instrument of activity’ 
(Werkzeug der Thatigkett) is che same as thet used in Garve's translation 
of Aristotle to define the slave,>® so there can be little doubt that if, as 
Hegel states, ‘on the one hand, habit makes a man free, on the other 
hand, it makes him a slave (Sklave) , it is the body thar is enslaved and 
its master, the soul, that is freed.© 


From this account of the relation between soul and body it is clear that 
Hegel conceives habit in terms of the Aristotelian relation of master to 
slave—and soul to body. But although formulated in these terms, 
Hegel does not equate the soul-body relation with that of tyrant and 
subject, nor with historical forms of mastery and slavery, or the posst- 
bility of progress beyond such relations. If he had been a materialist or 
an epiphenomenalist rather than an idealist, he might perhaps have 
done so; instead, he seems to have shifted the dialectic to another level, 
with the result that it became not the dialectic of soul and body, but 
the dialectic of self-consciousness ın all its inevitable duality. So 
although Hegel’s accoħnt of soul and body retains its Aristotelian 
form, the role of the soul-body relation in Aristotle’s account of nat- 
ural slavery, and its function in providing an intrapersonal analogue to 
the interpersonal relation of tyrant and subject appears to have been 
transferred to another level of self awareness, that of self-consciousness. 


Thar this is the case is shown by the fact that Hegel not only uses 
tyranny and slavery to illustrate the development of self-consciousness, 
but uses the development of consciousness to explicate the condition of 
slavery. According to the Encyclopaedia, it is universal self-conscious- 
ness, attained as a result of the master-slave dialectic, that gives rise to 
the virtues and institutions of civil society. It is these virtues and 
institutions that Hegel supposes Africans to lack. The precise level of 
self-consciousness Hegel attributes to them can be gauged from the 
comment that Africans lack familial affection because such ‘philan- 
thropic sentiments of love etc. entail a consciousness of the self which 1s 
no longer confined to the individual person’. The problem, in other 
words, is that “The African, in his undifferentiated and concentrated 
unity, has not yet succeeded in making this distinction between him- 
self as an individual and his essential universality’.®3 He is therefore ‘as 
yet unconscious of himself’, not in the sense that has not attained self- 
consciousness but in the sense that he has not progressed beyond imme- 
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diate self-consciousness which ‘has not as yet for its object the I=I, but 
only the “I”... [and] is not as yet aware of its freedom’. 


The Promise of Freedom 


It is, of course, through the master-slave dialectic, that self-con- 
sciousness is brought ‘to the consciousness of... real universality, of 
the freedom belonging to all’. Similarly, it is through the develop- 
ment of consciousness that emancipation from the actual historical 
experience of slavery becomes possible. Just as slavery existed in the 
classical world because the Greeks and Romans ‘did not know that 
man as such, man as this universal “I”, as rational self-consciousness, 
is entitled to freedom’,™ so it exists in Africa where consciousness as 
immediate self-consciousness is unaware of its freedom. However, 
just as the ancients developed through this experience of servitude to 
masters and tyrants, so Africans may be expected to attain a universal 
self-consciousness through the experience of enslavement by 
Europeans. As Hegel noted in the Encyclopaedia, some Africans hav- 
ing acquired freedom ‘through Christianity after a long spiritual 
servitude’ had ın Haiti actually formed a state on Christian princi- 
ples.*7 Since Hegel held universal self-consciousness to be the root of 
freedom, the state, and other civil virtues, the fact that colonial slav- 
ery had allowed some Africans to attain this universality meant that 
their consciousness had developed through the experience of slavery. 


Whereas Aristotle had suggested that the explanation and justifica- 
tion for slavery lay in the existence of people with incomplete souls, 
Hegel argued that the explanation for slavery was undeveloped self- 
consciousness. However, the shift from soul to consciousness does not 
appear to have disrupted the essential Aristotelian trinity of relation- 
ships in which master-slave and tyrant-subject relations are both 
analogous to one another, and simultaneously analogous to and sus- 
tained by a third type of relationship, internal to the person. In 
Aristotle, the interpersonal relation of master and slave worked 
through being an internal relarion between soul and body—the mas- 
ter’s soul and the slave's body. Is there anything comparable in Hegel? 


The Master-Slave Dialectic 


Since Hegel’s account of slavery is so clearly conceived within 
Aristotelian terms, and since he differs from Aristotle chiefly in con- 
sidering the transcendence of slavery to be a function of human 
progress in history, it ıs appropriate to read the master-slave dialectic 
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as an account of how that progress is achieved. However, ıt is 
important to remember that in the Phenomenology the master-slave 
dialectic functions chiefly as a means of illustrating a particular phase 
in the development of self-consciousness. As such, it is not always 
clear when Hegel is referring to events that are intrapersonal, ın the 
sense that they take place within a single individual, and when he is 
referring to events that are interpersonal and so require the involve- 
ment of more than one individual. Most commentators have concen- 
trated on the interpersonal aspect to the exclusion of the 
intrapersonal; however, as Josiah Royce and G.A. Kelly both empha- 
sized, the dialectic also seems to articulate an internal division, ‘the 
shifting pattern of P Teholopica domination and servitude within 
the individual ego’. 


Intrapersonal and Interpersonal 


In the Phenomenology, there are repeated references to the splitting of 
self-consciousness into opposing extremes, and to the inescapable 
mirroring of one by the other. Both metaphors suggest that we are 
dealing, not with the activities of separate human beings, but with 
component parts of the individual psyche. In order to understand 
how this might be the case ıt ıs necessary to consider why we might 
think of there being two self-consciousnesses within a single person. 
According to Hegel, selfconsciousness becomes self-consciousness 
rather than consciousness by differentiating itself from the content of 
consciousness, between an T that is conscious and what that ‘I’ is con- 
scious of. However, insofar as that T is self-conscious what ıt is con- 
scious of should be another ‘I’ and not a self-less object. So 
self-consciousness moves towards positing its content as another self- 
consciousness, a double of itself. 


In self-consciousness, therefore, we have a division and duplication 
which can be thought of as two selves. However, as Hegel makes 
clear, these two self-consciousnesses are inevitably also one and the 
same, and so they mirror each other: ‘Each sees the other do the same 
as ıt does; each does itself what it demands of the other, and therefore 
also does what it does only ın so far as the other does the same’.7° This 
is where the problem starts, because both self-consciousnesses seek to 
establish their own selfhood, and selfhood has to be recognized by the 
other. (To think of yourself as a self, you have to think of yourself 
thioking of yourself as a self, but that makes the self you think of 
thinking of yourself as a self rather less of a self than you.) As a result, 
the two self-consciousnesses embark on the struggle for priority that 
initiates the dialectic. 
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It is possible to conceive of the dialectic taking place internally 
between two self-consciousnesses, one of which masters the other and 
uses it as the medium through which it is conscious of material real- 
ity. But Hegel’s account also employs several concepts such as recog- 
nition, fighting, and work—not to mention mastery and slavery 
themselves—thar are extremely difficult to understand in anything 
other than interpersonal terms. And in the dialectic’s first formula- 
tion, in the Systems of Ethical Life, Hegel states that it is where there 1s 
‘a plurality of individuals’ and their power of life is unequal, that the 
relation between them, as ‘person to person’, 1s that of lordship and 
bondage.” Thereafter, although the Phenomenology cast the dialectic 
primarily as the relation of self-consciousness with itself, there 
remained a tendency, evident in the Propaedextsc and especially in the 
Encyclopaedia, for Hegel to describe the master self-consciousness and 
servile self-consciousness as separate people. 


If the master-slave dialectic is read as an inter-personal relationship, 
then the fact there is already more than one distinct self-conscious- 
ness can be assumed. In this context, recognition becomes more than 
just the acknowledgement of the integrity and independence of one’s 
own consciousness as an object; it now involves acknowledging 
another individual as free and giving him the respect due to someone 
in that state. Similarly, the fight is now a literal struggle in which one 
of the combatants, faced with the prospect of biological death, gives 
up his freedom and yields recognition to the other in return for his 
life. 


Soul and History 


What is unclear, however, is how Hegel thinks the intrapersonal 
development of self-consciousness, through what ıs only metaphori- 
cally a master-slave dialectic, is related to the interpersonal relations 
of actual masters and slaves in history. Since each ımphies the other— 
undeveloped consciousness is the cause of slavery and slavery causes 
the consciousness to develop—there must be some relationship, but 
what 1s 1t? Hegel does not give a direct answer, but it is nevertheless 
possible to argue that a particular type of relationship is implied both 
by the internal structure of the argument, and by the Aristotelian 
framework within which it 1s conceived. For Aristotle, the concept of 
slavery applied equally to the relation of the soul to the body and the 
master and to the slave—or tyrant to subject. For Hegel, the concept 
of slavery applied equally to the relation of the master self-conscious- 
ness to the servile self-consciousness and to the relations of actual 
masters and slaves—or tyrants and subjects. For Aristotle, the exter- 
nal relationship of master and slave is dependent upon and effected 
through the internal relationship between soul and body. Specifically, 
slaves are distinguished by a deficiency in their internal constitution 
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which makes their souls incapable of mastering their bodies, and so 
makes their bodies properly subject to the souls of those who are 
capable of such mastery. 


For Hegel, too, the external relation of master and slave depends on 
an internal one, namely that of self-consciousness to itself. If 
Hegel’s argument follows Aristotle—as it does up to this point, 
save that the role of soul and body has been transferred to master 
self-consciousness and servile self-consciousness—then slaves 
would be distinguished by some deficiency in self-consciousness 
such that of the duplicated self-consciousnesses, one could not mas- 
ter and enslave the other and so required another self-consciousness 
to do so. In which case, the external relation of master to slave 
would be effected through the master self-consciousness of one 
individual enslaving the self-consciousness of another, with the 
result that the master-slave dialectic would be simultaneously 
inter- and intrapersonal, being between different persons related as 
a single individual. 


The plausibility of the above interpretation is suggested not only by 
its congruity with the Aristotelian framework within which Hegel’s 
argument is constructed, but by the fact thar it is difficult to make 
sense of Hegel’s oscillation between the inter- and the intrapersonal 
without assuming that the master-slave dialectic is not just a case of 
self-consciousness relating to itself as though it were two persons, but 
also of two persons relating as though they were one self-conscious- 
ness. Evidence that this is so is provided by Hegel’s first tentative 
account of the relation of master and slave in the System of Ethical Life. 
Although Hegel is thinking of mastery and slavery in terms of inter- 
personal relations, he nevertheless maintains that within the relation 
of master and slave ‘the former is related to the latter as cause; indif- 
ferent itself, it is the latter's life and soul or spirit’.”? This definition, 
which recalls Aristotle’s account of slavery where the master 1s to the 
slave as soul to body, and so causes the action of which the slave is the 
instrument just as ‘the soul is the cause...of the living body’,”? is 
restated still more explicitly in the Propaedentic, where it is said that 
the slave ‘lacks a self and has another self [the master’s] in place of his 
own’ ./4 


Sleepwalking and Slavery 


However, it was not only Aristotle who offered a model of how two 
persons might function as one. Hegel’s description of one person 
being the soul of another also looks forward to his account of the rela- 
tion of magnetizer and somnambulist in the Philosophy of Mind. The 
practice of animal magnetism, or mesmerism, in which the magnetist 
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would place the patient into a magnetic sleep or trance so that they 
were subject to the magnetizer’s will was described by Kluge, one of 
Hegel’s sources, in terms of the mastery (Herrschaft) which the mag- 
netizer exercised over the patient,” and Hegel’s remarks on the topic 
are significant both because they echo his first definition of the mas- 
ter-slave relation, and because in describing two persons as related so 
that one becomes the consciousness of the other they constitute a direct 
parallel to his other accounts of master and slave. According to 
Hegel, 


The patient in this condition 1s accordingly made, and continues 
to be, subject to the power of another person, the magnetizer, so 
that when the two are thus in psychical rapport, the selfless indi- 
vidual, not really a ‘person’, has for his subjective consciousness 
the consciousness of the other. This latter self-possessed individ- 
ual ıs thus the effective subjective soul of the former, and the 
genius which may even supply him with a train of ideas.” 


In animal magnetism, therefore, we have an example of the way in 
which two separate individuals may come to function as one when 
one forfeits the freedom rooted in consciousness and the other 
becomes his consciousness, soul, and genius.” The relationship 
between them is then what Hegel calls a magical relationship,’ i.e. 
a relationship in which one mind exercises unmediated influence 
over another, as does man over the animals, and the soul over the 
body when, 10 habit, it makes the body ‘a subservient , unresisting 
instrument of its will’.’9 Since the relations of soul to body and man 
to animal were standard Aristotelian analogues of the master-slave 
relation, this strongly suggests that Hegel thought of the relation of 
magnetizer to somnambulist in terms equivalent not only to his own 
account of master and slave but to Aristotle’s as well. 


But unlike Aristotle's theory of slavery, the theory of anımal magnet- 
ism offered an account of how the selfless individual might gain from 
this loss of individual identity. According to Walther’s Physrologie des 
Menschen, a German medical textbook contemporary with Hegel’s 
Phenomenology, when two individuals are in magnetic rapport they 
experience an ‘intimate community of action such that one soul is in 
both of them’ except that ‘on one side there is an active and on the 
other a passive rapport’. However, Walther continues, ‘this relation 
can also be reversed in an instant and the somnambulist magnetize the 
magnetizer’.° So although the structure of the magnetic relation 
might be identical to that of Aristotle's master and slave in that one 
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person became part of another and one soul governed two bodies, it 
held within it the potential for that relationship to be overturned, and 
the positions reversed.*" This possibility was implicit in the ambigu- 
ous position of the somnambulist: although, the somnambulist might 
be a selfless individual possessed by the soul, or consciousness, of the 
magnetizer, his individual soul was not so much annihilated as dis- 
solved in the universal soul of the world. As Walther observed, ‘in 
magnetic sleep the soul is in intimate communion with the universal 
world soul’.® So although the somnambulist’s individual soul is func- 
tionally replaced by that of the magnetizer, it also participates in the 
universal soul which is shared with chat of the magnetizer, with the 
result that, as Walther put ıt, ‘that which separates and divides them 
no longer exists’, and, by implication, the question of which of the two 
is dominant and which subordinate becomes secondary. 


Pure Universality 


Hegel rehearses the commonplace distinction between the individual 
and universal conceptions of the soul in his account of magnetism.*3 
But for hım, there is no straightforward exchange of individuality for 
universality ın magnetic sleep, because the somnambulist loses full 
consciousness only to achieve a limited form of universality at a lower 
psychic level.®4 Despite this shift, ıt is not difficult to see the parallel 
with the master-slave dialectic where the slave exchanges individual- 
ity for universality at the same psychic level, namely that of self-con- 
sciousness. Just as the consciousness of the somnambulist becomes ‘an 
inward consciousness’ so, after the fight, the slave is ‘a consciousness 
forced back into itself’ .83 However, for the slave, unlike the somnam- 
bulist whose consciousness is reduced to the level of genius, there is 
no real loss: it is still a self-consciousness because, according to Hegel, 
the condition of self-consciousness without a self-object, ‘this pure 
universal movement, the absolute melting away of everything stable, 
is the essential nature of self-consciousness’.®° So just as in the mag- 
netic state the selfless somnambulist was thought to participate in 
what Hegel termed ‘the wholly universal being ın which all differ- 
ences are only ideal and which does not one-sidedly stand over against 
its Other’ ,87 so in the master-slave dialectic the slave gains ‘the intu- 
ition of itself not as a particular existence distinct from others but as 
the implicit universal self” .®# 


Animal magnetism provided a model for an interpersonal relation 
thar took the form an intrapersonal one, and in which the resulting 


® Hegel discusses this possibility ın the Eacylapesdsa, p 121 (406z) 
t Walther, Physselogee, 11, p. 363 

8 Ibid , pp 109-110 (4062). 

Ibid, p 110 (4062). 

© Hegel, ibid., p. 103 (406), Phenemeawalegy, p 117 (193) 

% Hegel, Phacsmenslegy, p 117 (194) 

® Hegel, Bac. m, p 109 (4062), cf p 105 (406) 

Hegel, Prepesdextsc, p. 63 (38). 
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loss of individuality for one party led to their participation in uni- 
versality. Given that Hegel himself conceived the magnetic relation 
in terms parallel to that of the Aristotelian master and slave, and 
describes it in terms strongly reminiscent of the master-slave dialec- 
tic, it is difficult to believe that the dynamics of animal magnetism 
are not reflected in the dialectic itself. If so—and here, for the first 
time, it is necessary to go a little beyond what is explicitly stated by 
Hegel—it would suggest thar master and slave are related as fol- 
lows: the self-consciousness of the slave 1s the immediate self-con- 
sciousness of one whose self-consciousness, although perhaps 
duplicated has not progressed to one-sided, let alone mutual recog- 
nition. This self-consciousness is shattered in the fight with the 
result chat the object of the slave's self-consciousness becomes the 
consciousness of another individual—the master—without the 
obyect of the master’s self-consciousness thereby becoming the 
slave’s consciousness. From this position of one-sided recognition, in 
which the slave's self-consciousness has as its object not itself but the 
consciousness of his master, the slave is emancipated first by the fact 
that not having an individual self-consciousness is the experience of 
universal self-consciousness, and secondly, by the fact that, through 
work, he once again becomes the object of his own self-conscious- 
ness—that ıs, universal self-consciousness. His self-consciousness 
then has as a double obyect itself and the master. Being thus doubly 
and universally self-conscious, the slave can no longer be a slave, 
because slavery is having for the object of self-consciousness the con- 
sciousness of another, and although the slave does have as its object 
of self-consciousness the consciousness of another he also has his own 
consciousness. The result of the dialectic 1s therefore that the servile 
self-consciousness is no longer merely servile: it has become ‘a being 
which thiaé&s or is a free self-consciousness’, and the individual whose 
self-consciousness became merely servile is no longer a slave. 


Double Consciousness 


In the Phenomenology, the result of the dialectic 1s that the servile con- 
sciousness recognizes its own being-for-self and the being-for-self of 
the master consciousness without grasping the identity of the two. 
For the servile consciousness, therefore, the outcome 1s that instead of 
having a single object—as was the case when self-consciousnesses 
were merely duplicated—it now has a double object: the self-con- 
sciousness of the master and the self-consciousness of itself. In reality, 
these are the same because both are universal self-consciousness, but 
their identity remains unperceived by the servile self-consciousness.® 
The situation is therefore the same as that of the unhappy conscious- 
ness where ‘the duplication which formerly was divided between two 
individuals, the lord and the bondsman, is now lodged in one... [but] 
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it is not as yet explicitly aware that this 1s its essential nature, or that 
it is the unity of both’.*° 


The Violent Diremption of Spirit 


In the Propasdestic, this transition is implicitly interpreted at an 
interpersonal level and invested with greater significance: it 1s ‘the 
transition to Positive Freedom’, in which the former servile self-con- 
sciousness attains universal self-consciousness and so ‘recognizes itself 
and the other Self-Consciousnesses within it, and is, in turn, recog- 
nized by them’.9’ This conclusion 1s restated in the Encyclopacdia 
where Hegel avers that ‘universal self-consciousness is the affirmative 
awareness of self in an other self’. The appended Zwsatz gives a fuller 
explanation of what this means: 


In this state of universal freedom, ın being reflected into myself, 
I am immediately reflected into the other person, and, con- 
versely, in relating myself to the other I am immediately se/f- 
related. Here, therefore, we have the violent diremption of mind 
or spirit into different selves which are both ın and for them- 
selves and for one another, are independent, absolutely impene- 
trable, resistant, and yet at the same time identical with one 
another, hence not independent, not impenetrable, but, as it 
were, fused with one another. 


The contradictory nature of the dialectic at an interpersonal level is here 
stated as unambiguously as it can be. Just as the slave, in recognizing 
himself to be free, comes to recognize himself in the master, so, when 
the slave is free, the master comes to see himself in the slave. This devel- 
opment is then the model for the mutual recognition of all by all which 
characterizes universal self-consciousness. Each recognizes himself in 
the other, so everyone is simultaneously different and yet the same. 


Read in the context of the Aristotelian framework within which it 
is constructed, the outcome of Hegel’s master-slave dialectic proves 
to be pointedly anti-Aristotelian. Aristotle had argued that there 
was a clear and unalterable division between slave and free, and that 
the institution of slavery, in its natural rather than its legal form, 
depended upon that division. But by Hegel’s tıme, this theory was 
clearly incompatible with the development of slavery in world his- 
tory. That there had been slavery in many societies was indis- 
putable, but so was the fact that slavery had disappeared from many 
of those societies and was moving towards abolition in the 
Americas. Aristotle had made no allowance for wholesale emancipa- 
tion; in terms of his theory, it would mean either that none of those 
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emancipated had ever really been slaves or else that all were still 
slaves and so incapable of self-government or of forming a state.” 
However, it was a matter of history that in Haiti slaves had formed a 
state. If, as Hegel appears to have done, one still thought of slavery 
in essentially Aristotelian terms, then the simplest way to interpret 
the evolution of slavery into freedom was to allow that contradic- 
tion which Aristotle had excluded: the idea that freemen might 
really be slaves, and that true slaves might not just be slaves but 
become free as well. 


In both Hegel and Aristotle, the master-slave dyad is an interper- 
sonal relation constructed as an intrapersonal one. In both cases this 
is made possible through the homology between mastery and slav- 
ery at an interpersonal level and some internal relationship consti- 
tutive of the individual person. In Aristotle, this is the relation of 
soul to body; in Hegel ıt is the relationship of self-consciousness to 
itself. For both philosophers, the condition of slavery is one in 
which the dominant internal pole of the master is related to the 
subordinated internal pole of the slave in the same way as it would 
be related to 1ts own internal subordinate. One consequence of con- 
ceiving slavery ın this way 1s that the potentially dominant pole of 
the subordinated individual remains, not of course fulfilling a dom- 
inant role, but as an unfulfilled potential or ineffectual residuum. 
According to Hegel, the irony of the master-slave relation lies in 
the fact that this potentially dominant pole is developed through 
the condition of slavery itself; that is, as a direct result of the subor- 
dinate pole’s subordination to another. It is because the servile self- 
consciousness of the slave is dissolved and then used as a mere 
instrument that ıt gains recognition from itself, and so develops its 
own dominant pole—a recognized self-consciousness—-alongside 
that of the master. If Hegel’s dialectic were translated back into 
Aristotelian terms, it would mean that because his body functioned 
as an instrument of action the slave’s soul became complete and so 
gained the same control of the body as that exercised by the master. 
The result would therefore be two complete souls in one body 
rather than two recognized self-consciousnesses in one person, and 
not just any two souls but the souls of master and slave—ain 
Aristotelian terms a double impossibility, for the soul of a master 
could govern a slave’s body if, and only if, the slave’s soul were inca- 
pable of doing so. 


One Body, Two Souls 


Two souls in one body might have seemed like an impossibility to 
Aristotle, but in animal magnetism there was new, seemingly scien- 
tific, evidence to suggest not only that one soul might govern two 
bodies but chat one body might contain two souls. From Puységur’s 
first experiments with magnetic sleep it was apparent that the dif- 
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ference between the waking and magnetic states of one individual 
were such that they had to be regarded as ‘two different exis- 
tences’.95 As one German contemporary of Hegel put it, the som- 
nambulist ‘has a double being, one in the waking state, one in the 
magnetic crisis’, with the result that his ‘self-consciousness in the 
waking and the magnetic states appears to be truly double’.™ In 
most accounts, this double consciousness is understood to take the 
form of an alternation between magnetic and waking states. 
However, insofar as the somnambulist retained some form of self- 
hood, the doubling in the magnetic state could be simultaneous. In 
Hegel’s account, the somnambulist loses its ‘adult, formed, and 
developed consciousness’ but ‘retains along with its content a cer- 
tain nominal self-hood’.%’ In this condition, therefore, the individ- 
ual is not self-consciousness but rather ‘a genius which beholds 
itself’, with the consequence that in relation to the magnetizer, 


When the substance of both is thus made one, there is only one 
subjectivity of consciousness: the patient has a sort of individual- 
ity, but it is empty, not on the spot, not actual... the somnambu- 
list is thus brought into rapport with two genit and a twofold set 
of ideas, his own and that of the magnetizer.* 


So although the somnambulist has only one consciousness, that of 
the magnetizer, he nevertheless retains his own genius alongside 
that of the magnetizer with whom he is in rapport. The doubling 
that takes place ın the master-slave dialectic would seem to conform 
to this pattern except that the double self-consciousness that results 
1s not the product of the conjunction of the master/magnetizer’s 
consciousness and the slave/somnambulist’s normal consciousness, 
but the conjunction of the master’s consciousness with the slave's 
universal consciousness gained through slavery. 


Mesmerism and the Dialectic 


Hegel discussed animal magnetism at length only after he had for- 
mulated master-slave dialectic, but the close parallels between the 
two suggest not only chat Hegel’s account of somnambulism may 
reflect the structure of the dialectic, but that the dialectic may itself 
draw on magnetic theory. It is impossible to prove this hypothesis 
beyond doubt, but given that Hegel’s account of animal magnetism 
1s by no means unusual and that all the relevant ideas were in circu- 
lation long before Hegel formulated the dialectic, the parallels are 


% Quoted in A. Crabtree, Fros Mesmer te Frand. Magnetic Sleep and the Roots of Psychological 
Healing, New Haven 1993, p 42 Although ıt pays little attention to the early nineteenth 
century German sources, Crabtree's is the best available history of animal magnetism and 
its relecionship to double coasciousness and multiple personality 
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unlikely to be fortuitous. As Robert Darnton has demonstrated, 
mesmerism provided a stimulus to radical political ideas before the 
French Revolution, and its emphasis upon the magnetic intercon- 
nectedness of all individuals lent support to theories of human 
equality and fraternity.» For Hegel, trying to square an essentially 
static Aristotelian conception of slavery with the historical dynamic 
of emancipation, the theory of animal magnetism may therefore 
have offered two vital insights into how slavery was transformed 
into freedom. It undermined the belief ın the unity of the soul upon 
which Aristotle had insisted, and provided a way of describing how 
being enslaved, like being magnetized, might paradoxically be a 
step towards universality and freedom.'° 


Du Bois 


The close analogy between Hegel’s master-slave dialectic and the prac- 
tice of animal magnetism may not have attracted much attention from 
Hegel scholars, but it was nevertheless intuited by Du Bois, who fused 
the two in his famous description of the double consciousness of the 
African American: 


After the Egyptian and the Indian, the Greek and the Roman, 
the Teuton and Mongolian, the negro is a sort of seventh son, 
born with a veil, and gifted with second sight in this American 
world,—a world which yields him no true self-consciousness, 
but only lets him see himself through the revelation of the other 
world. It is a peculiar sensation, this double-consciousness, this 
sense of always looking at oneself through the eyes of others... 
One ever feels this twoness,—an American, a Negro; two souls, 
two thoughts, two unreconciled strivings; two warring ideals in 
one dark body. "°! 


Although it has been noted that the idea of double consciousness 
reflects contemporary psychological theories derived from early nine- 
teenth-century experiments in magnetism, and that it echoes Hegel's 
account of the unhappy consciousness 1n the Phenomenology, the inti- 
mate connection between the two remains unexplored and the depth 
of Du Bois’s Hegelian insight unfachomed.'°? What has not been 
fully recognized is not only that for Du Bois double consciousness 
and the veil are two ways of describing the same condition, but that 
the imagery of veiling and second sight is just as much part of the 
vocabulary. of animal magnetism as double consciousness, and as such 


PR Darnton, Meme im and the End of the Enlightenment in France, Cambndge, MA 1968. 

10 For an account of George Hlioc’s independent but parallel use of animal magnetism to 
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1s used by Hegel himself. The attribution of double consciousness to 
emancipated slaves is therefore not just a literary appropriation of an 
Hegelian trope," but a redeployment of the vocabulary of magnet- 
ism to elaborate the outcome of emancipation within the same terms 
as those used in Hegel’s master-slave dialectic. 


The Functions of the Veil 


For Du Bois, the veil has three related functions. Sometimes it is the 
veil of the readers’ ignorance which the author promises to throw 
aside in order to reveal a truth that is hidden from view. More often 
it is the veil that divides black from white within American society, 
preventing members of each group from understanding the other. In 
drawing aside the veil, Du Bois is therefore not just uncovering any 
truth but specifically the truth about the black world that is hidden 
from his white readers. On other occasions, however, it appears that 
the veil lies not between black and white but rather within black 
American consciousness, dividing one consciousness from the other 
within a single individual. Insofar as this is the case, unveiling the 
truth about black people means not just revealing that something 1s 
veiled but revealing something veiled, something that continues to 
be partially hidden even as it is uncovered. 


It is the veil within consciousness that is movingly evoked by Du 
Bois ın his description of his own son in ‘Of the Passing of the First- 
Born’: 


How beautiful he was, with his olive-tinted flesh and dark gold 
ringlets, his eyes of mingled blue and brown... Why was his hair 
tinted with gold?...Why had not the brown of his eyes crushed 
out and killed the blue?...And thus in the Land of the Color-line 
I saw, as it fell across my baby, the shadow of the Vel. 


And just as the mixed ancestry of Du Bois’s child contributed to the 
double coding of his features, so the double lives of American Negroes 
create a comparable doubling within: 


From the double life every American Negro must live, as a 
Negro and as an American... must arise a painful self-conscious- 
ness, an almost morbid sense of personality and a moral hesi- 
tancy which is fatal to self-confidence. The worlds within and 
without the Veil of Color are changing, and changing rapidly, 
but not at the same rate, not ın the same way; and this must pro- 
duce a peculiar wrenching of the soul, a peculiar sense of doubt 


193 This is Zamuit’s approach in Derk Voecs, pp 113 ff. Zamir provides much valuable 
information on Du Bois’s interest ın Hegel (he studied with Royce and Santayana 
at Harvard) and on nineteenth-century American Hegeltanism, but ignores the - 
Encyclepeedta and so does nor note the parallels between Hegel and Du Bois discussed 
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and bewilderment. Such a double life, with double thoughts, 
double duties, and double social classes, must give rise to double 
words and double ideals*™ 


According to Du Bois, the interpersonal veil that divides black from 
white in America 1s internalized with the result that the black 
American develops not merely the two consciousnesses appropriate to 
being a (white) American on the one hand and a black (non- 
American) but also the veil between them. And because white and 
black are veiled from one another, the American Negro 1s veiled from 
himself, able to see himself either as an American or as a Negro but 
not as both at the same time. 


Century of Human Sympathy 


Although Du Bois regards the double consciousness and the veil as a 
partially negative state of affairs, there can be little doubt that it only 
exists as a result of the growing rapport between white and black. It is 
never explicitly stated by Du Bois, but of the social changes that 
formed double consciousness the most important was the slow, 
painful dawning of mutual recognition between slave and master 
which Hegel called ‘the affirmative awareness of self in an other 
self.‘ Du Bois gives a lyrical description of this process in his essay 
on Alexander Crummell: 


The nineteenth was the first century of human sympathy,—the 
age when half wonderingly we began to descry in others that 
transfigured spark of divinity which we call Myself, when clod- 
hopper and peasants, and tramps and thieves, and millionaires 
and—sometimes—Negroes, became throbbing souls whose 
warm pulsing life touched us so nearly that we half gasped with 
surprise, crying, ‘Thou too! Hast Thou seen Sorrow and the dull 
waters of Hopelessness? Hast Thou known Life?’ And then all 
helplessly we peered into those Other-worlds, and wailed, ‘O 
World of Worlds, how shall man make you one?’?7 


This diffusion of human sympathy meant that white Americans were 
able to see that blacks were Americans too. On the other side, it meant 
not only that blacks saw the dependency of the whites but that they also 
began to recognize self ın other. For the young Alexander Crummell, 
the effect of this spreading recognition was a new ability to picture 
himself within the world of the master, to see as Du Bois puts it, ‘the 
blue and gold of life’. For black Americans whose consciousness was 
formed ın this period, it might therefore be said that they were born 
with the psychic equivalent of the division that Du Boss saw physically 


19 Ibid , pp 164-5. 
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inscribed on his own son: with only the shadow of the veil separating 
the blue and gold from the brown and the olive. 


Being born with a veil is therefore not quite the same as being born 
within the veil. It 1s not just a matter of being born black in a white 
man’s world; it is rather the condition of being born black in a world 
that is divided but, thanks to the diffusion of human sympathy and 
the ending of slavery, also umaginatively interconnected and practi- 
cally interdependent. It is the conjunction of the two which ensures 
that the external veil becomes an internal one, and that the post-bel- 
lum generation of African-Americans are not so much unknown as 
partially known, both visible and invisible at the same tıme. 


Gift of Second Sight 


The corollary of this is, as Du Bois puts it, that the American black 
is both ‘born with a veil, and gifted with a second sight’. The 
imagery is again drawn from the vocabulary of magnetism. 
According to the nineteenth-century British magnetist William 
Gregory, when the magnetist, or operator, puts the patient into a 
trance ‘there is in many cases a veil, as ıt were, drawn before the 
[patient’s] eyes, concealing the operator’s face and other objects’ .*° 
The result, as Hegel had put it, was that when the soul is sunk in 
magnetic sleep ‘all that occupies the waking consciousness, the 
world outside it and its relationship to that world, is under a 
veil? 


In the Philosophy of Mind, the relationship between veiling and second 
sight is spelt out in a Zasatr dealing with the possibility of the som- 
nambulist’s clairvoyant foreknowledge of future events, which Hegel, 
using the English phrase, terms ‘second sight’. According to Hegel, 
when magnetized, 


The clairvoyant is in a state of concentration and contemplates this 
veiled life of his with all its content in a concentrated manner. In 
the determinateness of this concentrated state, the determina- 
tions of space and time are also veiled... But since the clairvoy- 
ant is, at the same time, an ideational being he must make 
oxtwardly apparent these determinations vei/ed in his concentrated 
life. 1! 





108 Although ıt may therefore be crue thar the condition of double consciousness is experi- 
enced more acutely in proportion to the extent of integration into white society, there 
seems little basis for Zamır's claim that double consciousness 1s confined to a black 
muddle-class elite (Derk Vorcss, p. 116) 
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In other words, although the feeling soul of the somnambulist may 
apprehend something without the mediation of time, it is neverthe- 
less expressed through the mediation of time, with the result that it 
effectively—although not metaphysically—constitutes foreknowl- 
edge of a future event. Hegel is unwilling to allow that this ability 
extends very far, but nevertheless asserts that ‘Especially among 
Highlanders, the faculty of so-called ‘second sight’ ıs even now not 
uncommon. Persons with this gift see themselves double, see them- 
selves in situations and circumstances in which they will find them- 


selves only subsequently’.*!? 


Although Hegel applies ‘second sight’ only to premonitions of the 
future, ın most accounts of magnetism the term was used to describe 
all forms of clairvoyant ability in the magnetic state. So although a 
somnambulist might be veiled in the sense that she was unable to see 
what was immediately in front of her, she could nevertheless simulta- 
neously acquire a second sight, a clairvoyant ability to see things that 
she would not normally be able to see, such as events that had not yet 
taken place, the contents of rooms she has not visited etc. Being 
veiled and clairvoyant are therefore two aspects of the same condition, 
and the result is potentially a form of double vision in that if—as 
Hegel forgetfully suggests—the ordinary waking consciousness were 
not under a veil, the somnambulist would see both what she would 
ordinarily see and what they see with her second sight. 


Clairvoyance and Somnambulism 


How then does this pattern of veiling and second sight relate to the 
condition of double consciousness—or as Hegel, put it, twofold 
genius? Since a somnambulist is veiled, in that she is unable to see 
what would be seen by her usual consciousness, and clairvoyant insofar 
as she sees what is visible to her second consciousness, 1f that con- 
sciousness is that of the magnetizer, she sees what he sees, but 1f she is 
open to other influences, she may see what they see. Veiling and clair- 
voyance are, in other words, ways of describing the condition of double 
consciousness from the perspective of the single consciousness: what is 
veiled is sumply the content of the first consciousness, what is seen 
with second sight is what is seen with the second consciousness. 
(However, tf one conceives of two consciousnesses with equal claims to 
priority, there is no reason why one should not reverse the terms and 
think of the second consciousness as veiled whenever the first con- 
sciousness is operating, and of ‘first sight’ as a kind of clairvoyance.) 


There is, in other words, a deep coherence in Du Bois’s imagery of 
veiling, double consciousness, and second sight, not only in that they 
can all be traced to Hegel, but in that they are all recognisably 
descriptions of the same magnetic condition. But in applying these 
terms to the emancipated slave, Du Bots is clearly not just appropri- 
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ating the vocabulary of magnetic theory for his own purposes, for 
Hegel had himself suggested that the outcome of the master-slave 
dialectic, and, by implication, the struggle for emancipation in the 
Americas, was a form of double consciousness. Du Bois is, in other 
words drawing on the magnetic parallel to the master-slave dialectic 
to explicate the outcome of the dialectic itself. And although Du Bots 
does not deploy the full version of argument from the 
Phenomenology—with its emphasis on fear and work—the Anstotelian 
assumption that slavery is an interpersonal relationship that has the 
form of an intrapersonal one is retained. The basic reason for double 
consciousness is that those who possess it have been possessed by oth- 
ers. They see themselves through the eyes of another because their 
minds have been taken over by others. But the fundamental Hegelian 
move which Du Bois preserves is that emancipation does not take the 
form of throwing off this parasitic consciousness but of gaining one’s 
own sense of self in addition to it, and as a result not only seeing the 
other in oneself, but seeing one’s self not only in one’s self but ın the 
other as well. 


Slavery and the Self 


Aristotle, Hegel, and Du Bois each offers a description of slavery at a 
particular historical moment. Aristotle describes the position of the 
slave in a world where slave labour is an essential and unquestioned 
part of the economy; Hegel tries to articulate the dynamic of emanci- 
pation at a tume when colonial slavery is slowly beginning to dissolve; 
Du Bois describes the condition of the emancipated slave in the after- 
math of the American Civil War. But although each account broadly 
endorses the situation ıt describes, at a deeper level all are mutually 
compatible, for Du Bois is using Hegel’s account of the master-slave 
relation, which in turn is based on the Aristotelian theory of slavery. 


The suggestion that Du Bois thinks of slavery in the same terms as 
Aristotle may appear surprising, but if Du Bois’s account of double 
consciousness is taken seriously, we have to accept that Anstotle offers a 
description of the condition of the slave that may, at one level, be 
largely accurate. On this view, what Aristotle uncovered was not a 
metaphysical truth that justified the institution of slavery, but some- 
thing of the duality inherent in the condition of the slave. As many 
commentators have noted, slavery is liable to generate conceptual diffi- 
culties for anyone trying to give a systematic account of the institution 
1n terms of standard binary oppositions.*t? The slave is alive, but 
socially dead; a being who can be called upon to perform any human 
function without thereby acquiring the status associated with 1t; a per- 
sonality without personhood. Aristotle recognized these contradictions 
and tried to accommodate them within his theory In so doing he high- 
lighted two features of slavery crucial to subsequent interpretations. 


13O Parterson, Slesery and Secta! Death, Cambudge, MA 1982, pp 35—76. See also D.B 
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The first was thar the easiest way to express the contradictions of slav- 
ery was by assuming that slaves had a dual identity: one qua slave and 
one qua human being; one in which they functioned like a soulless 
body or tool, and one in which they had a soul like, but not quite the 
same as, the free. The second was that insofar as the slave was a slave, 
the master’s humanity took the place of the slave’s. As a result the slave 
became part of the master: a body governed by the master’s soul. 


In Aristotle, these two features of slavery were not, and indeed could 
not be, brought together. However, his account of how the master 
used a slave as a soul used a body suggested that slavery might be seen 
as something akin to spirit possession in which the body of one indi- 
vidual was possessed by the spirit or soul of another. Animal magnet- 
ism provided a seemingly scientific example of this relation, and 
offered an example of how the psychic duality implied by Aristotle 
mught be realized. In Hegel, this model is used to argue that emanci- 
pation works not, as might be supposed, by the consciousness of the 
slave ejecting the psychic parasite but by developing a full conscious- 
ness alongside it. Hegel's argument reflects the Aristotelian assump- 
tion that natural slaves, being incomplete, do not cease to be slaves if 
they no longer have masters, and suggests that slaves can only become 
truly free by developing what they lack. But the argument can never- 
theless be used by those who do not suppose slavery to have any such 
metaphysical foundation. Insofar as Aristotle merely inscribed the 
social contradictions of slavery within the soul(s) of slaves, the 
Hegelian account of emancipation can be understood in terms of 
social identity as well, and it was on this level that Du Bois found 
Hegel’s argument applicable to his own situation. What we find in 
Du Bois is a tacit acceptance both of the idea that slavery involves 
some kind of fracture or division of the self, and of the Hegelian point 
that freedom does not reunite the self so much as allow the fractured 
self to realize its implicit duality. 


Slavery and Tyranny 


This progression from Aristotle to Hegel to Du Bois is not just a curi- 
ous piece of intellectual history, a genealogy of ideas about slavery and 
selfhood that has no bearing on the history of actual selves or on the 
social realities of life during and after slavery. On the contrary, each 
account is a description of the relationship between slavery and the self 
at a particular point of time. Of course, it can be argued that each writer 
misconstrued the situation he described, but even if this could be 
shown, there is no gainsaying the fact that each account seems to have 
been accepted by many of those subsequently involved on both sides of 
the relationship. Aristotle’s theory of slavery was found to be serviceable 
account of the master-slave relation by generations of European slave- 
holders; Hegel's master-slave dialectic seems to have struck a chord not 
only with Du Bois, but also with many of those engaged in struggles for 
liberation of other kinds; Du Bois’s theory of double consciousness has 
served as a paradigm for the interpretation of the African-American 
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experience for almost a century. Given that all of these accounts rely on 
the same basic mode! of how that relation operates, the fact that so 
many of those involved on both sides seem to have found one or another 
version of that model applicable to their own situation indicates that 
the model reflects the lived experience not just of slavery but—as 
Aristotle and Hegel implied—of forms of tyranny as well. 


One consequence of this argument is that ıt suggests that the double 
and multiple selves of nineteenth and twentieth-century literature and 
psychology may reflect the multiple social emancipations that have 
occurred in the same period.''4 However, the point I want to make here 
is not so much that Aristotle, Hegel and Du Bois have collectively 
articulated the essential truth of domination and emancipation, as that 
the adoption of the same underlying model will have made that model - 
constitutive of the relationship between slavery and selfhood, and that 
insofar as the model has provided the pattern for other discourses of 
emancipation—whether of gender, race, or class—the selves formed 
through these liberarions are Liable to have the same characteristics. 
This would be irrelevant if what we understand as the self is what 
Taylor calls the punctual self of continuous self-perception. But if we 
share Taylor and MacIntyre’s understanding of what selves are within 
the framework of moral enquiry, then the model of master-slave rela- 
tions outlined above must be taken as offering a valid insight into the 
self and its history. As Taylor argued in his influential paper 
‘Interpretation and the Sciences of Man’, ‘As men we are self-defining 
beings, and we are partly what we are in virtue of the self-definitions 
which we have accepted, however we have come by them’.""> So if peo- 
ple find it helpful to think of themselves or of others as double or multi- 
ple selves, then this interpretation cannot easily be dismissed as ‘an 
overdramatized image’. On the contrary, we may have to accept—as 
Taylor argues we do of virtue terms—that ‘if we cannot deliberate effec- 
tively, or understand and explain people’s action illuminatingly, with- 
out such terms... then these are real features of our world’.!"° 


Multiplication through History 


If so, the implications for Taylor and MacIntyre’s projects are consider- 
able. Both philosophers offer a sharply drawn contrast between the self 
as a single character embedded within historical and social narratives, 
and what MacIntyre terms the emotivist or unencumbered self, and 
Taylor the neutral or punctual self, which has no history, belongs to no 
community, and imagines itself free to assume or reject any identity or 
moral orientation. But if we take seriously the picture of the double or 
multiple self formed through the process of enslavement and emanci- 
pation, then this suggests there 1s another alternative: a self chat has 


u4 See K Miller, Dowie, Oxford 1985, and I Hacking, Rewrsteng the Soul: Multiple_ 
Personality and the Scrences of Memory, Princeton 1995. 

115 C, Taylor, ‘lnrerpretation and the Sciences of Man’, Revesw of Marapbysecs, 25, 1971, P. 47 
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no single identity or orientation not because it lacks a place in history 
but rather because it cannot escape it. Such selves pose a problem for 
both MacIntyre and Taylor. For although slavery offers just the sort of 
historical narrative which both consider morally relevant—Maclotyre 
actually cites being a descendant or beneficiary of slaveholders as 
something constitutive of the identity of a modern American’’?— 
insofar as it involves a duplication of the self it can hardly be accom- 
modated within theories that rely upon the idea of having a single 
location ın moral space as the foundation of objective moral judge- 
ment. If, as MacIntyre claims, “What is better or worse for X depends 
upon the character of that intelligible narrative which provides X’s 
life with its unity’,?*8 then what can be said about those whose com- 
munal narratives have given their lives disunity, and whose personal 
quests seem to lead in opposite directions? 


That MacIntyre and Taylor's understanding of the moral self seems 
inapplicable to the duplicated selves formed through slavery is probably 
no accident, for the emphasis upon the unity of virtues and the corre- 
sponding unity of the life that embodies those virtues is taken directly 
from Anstotle. Aristotle, of course, denied that slaves exercised virtue 
except performing actions commanded by the master, and claimed that 
any virtue associated with those actions was the master’s rather than the 
slave's. MacIntyre is naturally affronted by this, but nevertheless main- 
tains that rejecting Aristotle’s view on this point ‘need not carry any 
large implications for our attitudes to his overall theory’. However, 
things may not be so easy. Indeed, the possibiliry thar Aristotle may 
have had a more accurate view of the limitations of his own theory is 
suggested by Taylor in ‘Interpretation and the Sciences of Man’. Not 
only are we partly constituted through self-definition, but 


What definitions we understand and what ones we don’t under- 
stand, is closely linked to the self-definitions which help to con- 
stitute what we are .. [and] we have great difficulty grasping 
definitions whose terms structure the world in ways which are 
utterly different from, incompatible with our own.'?° 


If this 13 true, anyone who defines themselves as a united, single self 
will find it extraordinarily difficult to understand the world from the 
perspective of those who define themselves otherwise. And the 
inevitable result of building a moral theory around an understanding of 
the self that is less than universal will be that any selves that do not fit 
will be excluded from consideration as moral subyects. The possible 
consequences may be illustrated by Nietzsche, a philosopher with 
whose project MacIntyre and Taylor have rather more in common than 
they care to acknowledge. 


117 MacIntyre, After Virtus, p 205 
nf Ibid., p 209 
"9 Ibid ,p 152. 
™ Taylor, ‘Interpretation’, p 47. 
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Nietzsche or Du Bois? 


Du Bois was not the only late nineteenth-century writer to describe 
the doubling that resulted from Hegel’s master-slave dialectic, or to 
see a parallel between this psychological multiplication and racial 
mixture. Nietzsche made the same point in Beyond Good and Evtl: 


The German soul is above all manifold...A German who 
would make bold to say ‘two souls, alas, are dwelling ın my 
breast’ would violate the truth rather grossly, or, more pre- 
cisely, would fall short of the truth by a good many souls. Asa 
people of the most monstrous mixture and medley of races, 
perhaps even with a preponderance of the pre-Aryan ele- 
ment... the Germans are more incomprehensible, comprehen- 
sive, contradictory, unknown, incalculable, surprising, even 
frightening than other people are to themselves.‘?" 


That this multiplication of souls is in part the consequence of a mas- 
ter-slave dialectic becomes evident later in the same section where 
Nietzsche not only claıms thar ‘the contradictory nature at the bot- 
tom of the German soul’ was ‘brought into a system by Hegel’, but 
cites the fusion of noble and slavish moralities in a single individual: 


There are master morality and slave morality—tI add immediately 
that in all the higher and more mixed cultures there also appear 
attempts at mediation between these two moralities, and yet 
more often the interpenetration and mutual misunderstanding 
of both, and at times they occur directly alongside each other— 
even in the same human being, within a seag/e soul. "°? 


The ‘intermarriage of master and slave’ that has created democracy 1s 
just another form of the racial mixture that has created the German 
race, because, according to Nietzsche, those who exhibit the oppressive 
and vindictive instincts of slave morality are ‘the descendants of all 
European and non-European slavery, of all pre-Aryan population in 
particular’.*73 


The German Soul 


At a descriptive level, Nietzsche’s claim about the manifold nature of 
the German soul echoes the model of slavery found in Aristotle, Hegel, 
and Du Bois The noble, he claims ın Beyond Good and Evil, ıs a ‘whole 
human being’;'*4 the slave is an ‘incomplete human being’,‘?5 and the 


"1 F Nietzsche, Beyond Good and Em), trans W. Kaufmann, New York 1956, 244 (refer- 
ences to Nietzsche's works are to sections not page numbers). The quotation ‘two souls. .’ 
1s from Goethe's Feast 

m Ibid., 260. 

133 E, Nietzsche, On the Genealogy of Morals, trans D Smith, Oxford 1996,1 11 
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emancipatory mingling of the two, which he termed ‘the slave revolt in 
morals’, results in both types being found in one person who then 
becomes ‘a battleground for these oppositions’. However, despite his 
reputation as a celebrant of psychic multiplicity, Nietzsche’s response 
to this situation is not that of Du Bois who envisages a merger or truce 
in which neither self is lost or even adulterated, but ın which the moral 
climare changes to accommodate this doubling and so ‘make it possible 
for a man to be both a Negro and an American, without being cursed 
and spit upon by his fellows’.’?”7 On the contrary, Nietzsche, who was, 
as Graham Parkes observes ‘as against democracy intrapsychically as he 
is in politics’**® wants to redefine morality in order to avoid the possi- 
bility that Du Bois’s hope might be realized.*?9 


The moves through which he seeks to accomplish this will be familiar 
to any reader of MacIntyre or Taylor. He first shifts the focus of moral 
enquiry from actions to human subjects because ‘It is obvious that 
moral designations were everywhere first applied to human beings and 
only later, derivatively, to actions’.'3° He then moves from ontology to 
sociology by arguing that we should think of human subjects not as iso- 
lated individuals bur ın their historical and social particularity because 
‘One cannot erase from the soul of a human being what his ancestors 
most liked to do and did most constantly’."3* He finally argues that 
moral reasoning itself, the ‘orientation to the good’ as Taylor calls it, 
presupposes a particular type of human selfhood, namely that of nobles, 
the ‘whole human beings’ whose descriptions of the good are ‘a tri- 
umphant affirmation of itself’,3? as opposed to slaves, who being weak 
and incomplete, inevitably orient their morality outwards, and say ‘no 
to an ‘outside’, to an ‘other’, to a ‘non-self’.*33 


The implication of this 1s, as Nietzsche puts it, that “Today... when only 
the herd animal receives and dispenses honour in Europe... today the 
concept of greatness entails being noble’'4—n0r, in other words, being 
incomplete like a slave, or even divided against oneself like those in 
whom master and slave coexist and in whom the slave treats the master 
as not-self, but having an inclusive wholeness. Nietzsche is not naive 
enough to suppose that any return to simple unity is possible, but his 
response to the manifold nature of the soul is nevertheless to call for its 
realization from within wholeness, for what he terms ‘wholeness in 
manifoldness’. This move is precisely the opposite of that envisaged by 


136 Nietzsche, Gewaalegy, I 16. 

47 Du Bois, Seals, p 5 

789 G Parkes, Compaseag the Seal! Reaches ef Nrstxsche’s Prychelegy, Chicago 1995, p 348 

9 Despite the fact char boch are independently recognised to have been responding to 
Hegel, the companson between Nierssche and Du Bois awaits serious exploration. 
However, che contrast should not be overstated: Nietzsche acknowledges the creativity of 
slave morality; Du Bois :dealizes aristocracy within his own racial community 
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Du Bois. Nietzsche is not contemplating the acceptance of divided 
selves nor even the synthesis of many in one. For him, multiplicity is 
essentially negative. As he put it ın a note of 1888: 


The antagonism of the passions—the double, treble, and multiple 
soul in one breast: this is very unhealthy, it 1s a sign of inner ruin 
and disintegration, betraying and promoting internal duality and 
anarchy——unless of course one passion becomes master. "33 


What Nietzsche recommends is an internal tyranny in which one 
dominating passion enslaves the others,"3° and so allows the soul to 
attain universality, the expansion of one into many achieved by 
Goethe who ‘aspired to. .tota/ity...[and] disciplined himself to a 
whole’. Such a person would then have ‘universality ın understand- 
ing and affirmation’, and become ‘a man to whom nothing 1s for- 


bidden, except it be a weakmass’.137 
Nietzschean Man 


The fact that MacIntyre and Taylor are treading ın Nietzsche's foot- 
prints is hardly surprising given that both paths lead to the same desti- 
nation. Aristotle is the source of Nietzsche's ‘great-souled man’, who 
although ‘capable of being as manifold as whole’ is a being in whom all 
virtues are one,” and Aristotle too provides the model for the unitary 
moral subject of MacIntyre and, at one remove, of Taylor. In this 
respect, MacIntyre’s famous question ‘Nietzsche or Aristotle?’ could 
not be more misleading. Nietzschean man may not appear within 
Taylor and MacIntyre’s work in all his sociopathic glory, but it is never- 
theless the unified moral self of the master, and not the doubled, 
divided, or multiplied self of the (former) slave, that is the focus and 
bearer of moral discourse. 


The suspicion thar the ethics of the unified moral subject is simply 
another name for the morality of the masters is hardly dispelled when, 
at the very end of After Virtwe, MacIntyre tries to avoid this implication 
and distance himself from Nietzsche by pointing out that 


... if the conception of a good has to be expounded ın terms of... 
the narrative unity of a human life and of a moral tradition, then 
goods, and with them the only grounds for the authority of laws 
and virtues, can be discovered only by entering into those relation- 
ships which constitute communities whose central vision 1s a 
shared vision of and understanding of goods.*39 


33 F Nietzsche, The Will te Power, trans. W Kaufmann and R J Hollingdale, New 
York 1967, 778 

'% Ibid , 384 

137 F Nietzsche, Trrlighs of the Idols, trans RJ Hollingdale, Harmondsworth 1968, 49. 
138 See W. Kaufmann, Neetxtche, 4th ed., Princeton 1974, pp 382-4 

139 Macintyre, After Vertes, p 240. 
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The problem is, Nietzsche got there before him. He too noted that ‘as a 
good man, one belongs to the ‘good’, a community that has a commu- 
nal feeling’. But he had no hesitation in specifying the type of com- 
munity in which such a shared vision of the good would be found: 


The profound reverence for age and tradition—all law rests on this 
double reverence—the faith and prejudice ın favour of ancestors 
and disfavour of those yet to come are typical of the morality of the 
powerful. ‘47 


Small wonder that some empirical researchers have found it difficult to 
locate individuals who exhibit a strong sense of a unified self save 
amongst the most powerful groups within contemporary society.‘ 
From Aristotle onwards, having a unified moral self has been seen as a 
privilege confined to a social elite. When challenged by the multiple 
emancipations of modernity, the reactionary response, exemplified by 
Nietzsche, has been to reassert the unified self of the master morality in 
order to exclude the multiple selves engendered by the success of slave 
morality. It is this response that is echoed by the leading moral 
philosophers of our time. 


“°F Nietsche, Hames, All Teo Haman, crans. M. Faber and S. Lehmann, 
Harmondsworth 1995, 45 

141 Nietzsche, Beyoma Good and Evil, 260. 
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review 


Susan Watkins 


An Allegory from Atlantis 


She comes from a small, poor country in the East where the trees are 
hung with goatskin bags full of human bones, swinging in the 
breeze, to a western state so powerful, arrogant and rich that even 
the dead lie buried with food, jewellery and horses in their gor- 
geously furnished tombs; from a childhood full of secrets—'‘but 
everything in Colchis was full of dark secrets’'—to the glittering 
city-state of Corinth, whose people affect to have no secrets at all: 
though, ‘how much they hold it against you if you express doubts 
about their happiness’.’ 


Thus Medea, in the first work of fiction since the reunification of 
Germany by the ex-Gpr’s foremost writer, Christa Wolf. But this is a 
Medea very different from the powerful and impassioned heroine of 
Euripides, the mature and furious woman whose grief and anger, 
when she is deserted by her adored husband Jason, is so devastating 
that she is ready to destroy her own children in her all-consuming, 
all-purifying rage. The tragedy of Wolf’s Medea lies in politics, not in 
love. In this late German version of the myth, Medea comes to 
Corinth in the wake of a failed revolt against the authoritarian rule of 
the king, her father, taking cool advantage of the presence of Jason 
and his Argonauts, who are ın Colchis questing for the Golden Fleece, 
to escape with them over the Black Sea. Once in Corinth, and married 
to Jason, Medea finds herself defined as an outsider. The city-state of 
King Creon is built on the inequality of power and privilege; refugee 
communities—including her own—live huddled in their ghettoes 
by the docks and city walls. 


But King Creon’s situation is precarious: his power rests on the mon- 
strous secret of human sacrifice, of a child slaughtered to ensure the 


” Chosta Wolf, Madea A Nowel 1u Veres, Virago Press, London 1998, HB £16 99 
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continuation of his reign, and once Medea has discovered the bones 
buried deep beneath the palace, she begins to pose a threat. The nar- 
rative of Wolfs Medes documents the relentless process of the scape- 
goating of this rebellious easterner, as Medea 1s first accused of killing 
her younger brother and then of poisoning the Princess Glauce. 
Rumours spread that it is she who has caused the earthquake that 
devastates Corinth and the plague that follows in its wake; finally, it 
is even whispered that she has murdered her own children. 


‘But who could believe that?’ asks Medea, incredulous. 
The Revenge of Christa W. 


A fully-fledged political allegory, then, about the scapegoating of 
a dissenter and about the two German states; and one in which 
Christa Wolf would seem to be striking back at the calumnies that 
were heaped upon her own head in the summer of 1990, when the 
publication of What Rematns, a short text based on her own experience 
of being kept under surveillance by the East German Stasi, became 
a lightning rod for the huge static clouds of anger and bitterness 
that were crackling across German skies at the moment of unifi- 
cation. For, at that time, Wolf herself was singled out for a ferocious 
campaign of victimization by conservative West German critics, who 
accused her of everything from political cowardice to turn-coatism; 
from being an official mouth-piece—a Staatsdichterin—to a lack of 
sincerity both towards herself and towards her fellow citizens; from 
having a ‘guilty conscience’ to hide to failing in that ‘dreadful 
and most necessary’ task? of coming to terms with her own past, of 
Vergangenbeitsbewaltigung. 


‘Unfair as it may seem,’ wrote Ulrich Greiner in an article on Christa 
Wolf in Die Zeit in July, 1990, ‘GDR intellectuals must carry the can 
for history.’ And, as one of the most pre-eminent GDR writers on the 
world stage or, as the highly ideological young literary editor of the 
Frankfurter Allgemeine Zeitung, Frank Schirrmacher, put it, ‘the only 
intellectual who seemed to give proof of the spiritual sovereignty and 
self-sufficiency of the other German state’ ,4 Christa Wolf was made to 
stand in for the rest. As the attack became internationalized, even 
such liberal luminaries as Lorna Sage and Ian Buruma joined in the 
bunt, with Ian Buruma accusing Wolf in the New York Review of Books 
of being just the sort of intellectual thar the SED state machine 
needed: ‘[Wolf’s] struggles with her personal morality struck a 
tremendous chord with a people force-fed with propagandistic pap. 
Yet she never wavered in her political commitment. This made her 
the ideal writer for a communist regime, for she made it easier for 


? Ulrich Greiner, ‘Kerner ist fre: von Schuld’, Dre Zest, 27 July 1990 

3 Ibid 

4 Frank Schirrmacher, Dem Druck des herteren, strengeren Lebens standhalten’, 
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people to live in a quasi-totalitarian state. Indeed she made the per- 
sonal sacrifices, the spiritual hardship, seem virtuous.’5 


Among Wolfs many defenders, on the other hand—who included 
Günter Grass, Stefan Heym, Wolf Biermann, Walter Jens, Volker - 
Hage and Ivan Nagel—there was a general agreement that the ‘Literary 
Dispute’, or Literaturstrest, of 1990 had the aim not simply of discredit- 
ing Wolfs own political stance—a cautiously reformist eco-socialist- 
feminism which has, after all, at least as broad a following in the 
Federal Republic as in the East—but, rather, of obliterating all traces of 
GDR culture from the new Germany; and, not least, all traces within 
that culture of something that aspired to a better world than ‘actually 
existing socialism’, and which made of Christa Wolf and others, in 
Andreas Huyssens’s phrase, ‘deputies in the here and now of a socialism 
yet to come’.® 


The Wrong Kind of Dissident 


It is impossible, therefore, to separate Medaas from the context in which 
ıt was written, and this ın turn necessitates some understanding of the 
role that Wolf herself has played within German culture that led to her 
being targeted by the West German Right in the crucial year of 1990. 
Looking back, ıt is possible to see Christa Wolf's career as having delin- 
eated the forty-year arc of the German Democratic Republic; and her 
latest work raises the question of how—or whether at all—the pro- 
foundly contradictory experiences of the GDR may be located within the 
new Germany; or, for that matter, within the new Europe. 


It is perfectly true that, if Christa Wolf was any kind of dissident at all 
within the GDR, she was, ın the words of one conservative critic, ‘the 
wrong kind’. After a Nazi-era childhood in Landsberg—then in 
Germany, east of the Oder; now Gorzów Wielkopolski ın Poland—she 
joined the Socialist Unity Party (Sozialistssche Einhbertspartes: Destsch- 
lands, or SED) at the University of Leipzig after the war, where she stud- 
ied under the author of The Principle of Hope, Ernst Bloch.’ In her own 
words she was at that time a loyal comrade, ‘eine gute Genossin’. For 
Wolf, as for many of her post-war contemporaries, the SED’s analysis of 
the chaos that they had just lived through not only made sense of the 
Nazi period but also guaranteed that such things would never happen 


3 Tan Burura, ‘There's No Place Like Heimat’, New York Reorew of Beaks, 20 December 1990 

6 Andreas Huyssen, ‘After the Wall The Failure of German Intellectuals’, New German 
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again. Asa gifted young writer and party loyalist she was co-opted onto 
the Executive Committee of the Writers’ Union in 1955° and by 1963 
she was well enough regarded by the authorities to have become a can- 
didate member of the Central Committee of the SED.’ 


But just as the bumblebee is said to defy all the known laws of aero- 
dynamics when ıt flies, so Christa Wolf's writings have often soared 
in complexity, in delicacy, and in their willingness to explore 
uncomfortable truths far above the somewhat hobnailed politics of 
the Writers’ Union of the GDR. By the mid-sixties, Wolf was in the 
forefront of the ‘new wave’ of cultural renewal and experiment in 
poetry, prose and film that swept through Eastern Europe in the 
wake of the Khruschevite thaw. Her third novel, The Quest for 
Christa T., published in 1968, explicitly rejected the diktats of 
socialist realist fiction by taking as its subject a person who is 
avowedly ‘unexemplary’, ‘a life that can’t be used as a model’. 
Christa T., the central character of the book, first comes to the nar- 
rator’s attention when they are both still at school when she throws 
back her head in the middle of the street and blows an imaginary 
blast on an imaginary trumpet: booobaaahooo. A note 1s sounded for 
freedom. 


Painful Pleasures 


The novel charts the important but uneasy relationship between the 
two girls as they grow to womanhood with the maturing of the new 
Germany. In comparison to the narrator, Christa T. is a figure of phys- 
ical confidence and freedom, tearing across the beach in her swim- 
mung costume, slim and brown and laughing, as she chases an 
enormous red and white beachball for her child. She ts a force for 
renewal, arguing passionately that one should ‘never let things 
become finished, that they should always be originating’; and for self- 
expression, someone who ‘won't let herself be deprived of the right to 
live according to the laws of her own being’. 


But Wolf evokes the experience of the generation that grew up in 
East Germany after the Nazi era—the little girl’s sensitivity to the 
casual horrors of the war, and the inner anguish thar stays with her 
after it; the painful pleasures of her intellectual discoveries at univer- 
sity in bomb-blasted Leipzig; the tightly-bound combination of ‘cer- 
tainty and insecurity’ with which her generation set out to build the 
new ‘socialist order’; and the slow emptying-out of that dream in the 


*In 1959, Wolf moved with her young famuly to the industrial aty of Halle and rook up 
work in a culway factory, in accordance with the Party line char socialise writers should 
ımmerse themselves in the life of the industrial prolerariat The experience was reflected 
in ber second novel, Diseased Herres, Helle 1963 (New York 1976) It was during this 
period that Wolf herself colleborated—somewhat ineffectoally—with the Stasi, an 
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years that follow as the passionate late-night debates turn into sterile 
state monologues; the young woman’s struggle with the compro- 
muses of teaching, with marriage and bringing up her daughters— 
only to question it in the most stark and poignant form. 


For Christa T. begins to sense that the future that her generation 1s 
striving for is always being pushed along in front of them, that they 
will never really catch up with it. Insistently, she demands of the nar- 
rator, ‘Are you really living today, at this moment?’ Near the end of 
her life, she begins to feel like a caged animal, that she cannot break 
out of the deadly welter of banal actions and clichés. In evoking this 
restless, unsettling, demanding personality, someone who never 
really fits in, Wolf brings to life all the difficult, desirable, troubling 
things that a good society should make space for and which the Gpr, 
palpably, does not; for Christa T. dies of leukaemia in the mid-1960s, 
at the age of thirty-five. 


Socialist, not Realist 


Formally, as well as in its subject matter, The Quest for Christa T. 
breaks completely with the socialist realist mode. ‘Concrete episodes 
float like small islands within the stream of my thoughts: that is the 
structure of the novel’, Wolf wrote when she began working on the 
book.'° The narrator's own complex feelings about her material, her 
hopes, her misgivings, her thinking as she writes, all form a part of 
this reconstructed life, the author's presence consciously permeating 
the text. ‘As I write, I search. This very search 1s what I must record, 
as honestly, as exactly as possible.’*' This ‘recording of the search’ 
within the writing process was something that Wolf was to take 
much further in her next major work, Kindbeitsmaster, or ‘Patterns of 
Childhood’, translated in English as A Model Childhood. Here Wolf 
confronts the explosive subject of the Nazi era, not in the prescribed 
socialist realist mode of model anti-fascist heroes or exemplary 
instances of newly-raised class consciousness, but through the far 
more dangerous route of plunging back into her own subjective expe- 
rience and childhood memories of growing up under Nazi rule and of 
her eager teenage participation in the Bend Dextscher Madchen.‘ 


The narrative of Kindbeitimuster operates simultaneously within three 
different time-frames: one strand of the narrative evokes the intense 
ımmediacy of a little girl’s small-town life during the period 193 3-46; 
a second layer recounts an exploratory journey undertaken in 1971 
back to Wolf's native town, east of the Oder. The third strand tracks the 
author's own struggle to go back into her past during the actual period 
of writing the manuscript, between 1972 and 1975: the faltering, 


10 ‘Interview with Myself (1966) ın Chusta Wolf, The Writer's Drmexsren, London 1993; 
Dæ Demenstex des Astors, Berlin and Weimar 1986 

It Ibid. 

1 German Gurls’ League, the girls’ equivalent of the Hitler Youth 
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sometimes frightening processes of remembrance, the internal and 
external pressures to conform. The author’s consciousness of herself as a 
historical subject thus becomes a conscious dimension of the work, the 
‘author's dimension’: the problem of the writing, in Karin McPherson's 
phrase, is ‘made transparent in the narration itself”.* 


Cinema and Literature 


‘Prose should strive to be unfilmable’,“ Wolf has written: meaning 
that, in an age dominated by the visual image, narrative prose can 
only win a role for itself by doing that which cannot be done in any 
other medium; by evoking, for example, the multi-dimensionality of 
consciousness, the sense of depth that feeling and association, mem- 
ory, comparison, awareness of past and future, bring to the lived pre- 
sent moment of human experience, and which what Wolf calls the 
‘flat’ visual medium of film cannot approach—aunless it resorts to the 
use of an accompanying monologue or, in other words, to spoken nar- 
fative prose. 


The prose of Kindbeztsmuster is in this sense supremely ‘unfilmable’, 
gliding as effortlessly as thought between memory, dream, and expe- 
rience: from the recollection that comes into the narrator’s head on 
the car journey east, for example, of the cleaning girl who had told 
her, when she was eight, of how the girl and her family had hidden in 
the basement, crying, on the night in 1933 when ex-Communist 
Party members in their town had burnt the Party flags—for they 
were communists—to the local newspaper’s accounts of the event 
(‘the population of L. stood shoulder-to-shoulder along the main 
streets, waiting for the ss and SA torchlight parade...’); to the writer's 
own search for the experiences that would evoke the complex reality 
of that night—what were the people’s feelings as they lined the 
streets? Were there any beads of sweat—of fear? Did their palms 
grow damp as they waited? The narrative slips into the third person 
to see that world again through the little child who was there: ‘One 
had to watch adults’ eyes, not their mouths, when they spoke.’ Their 
eyes began to glitter when they pronounced certain words: ‘over- 
sexed’; ‘consumption’; ‘alien blood’. 


Published in 1976, Kimdbeitsmuster established Christa Wolf’s impor- 
tance as a writer on the world stage just as the relative cultural thaw 
in East Germany that had accompanied the post-1971 détente with 
the Federal Republic came to an abrupt and traumatic end. In the 
autumn of 1976, the SED authorities clamped down hard on the inde- 
pendent culture that had begun to flourish in the GDR—partly, per- 
haps, motivated by fear of contamination from the strike wave that 
had erupted in Poland that summer, partly through authoritarian 


13 Karin McPherson, Introduction, The Fourth Drmwensren: Interveeus with Christa Wolf, 
London 1988 
14 Christa Wolf, “Reading and Writing’, The Writer's Dimensten. 
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impatience with the critical and independent Left that was beginning 
to emerge in East Germany, encouraged by contacts with, the radical 
groups in West Berlin. 


An Enemy of Socialism 


The sudden turn was signalled by the refusal to allow the dissident 
leftist singer Wolf Biermann to return home to the GDR after per- 
forming at a concert in Cologne. Those who had signed an open let- 
ter of protest about Biermann’s treatment, Wolf included, were 
described by Vice-Minister of Culture Klaus Höpcke as ‘enemies of 
socialism’ and were singled out for punishment. Wolf's flat was 
placed under surveillance, Wolf was removed from the Executive 
Committee of the Writers’ Union and her husband, the writer and 
critic Gerhard Wolf, was expelled from both the Writers’ Union 
and the Party. Soon afterwards, Wolf suffered a heart attack.*3 


It is this period that Wolf describes in What Rematns, written in 
1979, an intensely realised interior monologue, some sixty pages 
long, in which the writer attempts to chart the inner landscape of 
her own fear in the face of hostile state surveillance. It begins from 
the moment that the narrator gets up in the morning, to peer out of 
her window to check whether the car is still there in the car-park 
across the street: a car ‘with three stout, able-bodied young men in 
it’, with their nylon jackets and thermos flasks, watching her flat. 
The narrative tracks the course of those ‘incessant interior mono- 
logues’ in which the narrator finds herself trapped, tracing the 
mounting levels of her fear as it rises towards semi-hysteria, and her 
shocked sense of paralysis as she realises that she has been staring 
out of the window towards the car park, transfixed, for an inter- 
minable length of time. Battling with the inner voices of her fear, 
the narrator gropes for a ‘self who will act ın this situation—‘] 
myself. But who was that? Which of the multiple beings from 
which “myself was composed? The one that wanted to know itself? 
The one that wanted to protect itself? Or that third one that was 
still tempted to dance to the same tune as the young gentlemen 
there outside my door?’ 


The course of the day that follows is permeated by the awareness of 
the shadowy army of the police state: of the third ear present in the 
phone conversation, of the other, unknown readers of her mail. Yet ıt 
ends with a moment of epiphany that recalls the ‘forward yearning’ 
towards what has ‘not-yet-become’ of Wolf’s old teacher, Ernst 
Bloch.'® The narrator gives a public reading at a cultural centre. In 
the discussion that follows, a young woman introduces the word 
‘future’—'a word we're all helpless against and which is capable of 


15 See Robert Sayre and Michael Lowy, “Romantiasm as a Feminist Vision The Quest of 
Christa Wolf” 
16 Ernst Bloch, The Principle of Hope, Massachusetts 1995 
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changing the atmosphere of any room’, thinks the narrator. How was 
a liveable future for themselves and for their children to grow out of 
the present situation? While the writer is shaken with fear on the 
young woman's behalf, other hands go up, repeating and enlarging 
- the theme. The frozen isolation of the writet’s day, so chillingly 
evoked, gives way in the semi-darkness of the auditorium to the sud- 
den, surprising warmth of human solidarity. The problematic ‘I, 
myself’ resolves itself simply and movingly as the ‘terrible habit of 
speaking for others’ fades away and ‘everyone spoke for themselves’. 


Hopes and Fears 


It is the impetus of this discussion that makes the narrator pick up her 
pen to write. What remains, what will remain, of the socialist project? 
What is.still true? Those who would attack Wolf for political coward- 
ice in 1990 missed the point. The enduring value of What Remains lies 
not in any heroism against the stare but precisely in its nerve-tingling 
evocation of the inner world of a genuine political fear, an experience 
which has not, alas, been banished by the defeat of world communism; 
although the contradictory yearning for the values that one once shared 
with that same state is perhaps specific to those suffering repression 
under a regime of pseudo- or would-be progressive aspirations. 


The manuscript of What Rewazns could not, of course, be published in 
the East. Christa Wolf turned instead to history, exploring the theme 
of the alienation of the writer under-censorship through the experi- 
ence of the early German Romantics in No Place on Earth (1979) and 
that of militarism and male domination in Cassandra (1983), her 
superb evocation of the Trojan War.’7- 


It was not until the autumn of 1989, when protesters had thronged to 
the candlelight vigils outside the Gethsemane Church, when the 
Monday evening demonstrations in Leipzig had swelled from hun- 
dreds to tens of thousands, and when a million had marched for reform 
through the streets of East Berlin, that Christa Wolf got out the man- 
uscript of What Remains and reworked it—to what extent, we do not 


17 Cattemera, far more than Whet Remeses, is the work in which Christa Wolf explores the 
sense of guilt of one who feels that she has conformed for too long with the dictates of 
those in power. Cassandra, che proud and privileged peiestess and seer, King Poam's 
favounte daughter, berares herself again and aguin foc bow slow she bas been to take a 
sound, bow her privileges have intruded between herself and the ‘most necessary insights’, 
how the differences that she had taken such pride in between herself and che ngidly con- 
foemist old priestess amounted to little more than ‘inner reservations’. She recalls with 
shame the time she cned our to Eumelos, the Chief of Police, “Believe me! I want the same 
things you people do!’ to which Eumelos replies, with pursed lips, Excellent. Then you 
will suppoct our measures’, and leaves her standing there ‘like a dumb clod’ Why, 
Cassandre asks herself, when she finally did discover the truth, thar there is no Helen, thar 
the Trojan War us being fought sumply over access co the Dardanelles and foe the bonour of 
the House of Pram, why did she not say so to the people? Why only tell Eumelos? 
“Because the Eumelos inside me forbade tt.’ And when finally she does manage to stand up 
in the Council and say “No SSO WOE A Se ere Sera or ae aa 
has called “father”’. 
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know. Arguably, it might have been better if, at this stage, Wolf had 
made use of the multi-layered prose that she had developed in 
Kindbeitsmuster in order to signal within the text the changes that she 
made in 1989; or, perhaps, to have situated the earlier text within a 
later one; although none of this would have made any difference to the 
storm that broke over her head when What Remains was published in 
the summer of 1990. 


By that time, the brief moment of East Germany’s ‘October revolution’ 
was long gone. The huge popular movement for reform had collapsed 
in the face of an even larger fact: that of the Federal Republic, the huge, 
powerful and, above all, fully functioning state next door. Into the vac- 
uum thus created in the East rushed the triumphalist ideologues of the 
West, ready to do battle with the last vestiges of GDR culture; and 
Christa Wolf, as has been seen, was made to stand in for the rest. 


But the Literaturstreit that followed the publication of What Remains 
quickly passed beyond the question of Christa Wolf’s relationship to 
the literary establishment of the old regime to take up the role of 
German literature as a whole.'® In an echo of the calls made during 
the German ‘Historians’ Dispute’ of 1986 for Germany to be done 
with berating itself about the concentration camps and become a 
‘normal’ country like the rest," both Ulrich Greiner and Frank 
Schirrmacher went on from their attacks on What Remains to argue 
that ıt was time for German literature to become ‘normal’, too. 
Literature in both East and West Germany had been burdened for too 
long by the ‘extra-literary tasks’ imposed by the shadow of 
Auschwitz, ıt was argued. Art had not been allowed to be itself. 
Instead, it had been constantly enlisted in the service of some other 
cause——'‘bourgeois morality, the class struggle, humanistic goals or 
ecological catastrophe’. Now, with German unification, the situation 
had at last changed. German literature and morality need no longer 
continue with their ‘marriage of convenience’ .?° 


18 Boe che key texts of the Lstenaterstyect see Thomas Anz, ed , Es gabe nicht am Christa Wolf. 
Der Literaterstret rm veresxtes Deatschland, Munich 1991 In English, Keith Bullivanc, The 
Fatare of German Literature, Oxford 1994; Scepben Brockmann, “The Politics of German 
Literature’, Mametthefte, vol. 84, 00 1, 1992; see also the special issue of New German 
Critique 52, Winter 1991 

9 The 1986 Histerzherstrest or ‘Histonans’ Dispute’ over twentieth-cencury German his- 
tory began wich an article by Ernst Nolte, “Vergangenheit, die nicht vergeben will’ (The 
Past chat Will Not Go Away’), Frankfurter Allpamerne Zestung, 6 June 1986, which imme- 
diately drew forth powerful responses from Jurgen Habermas and others. Nolte argued for 
a ‘relatrvization’ of the concentration campe and of the ‘so-called annihilation of the Jews’ 
ın the context of other crumes against humanity, echoing the German nght's long-stand- 
tog demand for ‘the decruminalizacion of our history as the precondition for a normal 
nacional consciousness’ (Erklerung des Deurschlandrars vom Dezember 1983’, Netia 
Exrepe 34 1, January 1984) Thus Franz Josef Scrauss, leader of che Bavarien cau, for 
example “We must end the attempt to limit German history to the twelve years of Hitler 
We must emerge from the dismal Third Reich and become a normal nation again.’ (Ths 
New York Tems, 13 January 1987) Both cited in Hans-Georg Beta, ‘Deurtschlendpolitik’, 
New Gorman Critrqme 44, 1988 

=æ Ulnch Greiner, ‘Die deutsche Gesinnungsasthetik’, Dre Zest, 8 October 1990 Cited in 
Bullrvant, p 6 
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Returning to Normality 


In an article entitled ‘Farewell to the Literature of the Federal 
Republic’,?* published on the eve of unification, Schirrmacher called 
for a ‘paradigm shift’ away from the writers who had dominated West 
German literature since the Sixties—-Heinrich Böll, Günter Grass, 
Uwe Johnson, Peter Weiss, Erich Fried and others—referring to 
them as ‘“Zivilisationsliteraten’ types who, obsessed with a moral- 
historical coming-to-terms with the fascist past, were preventing lit- 
erary history from flowing on its ‘normal’—thar is, purely 
literary—course. 


The persuasively energetic conservative literary theorist Karl Heinz 
Bohrer also welcomed the chance to be done with socially committed 
literature from both East Germany and West. Bohrer had already 
argued that the moral burden of Auschwitz had merely tightened the 
Enlightenment strait-yacket that had restricted German literature 
since Schiller’s Letters on the Aesthetic Education of Man. Evil and laugh- 
ter, the two great exponents of the ‘uncontrolled imagination’, had 
been made taboo by an extra-literary ‘consciousness of responsibility’? 
in response to the horrors of the concentration camps—a curious 
charge, one might think, to lay against the author of The Tin Drum. 
The ‘art for art’s sake’ tradition of French symbolism, English aestheti- 
cism and high modernism had been placed under quarantine. Bohrer 
called instead for a return not just to the powerful tradition of German 
Romanticism—to which, of course, Christa Wolf and other GDR writ- 
ers had turned in search of models of censored, alienated, free-roaming 
fore-bearers—but for a literary practice that would ‘rescue the eternal 
in art from the transience of the present’.?3 Paradigmatically, in twen- 
tieth century terms, Ernst Jünger versus Heinrich BOll.4 


Christa Wolf's Medea comes to us, then, charged with the political and 
ideological context in which it was written. It is, first of all, a rebuttal 
of the Right’s call for a divorce between German literature, morality 
and politics, for this is a novel concerned above all with social themes; 
an allegory, in part, of the recent history of the two German states. It is 
a story about the workings of power and the failure of opposition, set 
in the darkest of times; about the nature of fear and about the creation 
of a scapegoat onto which the community’s own worst fears can be pro- 
jected, in order to safeguard the rule of power. 


“Frank Schirrmacher, ‘Abschied von der Literacur der Bundesrepublik’, Fraahferter 
Allpemerne Zettung, 2 October 1990. 

™ Karl Heinz Bohrer, Neth der Natar, 1988. Cited in Brockmann, ‘The Politics of German 
Literature’, p 52. 

33 Karl Heinz Bohrer, ‘Die Aschetik am Ausgang ihrer Uamundigkert’ Markar 43, 1990 
M Seepben Brockmann poime our ther Sasche Anderson, the ‘entrepreneurial literary 
spirit’ behind Eest Berlin’s supposedly oppositional Prenzlauer Berg poetry movement 
and one of the more perfidious Sean agents oo the GDR literary scene, was also edvocaring 
an arct-for-act’s-seke autooomy from social and political engagement. See Stephen 
Brockmann, ‘German Literary Debates after the Collapse’, Gemas Lifi and Letters vol. 47, 
no. 2 Apel 1994. 


‘The Corinthian Shore 


As in Cassandra, Wolf manages to evoke the sensuous reality of the 
Bronze Age world with the simplest of touches: Medea sitting on a 
coil of rope on the Argo’s deck, the night sky above her, the waters 
calm, the waves washing quietly against the sides of the ship; or the 
stone-hewn corridors of the palace of Corinth, the entrance to the 
secret passageway hidden behind an animal pelt on the wall. But, in 
contrast to the luminous sunsets of Cassandra's Troy, the landscape 
here is dark and harsh, the Black Sea troubled. Medea flees her home- 
land with Jason and his Argonauts under cover of the night and 
arrives beneath low, forbidding clouds on the gloomy Corinthian 
shore; she crawls in darkness through the mud and rock of the under- 
ground passages that lie beneath the palace of Corinth, following the 
mad old queen, to discover the bones—the ‘meagre, childish skull, 
fine-boned shoulder blades, brittle spinal column’—that are the evi- 
dence of the murderous secret on which rests King Creon’s power. 


Images of sickness and death pervade the novel; earthquake and 
plague bring forebodings of the country’s fall. Corinth is described as 
being in the grip of a malady, a disease that ‘might at any moment 
take a self-destructive turn’; its people live in a state of constant ter- 
ror, dependent on the tiniest changes in the atmosphere surrounding 
the powerful, so that the real terror, the earthquake, seems to many 
like a Liberation when ıt comes. 


The story is recounted in the form of eleven interior monologues, 
each voice itself seeming to arise out of 1ts own 1ntenor darkness, each 
one driven by fear or uneasiness, by hatred, ambition, distrust. Jason 
here is a weak and troubled figure with his glory-days long behind 
him and the Argo rotting in dry-dock. He struggles to keep abreast 
of the faction fights in the palace, deeply alarmed by Medea’s rash 
desire to uncover the truth. Clever, resentful, scheming Agameda, 
once Medea’s favourite pupil, is determined to make a success of her 
new life in Corinth and plots Medea’s downfall in a series of secret 
palace meetings with the king’s chief political advisor, Akamas: ‘We 
made a game of our plans, which grew more and more refined, and 
played it in an unreal atmosphere, as though no one could be affected 
by our playing. If one wishes to think freely and effectively at the 
same time, this is a very useful method...’ The monologues overlap, 
succeeding one another, building to a sense of doom: the outcome 
seems closed from the start, predetermined by the balance of forces. 
The self-interest of those in power will vanquish those who question 
the grounds on which that power rests. 


The Dangers of Memory 


Memory here is not, as in Kindbettsmuster, an active, reappropnating 
force, chasing down the historical truth through layer after layer of 
suppression, denial, forgetfulness, but rather something that is itself 
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under threat: the true nature of quite recent events seems to disap- 
pear even as one speaks of them. ‘But you know the real story’, Medea 
says to her loyal maid when the rumours that she has killed her own 
brother first start to circulate. ‘I know it. I'll always know it’, Lyssa 
replies, and Medea understands: ‘that meant that not everyone always 
would’. The evocation of the past has become a slippery, often dan- 
gerous business, unleashing the furies of fundamentalism in Colchis 
and, in Corinth, the hunger for a return to human sacrifice in order to 
appease the vengeful gods. “We can’t deal with the fragments of the 
past anyway we like,’ Medea comes to feel, ‘piecing them together or 
ripping them apart just to suit our convenience...’ 


The rebellious woman as outsider, questioning and testing the values 
of her society and its ability to enable ‘the free development of all’ has 
always played a crucial role in Christa Wolf's fiction. In The Quest for 
Christa T., the very purpose of the work itself is an attempt to inte- 
grate the challenging, difficult, desirable qualities of this outsider 
into the narrator’s culture. The heroine of Cassendra—written 
between 1980 and 1983, when both the international women’s 
movement and the pan-German and pan-European peace movements 
that arose against the siting of American nuclear missiles in the UK 
and West Germany were asserting themselves most strongly—finds 
her warnings go unheeded and has to break her ties with the Palace; 
but she does so in the context of an alternative world, that of the 
Cybele-worshippers on the slopes of Mount Ida, the religion of her 
old nurse and maidservant; of the people who meet at the old teacher 
Anchises’s house, outside the city, to talk, to eat and drink, to ‘live 
their freedom’. ‘“They” exist!’ cries Cassandra, at one point. There is 
a place for her ın the rebel culture, outside the walls. 


Medea, too, would seem to possess all the qualities thar the 
Corinthians need: she 1s a healer, something of a new age figure in 
fact, who believes in the free flow of all life forces and in the emotions 
as a creative source of thought, whereas the class-conscious 
Corinthians are reserved and suspicious, their bodies stiff, their faces 
distorted and tight-lipped. Medea is brave enough to confront the 
truth and thinks the Corinthians should do the same; they are afraid, 
and can deal with their fear only by shifting it on to her. 


Medea’s Flight 


But Medea is alienated from the society around her to a far greater 
degree than any of her predecessors in Wolfs work and is, from the 
start, far more alone than they. Chased from her own homeland, she 
is a foreigner in Corinth, a city where outsiders are despised as dan- 
gerous and inferior breeds, distanced by court intrigue from her 
conformist husband and cut off, too, from her fellow Colchian 
refugees, who have ‘jerry-built themselves a dream world out of 
pure grief and homesickness, and out of rage at the treatment they 
get from the Corinothians’—another example of a utopia gone 
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sour.? Nor does she have any identification with the Corinthian 
women, who seem to her like ‘tamed house pets’ while to them 
Medea is a wild woman, a barbarian. In the end, vilified, spat upon, 
rejected, nothing is left to her but to curse the Corinthians and 
their state. ‘Is 1t possible to imagine a world, a time, where I would 
have a place?’ Medea asks, at the end of the book. “There’s no one I 
could ask. That’s the answer.’ 


In Wolf's earlier works, the figure of the rebellious woman has herself 
always been torn by conflict, experiencing within herself the tensions 
between conformity and self-expression, between comfortable denial 
and hard truth. In Medea, on the contrary, Medea is ‘an innocent vic- 
tim, free of inner conflict’, utterly convinced of her own rightness. As 
Leukon—the Corinthian intellectual whose fate is to understand 
everything yet to be able to do nothing—puts ıt, ‘the rift did not run 
through her, but gaped between her and those who had slandered and 
condemned her, who drove her through the city, insulted her, spat 
upon her.’ 


This idealization of the scapegoated victim is not necessarily helpful 
in the writer's avowed aim of rescuing Medea from our misjudge- 
ment—from a misjudgement ‘of her and of ourselves’, as Wolf puts it 
in the short Foreword to Medea, the only place in the narration where 
we hear the writer’s own voice. Lacking ambivalence and inner con- 
flict, Medea ıs also denied the ability to grow through conflict, to 
develop. In the past, Wolf has used the ‘writer’s dimension’ to intro- 
duce problems of doubt and ambivalence, to continue to ask difficult 
questions even where there are no answers to give; and also, impor- 
tantly, to provide a work of prose fiction with its necessary element of 
what Wolf has called ‘contemporaneity and commitment’.*°In The 
Quest for Christa T. , Kindbeismuster and Accident, this dimension forms 
a conscious part of the narration itself, while Cassandra was published 
together with an accompanying set of essays on the context of its cre- 
ation, so that a sense of the problematics of the fictional undertaking 
accompanies us as we read. In Medea, by contrast, there is only this 
brief Foreword to suggest what our relationship might be with ‘this 
uneasy shape that seeks to step out from the shadows of misjudge- 
ment’, this wild woman ‘in whom our time meets us’. 


Tight-lipped Resistance 


In the context of its times, of the vicious and uncalled-for attacks on 
Christa Wolf in the German Literaturstreit, this reticence may seem 
an understandable defens:veness: Medea may be read as a novel of 


5 Marianne Macdonald points out that ‘In Afoa, Harti and Ireland, as ın other colonized 
counties, performances of Medea (have been) staged as an affirmation of liberty. The 
play is co-opted as a weapon directed at the oppressor’s heart’ See Marianne 
Macdonald, ‘Medea as Polucen and Diva’, in James J Clauss and Sarah Iles Johnston, 
eds , Madea Essays ou Madea ra Myth, Literature, Philesopby and Art, 1997. 
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resistance, tight-lipped but brave; but there is, nevertheless, a feeling 
about it of a mouth clamped shut. It would be ironic indeed if the tri- 
umphant ride of the free-market cultural juggernaut across the 
German Republic were to lead to the extinction of such painstaking 
explorations of the individual subject’s role in making and being 
made by history as Wolf has given us in the past. 


Christa Wolfs work has always contained a tension between the 
yearning for a better future and the bleak reality of the present world: 
the young Christa T. jumps up from the communist pamphlets she 
has been reading, thinking, “Yes, this is the way to ourselves’, only to 
be confronted with the brutality outside her window where a group 
of schoolboys are smashing a nestful of magpie’s eggs against a rock. 
Nevertheless, the element of hope has always been present, repre- 
sented in Kendheitsmuster by the free and independent-minded figure 
of the narrator’s daughter, Lenka, and by the young woman who 
speaks the word ‘future’ at the Cultural Centre meeting in What 
Remains. In Cassandra, the women on the slopes of Mount Ida, know- 
ing that they are lost, still speculate about who will come after them 
and what message for the future they might leave. 


In Medea the only basis for hope seems to lie in the tiny artists’ com- 
munity that Medea stumbles across when, pursued by the Corinthian 
mob through the plague-struck city into an area of narrow paths and 
squat clay hovels, she is rescued by the sculptor, Oistros. The sculp- 
tor’s house is a place of calm and creativity, where people can still talk 
freely, ‘people who won’t let themselves be dragged into the gears 
that turn the Connthian cosmos’. At the end of the book, Medea 
declares herself to be without hope, without fear: ‘free’. Posterity, she 
has been assured, will know her only as a child-murderess. But 
Oistros, the sculptor, is still working, his house damaged but not 
totally destroyed by the earthquake. He is struggling to carve a 
sculpture of figures locked 1n a furious, endless embrace. 


‘The need to write in a new way follows a new way of living in the 
world’, Wolf wrote in 1973.77 Hither ‘we can announce... that the 
death of prose is nigh...’ or “honestly” admit our failure and act 
accordingly by lapsing into silence... A third possibility remains: to 
try to stand one’s ground, by continuing to produce. To stand one’s 
ground against whom? And why?’ 


> Christa Wolf, “Reading and Wanng’, The Writer's Drweniron 
"7 Ibid 
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review 


Nicholas Jacobs 


Trials and Triumphs of 
East German Publishing 


In his autobiography, Walter Janka, who died ın 1995, records the 
following exchange during his interrogation by the infamous Erich 
Mielke (Minister of State Security in the GDR) after his arrest ın 1956 
on charges of endangering state security while head of the Aufbau 
Publishing house. ‘Mielke: “Don’t talk rubbish! You wanted the 
counter-revolution, like the Hungarians. Petöfi Circle there, Aufbau 
here! Do you deny it?” Janka: “Would you mind stepping back a lit- 


noy 


tle? I don’t like people spitting ın my face”. 


Carsten Wurm’s history of Aufbau in its early days is ın some ways a 
mini-literary history of the first twenty years of a German state which 
no longer exists, and ıt culminates with a fireworks display in 1956, 
annus mirabilis and horribilis with its arrests and repression, thus 
providing the background to the above scene.” It records much else 
besides, with considerable authority and detail, for its author has for 
the last twelve years been Aufbau’s chief archivist. 


Aufbau was founded in August 1945 in the period before the setting 
up of a separate Soviet-controlled administration in April 1946, a 
period sometimes referred to as the Azdakzert—after Azdak, the 
judge in Brecht’s Cawcasian Chalk Circle whose rulings ushered in ‘a 
brief Golden Age when there was almost justice’. This is perhaps 
romantic ‘ostalgia’, but compared with what followed, especially 
after early in 1947 when the separate zones of Germany were formal- 
ized, these months, during which Aufbau quickly grew to become 
the biggest literary publisher in Germany—challenged later by S. 
Fischer in Munich and Rowohlt in Hamburg—can be seen as a liberal 
period when, for instance, the Soviet military administration’s chief 
cultural officer reined in his own censors for being too harsh. 


One of the early 1mportant associates of Aufbau was Johannes R 
Becher, sometimes cruelly called the William McGonagall of 


1 Walter Janke, Spares smes Lebens, Reinbeck 1991, p 321 
2 Carsten Wurm, Der Frabe Axfbex-Verlag, 1945-1961, Harressowitz Verlag, Wiesbeden 
1996, PB 66 DM 
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German Expressionism. Becher, a middle-class German communist 
who had spent years in emigration in Moscow, had seen more senior 
German communists killed there in the purges than were lost io 
Hitler’s camps; he had learnt very little Russian, longed to step 
once more upon German soil, and looked forward to the revival of 
literary publishing as it had been before 1933. Instead, he became a 
prime mover in a policy of cultural reconciliation and renewal 
which sought to include non-Nazi writers who had stayed in 
Germany—like Gerhart Hauptmann and Hans Fallada—as well as 
the politically more acceptable exiles like the communist play- 
wright, Friedrich Wolf (unhappy at the inclusion of non-exiles), 
Willi Bredel, Theodor Plivier, Heinrich Mann and others. In this 
earliest period, Aufbau often resorted to creating books—essays by 
Lukács, for example—by reprinting articles from International 
Literatur, the Comintern’s literary journal, as well as reprinting 
classics from pre-Nazi editions to which new introductions were 


added. 


In Zurich in 1947, Brecht noted in his Jowrnals ‘with a shudder’ that, 
not having had a revolution of its own, Germany ‘will now have to 
assimilate the Russian one’. And in the period that followed, from 
1947, Aufbau duly issued its share of translations from Russian, 
including major editions of nineteenth-century classics but also such 
old chestnuts as Makarenko’s Road to Life and hagiographies of 
Lysenko and Pavlov. 


The first head of Aufbau was Kurt Wilhelm, a non-communist who 
had worked 1n German publishing and had resistance credentials. He 
resigned in Spring 1947 under political pressure and was replaced by 
Erich Wendt, a communist typesetter who had been in emigration in 
Moscow, including two years in prison and deportation to Siberia. 
Although stubbornly sympathetic to Soviet policies, Wendt was 
forced to take account of the great appetite among the East German 
public for exile literature from the West—Lion Feuchtwanger, Bodo 
Uhse, Anna Seghers and others. He also inherited from Wilhelm one 
of the most culturally sophisticated and interesting figures in 
Aufbau’s history, the former art historian and New York-migré, Max 
Schroeder, one of several senior editors who stayed with the company 
through the worst years and did what they could to preserve its liter- 


ary reputation. 


By 1952, when Aufbau’s catalogue included pamphlets which 
reprinted articles from the Great Soviet Encyclopaedia, Wendt 
complained that it was becoming more a scientific publishing 
house than a literary one. He left, opening the way for the appoint- 
ment of the impressive Walter Janka who combined Party loyalty 
with an outsize sense of his own political and moral rectitude 
and, as a worker—he was another typesetter—an absolute deter- 
mination to beat ‘middle-class’ West German publishers at their 


own game. 
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Bartering Mink Coats for Books 


One would have thought that even someone like Janka could do little 
at a tume of strict government control, when print-runs were set cen- 
trally according to ideological merit, not potential demand. In fact, 
io his astute hands, the literary programme flourished, culminating 
in a twelve-volume Thomas Mann edition, edited by Hans Mayer, 
and presented to Mann on his erghtieth birthday just before he died. 
The obstacles that had to be overcome in publishing West German 
authors in the East, with its valueless currency, involved anything 
from offering Eisenach-made BMWs to Russian mink coats—the lat- 
ter gratefully accepted by the whole Thomas Mann family. At one 
stage, it looked as though books printed in the East for S. Fischer 
Verlag, in lieu of cash payment for Thomas Mann rights, would have 
to be submitted to the East German censor before being smuggled 
across the Swiss border because such trade was unacceptable to the 
West. Janka’s ability to woo, ın particular, Thomas Mann, to out- 
manoeuvre the legendary Gottfried Bermann Fischer and, when nec- 
essary, to bully his own cultural bureaucrats, seemed somewhat 
incredible in his autobiography; they are amplified in Carsten 
Wurm’s account, and become even more impressive. 


Alongside Janka in the early 1950s was another figure—nearly as 
phenomenal—that is, Wolfgang Harich, a philosophy specialist who 
took Ernst Bloch and Lukács as his mentors, and who almost single- 
handedly established philosophy publishing of quality in East 
Germany, working particularly on Herder. He was also a literary edi- 
tor, producing a six-volume edition of Heine. 


Throughout the 1950s, East Germany lived up to its self-proclaimed 
reputation as a Leserland—land of readers. Consumption of serious 
literature was higher than in the West, especially of the classics. 
However, the search for indigenous authors was less successful, 
despite writing-schools, literary prizes and other temptations. 
Aufbau mostly left this area to other East German publishers, but its 
own house authors—Franz Fiihmann, Günter Kunert and Heiner 
Mtiller—sold badly. 


Literary censorship was at its harshest in East Germany in 1952, 
culminating ın the rejection of Hanns Eisler’s opera libretto Johann 
Faustus, a work which requires much learning to read as well as to 
censor. Such learning was not lacking with well-read editors around 
like Alexander Abusch—eager to curry favour as a West-€migré, then 
coming under suspicion—the rigidly orthodox communist 
“Deutsche Klassik’ expert, Wilhelm Girnus, and Alfred Kurella, the 
Moscow survivor (some said at the expense of his more popular 
brother, Heinz, executed in the purges). Faced with such judges, even 
the voluble Eisler, pupil of Schoenberg, friend of Brecht and of 
Thomas Mann, was stunned into silence and never composed a note of 
his score. His friend Max Schroeder was also savaged into temporary 
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submission. That year went from bad to worse. Janka himself was 
threatened when his comrade and friend from the important Mexican 
emigration, Paul Merker, was arrested and scandalously accused of 
being an imperialist spy and Zionist agent. The admirably cussed 
Janka did what he could, and gave Merker proof-reading jobs while 
he was under arrest. Among other works suppressed at this tıme was 
Ludwig Renn’s Der spanssche Krieg, already in proof. The problem was 
its mention of heroic deeds during the Spanish Civil War by German 
communists who had since been denounced. Here Janka, himself a 
Civil War veteran with scores to settle, played a less admirable role. 


The consequences of the 17 June 1953 uprising in Berlin were, sur- 
pfisingly, positive on the cultural front. The government realized 
that things could not go on in the old way. The intellectuals were by 
and large not implicated and censorship grew less fierce. It was in this 
atmosphere that Janka returned to an idea he had first suggested to 
Ulbricht in 195 1—the founding of a branch of Aufbau in Hamburg, 
probably chosen because it was the stamping-ground of Ernst 
Rowohlt, unique among West German publishers in encouraging the 
idea that his list should be marketed in the eastern Leserland, and 
quite conscious of what a commercial killing he might make. In fact, 
it was for this reason that Ulbricht eventually vetoed the whole plan 
so carefully negotiated by Janka: the spectre of West German compa- 
nies claiming the right to open branches in the East was too much. 


When considering the astonishing and crucial years of 1955 and in 
particular 1956, a new name of honour deserves a place beside those 
of Janka, Harich, Schroeder and the influential Hans Mayer—that of 
Giinter Caspar, a senior editor who had been a prisoner-of-war in the 
usA and Britain where his passion for literature had developed in 
camp libraries. Caspar stood beside Janka and Schroeder in every dif- 
ficulty and replaced the latter when he retired with cancer in August 
1956. 


Disputes with Lukács 


Surprisingly, the fermentation that took place at Aufbau in 1956 had 
begun with criticisms of Lukács—who had also been attacked in 
avant-garde circles in Budapest—at a meeting at the Aufbau offices 
io May 1955. Lukács was immediately put on the defensive when an 
editor raised the subject of Dostoyevsky——a passion of Lukács’s ‘deca- 
dent’ youth—and became even more upset at the mention of another 
of his rejected heroes, Wilhelm Dilthey. Unrolling his own version of 
‘the Great Tradition’, culminating in Fontane and Thomas Mann, 
and denying there was anything worth reading in between—espe- 
cially ‘decadent’ symbolism—Lukacs trotted out a quotation, with- 
out context, from the nineteenth-century Danish writer, Jens Peter 
Jacobsen: Down with Superfluous Refinement!’ This did not go 
down well with the Aufbau editors. He was asked why he hadn't 
mentioned Hermann Broch, Musil or Kafka in his book on German 
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literature in the umperial age, and broke off the discussion altogether 
after denouncing Brecht’s early work as ‘very dangerous’ when 
answering another awkward question. Nevertheless, if Lukács was 
against the avant-garde, he was equally against Soviet-style socialist 
realism. He had even mentioned Sartre and Camus when he spoke of 
too crude a use of the concept of decadence, and his Meaning of 
Contemporary Realism was therefore taken on enthusiastically by the 
Aufbau editors. It was a version of this book which lay in proof on 
Janka’s desk when he was arrested in his office in December 1956 
accused, among other things, of conspiring to bring Lukfcs—who 
had by then become a leading light of the more liberal Hungarian 
communist intellectuals in Budapest—to play a similar role in 
Berlin. 3 


What had happened? In short, the influential Party intellectuals cen- 
tred on Aufbau were setting their own cultural agenda. This was typ- 
ified by Hans Mayer who published a censored radio-talk ın the 
Aufban-owned weekly Sonntag calling for the urgent recognition of 
Kafka, Proust and Joyce. Aufbau was developing plans to rediscover 
‘late bourgeois’ German literature, to publish non-socialist foreign 
literature and cut down on orthodox German writers, as well as to 
negotiate rights to publish contemporary West German writers. This 
meant more Hermann Hesse—whose publication even Brecht 
encouraged——Werfel, Roth, Hofmannsthal and, of course, Kafka. 
Among contemporaries, the call was for Hemingway, Sartre and 
Moravia (recommended by Lukács). Among foreign classics were 
Conrad (Nostromo and Heart of Darkness), Hardy (Jude the Obscure, 
edited by Schroeder) and Haldor Laxness, a favourite of Janka’s who 
repaid the compliment by taking up the cudgels for him after his 
arrest and imprisonment. In addition, Caspar and Mayer were plan- 
ning an edition of Proust which the latter was eager to introduce. 


In addition to this declaration of virtual cultural independence, came 
the consequences of the ‘revelations’ of the Twentieth Soviet Party 
Congress, which in the East were hardly revealed to anyone, combined 
with Ulbricht’s resistance to criticism, let alone change. To their last- 
ing credit, the leading Aufbau editors—Janka, Harich, Gustav Just 
and Heinz Zdger (editors of journals owned by the firm)—met and 
allegedly conspired against the country’s anachronistic leaders in the 
company of the recently-released leader-in-waiting, Paul Merker. The 
hapless Becher, then Minister of Culture, who had looked on approv- 
ingly but passively at recent developments, caved in to power as he 


3 According to Janka, the respected novelist Anna Seghers came to him in a state of panic 
two days after Soviet troops had marched into Budapest chat October She was convinced 
that the elderly Lukács's Lfe was in danger from the expected ‘counter-revoluuonary’ reac- 
non, and had persosded Becher ther someone must go and rescue him Becher’s minister- 
tal car was available Would he, Janka, undertake che cask? Dubious, but eager to help a 
leading Aufbau author, Janka agreed, soon after, be was told by Becher that Ulbricht had 
ruled our the operation A few weeks later, Janke was arrested Janka, Spare anes Lebens, 
Pp 264-70. 
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always had. Janka, Just and Zéger were all arrested—Harich was 
already under arrest—while Becher, who had. already confessed in a 
suppressed book to participating in the purge of German communists 
ın Moscow, remained mute and free. Becher and Klaus Gysi, another 
obsequious middle-class communist who had been associated with 
Aufbau from the beginning, now presided over the dénouement. 
However, in terms of books published, nothing could be the same 
again: the toothpaste was out of the tube. Thanks to Caspar and to a 
certain extent Gys1, some of the projects conceived during La folle année 
were subsequently published and Aufbau’s programme never retreated 
to that of the early 1950s. 


Wurm’s rich work of cultural history is at the same time a record of 
intellectual and political courage in a German state that risks obliter- 
ation from historical consciousness. It records noble intentions and 
some noble characters in a very hostile world. Some of that hostility 
was self-induced and understandable; East Germany was, after all, a 
state led by men and women to whom evil had been done, not only 
under fascism, but under the rule of their own Soviet ‘comrades’, and 
‘those to whom evil is done/Do evil in return’ 


This book shows what a comparative triumph ıt was to produce, 
under such circumstances, the many respected editions, always well 
designed and often bound in genuine cloth, for which Aufbau will 
always be remembered. 
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comment 
Gregor McLennan 


The Question of Eurocentrism: 
A Comment on Immanuel Wallerstein 


In his critique of Eurocentrism, Immanuel Wallerstein has provided a 
useful discussion of a major issue for contemporary left politics and 
critical social science.’ By contrast with the higher-profile subject of 
‘multi-culturalism’, to which it 1s of course related, the Eurocentrism 
question has received less considered debate. Wallerstein’s contribu- 
tion is therefore very welcome, providing a proper delineation of the 
problem and some firm steering away from false solutions towards a 
better approach. In this brief analysis, I want to draw attention to an 
important line of argument that would see Wallerstein’s own posi- 
tion, in spite of its crusading tone, as one which has insufficiently 
broken with Eurocentric thought patterns. However, I also want to 
suggest that such a critical line tends to promote an excessively 
moralistic climate of political debate, and also fails itself to escape the 
Eurocentric dilemma. In that context, it may be appropriate for social 
theorists of Wallerstein’s sort to step forward more boldly in 
acknowledgement, and perhaps even in defence, of those ‘universal- 
ist’ aspects of “Eurocentrism’ that are unavoidably part of their 
explanatory and political projects. 


Wallerstein’s article contains two slightly different characteriza- 
tions of Eurocentrism. One of these presents Eurocentrism as an all- 
embracing epochal Weltanschauung, leaving ıt well-nigh impossible 
for social scientists or anyone else to escape its contamination, 
whilst the other framing of Eurocentrism portrays it more narrowly 
as a—dominant but optional——Western ideology. In the first vein, 
Wallerstein describes Eurocentrism as the ‘constitutive geoculture’ 
of the modern world, a culture whose values—humanism, secular- 
ism, modernism and so forth—altogether ‘permeate social science’ .? 
This way of identifying Eurocentrism is to be found in many cur- 
rent texts of ‘post-colonial’ critical theory, challenging to the core 
the major assumptions and pretences of Anglo-American social 
thought —-including radical currents like Marxism or feminism. 


1 Immanuel Wallerstein, Eurocentnsm and its Avatacs: The Dilemmas of Socal Science’, 
NLR 226, November—December 1997, pp. 93—107. 
*Ibid , pp 93,98 
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The argument is that whilst there are certainly a number of impor- 
tant sub-traditions which are aware of the ‘downside’ of European 
modernity, these strands nevertheless remain part of The Tradition 
insofar as they merely offer variations on the definitive modernist 
themes of universal progress and scientific knowledge. Apparently 
radical, these sub-traditions nevertheless share in the cultural speci- 
ficaty, and thus the cultural imperialism, of their Eurocentric main- 
stream. 


Devious Eurocentrism 


Wallerstein’s endorsement of the ‘gestalt’ approach to Eurocentrism is 
further evident in his notable emphasis on the need to avoid ostensibly 
anti-Eurocentric positions which in fact turn out to be nothing of the 
kind. For example, there are scenarios whereby Europe's being first past 
the post of capitalist modernity is seen as a contingent and inglorious 
achievement, rather than a necessary and glorious one, because non- 
Western civilizations either already contained significant modem /cap- 
italist elements, or would have substantially developed them were it 
not for Europe’s ruthless cashing in on its accidental historical windfall. 
But such scenarios are still Eurocentric, Wallerstein accuses, and they 
are deviously so, because they continue to privilege modernist and capi- 
talist mores, either as the historical end-point for all cultures, or as eter- 
nally present components of them. 


Ironically, though, the ‘gestalt’ position can be turned against Waller- 
stein himself, Wallerstein’s intellectual goal, after all, is to offer a ‘true’ 
reading of the problem, and thus ‘correct’ and ‘further’ social science 
by overcoming the ‘distorting’ influence of the Eurocentric heritage.3 
But it is precisely this aspiration to attain a more objective and undis- 
torted picture of reality that is identified by recent post-colonial theo- 
rists as central to Western scientific rationalism’s claim to cultural/ 
cognitive superiority over other ways of knowing. They say—and in 
places Wallerstein seems to agree—that it is the motif of rational 
progress, and the obsession with it, rather than any particular content 
it is given, that defines the Western imaginary. Not only thar: 
Wallerstein’s political goal, to which his intellectual argument is 
directed, is to produce a better (radical) form of secular humanism. 
Rather than completely reject the notion of human progress, ulti- 
mately what he wants to say is that capitalist modernity does not 
yield, on balance, decisive evidence of such progress. Interestingly, in 
pursuing this latter point, Wallerstein resorts to the familiar ‘classical’ 
sociological image of society as an organic totality, envisioning Euro- 
centrism as a deadly ‘toxin’ which has managed to break through soci- 
ety’s protective layer, and which must be purged if the health of the 
global polity is to be sustained.’ 


3 Ibid , pp. ror, 94, 104 
‘Ibid ,p 105. 
3 Ibid. 
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Whilst Wallerstein does not directly confront the problem I am 
raising here, he offers two further arguments which help address 
it. Firstly, he suggests that science—and therefore, presumably, 
the search for objectivity—is not, despite appearances to the 
contrary, a specifically Western achievement. Rather, science is a 
genuinely universal cultural form, evident to some degree in all 
manner of other cultures. However, given the pivotal place that 
attacks upon scientism and its social consequences occupy in con- 
temporary post-colonial critique, this point is made in cursory and 
dogmatic terms, signalling a surprising lack of reflexivity in the 
article. Moreover, since Wallerstein had previously disqualified 
the not-really-anti-Eurocentric argument that since capitalism 
existed in several forms and in varying degrees in non-Western 
cultures, capitalism is a universal rather than specifically Euro- 
centric phenomenon, he can hardly employ the very same logic in 
his salvaging of science, which prima facie suits exactly that type of 
argument. 


Wallerstein develops the additional reflection thar it is not so much 
science as such that characterizes Eurocentrism, as the debilitating 
‘two cultures’ split in Western modernity between science, on the one 
hand, and the humanities, on the other; between ‘disinterested’ 
objectivity and human values. Against this, he proposes that we 
strive to achieve a ‘re-united...structure of knowledge’ by treating 
the issues of ‘the true and the good’ as simultaneous and inextricable.’ 
Yet even this eloquent formulation needs further probing: is 
Wallerstein really saying that the true and the good can be fused in 
the way that—according to some—characterizes past and present 
non-Westernized cultures? One would imagine a historian of 
Wallerstein’s calibre finding that kind of expectation somewhat 
superficial. But even posed as a utopian hope, is it really desirable to 
deny any categorial distinction between what is the case and what is 
good, between the general state of things and how things appear from 
our current social values and priorities? This seems highly unlikely— 
it would be hard, for example, to take seriously Wallerstein’s own 
seminal work on the structure and history of the modern world sys- 
tem unless we accepted that, politically inspired though ıt may be, its 
(theoretical and empurical) validity requires to be addressed as a 
rather different matter. The real task, then, appears not to be to com- 
pletely scrap all forms of the true/good demarcation, but to avoid and 
criticize assertions of the total separateness of its elements.® But that, 
let’s face it, ıs a less dramatic proposition, and one that has found 
many expressions within the intellectual culture of modernity, even if 
the dominance of the ‘separatist’ view can be established (‘factually’, 
as it were...). 


6 Thid., p 106 

7 Ibid. 

£ In fact Wallerstein closes with the rather more dualisuc formulenon thet rhe crue and 
the good need co be pursued ‘in tandem’ (p. 107) 
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Accusations, Apologies 


What I am arguing is that instead of representing an outright solu- 
tion to the dilemmas of critical social science featured in 
Wallerstein’s subtitle, his essay exemplifies them, for it is demon- 
strably unable to shake off certain supposedly Western forms of 
thought ın even posing what the ‘Eurocentrism’ problem involves. 
Certainly, having endorsed the ‘holistic’ model of cultural pervasive- 
ness and contamination, it proves to be quite hard for Wallerstein 
consistently to develop his more specific analysis of the five dimen- 
sions or aspects of Eurocentrism.? Couched in the vein of ‘ideology 
critique’, it is the more noticeably ‘apologetic’ versions of 
Eurocentrism which are targeted there, rather than everything and 
anything which falls under the wider cultural umbrella. Thus, ın the 
dimension of ‘historiography’, Wallerstein focuses chiefly on the 
Eurocentric assumption that whatever triggered the Western lead 
into industrialism can be retrospectively seen as a ‘good thing’, 
because capitalist modernity is definitively a good thing. Under the 
aspect of ‘civilization’, the benchmark ideology is that which pre- 
sents and defends European culture as uniquely civilized In terms of 
‘universalism’, as noted before, ‘science’ 1s partially exempted from 
condemnation as being Eurocentric, and the paradigmatic villain of 
the piece ıs the claim or assumption that the emergence of European- 
type society was not only a good thing, but also inevitable, irre- 
versible and applicable, ın principle, everywhere. When it comes to 
Orientalism, we seem to be in the presence of remnants and hang- 
overs rather than the real thing, and finally, under the heading of 
‘progress’, it is accepted that, once its identification with the West is 
broken, progress is capable of being resuscitated for post-colonial 
politics. 


Taking that list of elements stringently and cumulatively, it is diffi- 
cult to see how many of the classical bourgeois theorists of moder- 
nity, not to mention Marx, or innumerable non-Marxist empirical 
histonans for that matter, match the Eurocentric identikit figure. 
Moving to a vaguer notion of ideology as a range of prevalent 
images, inclinations and practices is probably more appropriate, but, 
by the same token, the power of the ‘Eurocentrism’ characterization, 
and especially its accusatory function, weakens considerably, since it 
must then admit of many varieties, degrees and contestations. 
Wallerstein’s own ‘world systems’ programme might be referred to 
again here, for whilst clearly not being a necessitarian and apologetic 
‘stageist’ theory like those Wallerstein roundly condemns, its histor- 
ical vision and explanatory force requires a certain ‘stageist’ and 
‘structural’ logic to make sense, and a distinctly modernist set of 
causal and epistemological priorities to convince. Some would insist 
that that logic and those priorities remain doggedly Eurocentric— 
and thus subject to post-colonial critique—in that their governing 


9 Ibid ‚pp 94-101. 
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concepts are undisguisably ‘rationalistic’ and their broader aspira- 
tions ineliminably ‘progressivist’ and ‘universalist’. Others of course 
could disagree either with the attribution ‘Eurocentric’ in such 
cases, or—and this would be my own inclination—to agree up toa 
point with the attribution but assume no automatically negative 
umplications. 


Wallerstein may have his reasons for neglecting to acknowledge the 
maximal critique of Eurocentrism and his own vulnerability in the 
face of it—maybe because it is one of those definite presences in 
debate which lacks ‘official’ spokespersons, maybe he just doesn’t 
want to engage in divisive arguments on his side of the fence. Yet the 
situation in post-colonial thought at present is such that where the 
fence lies, and who is on which side of it, are matters of serious con- 
tention. And in that context it seems to me important for those who 
continue to be positively influenced by aspects of the European tradi- 
tion to face up to this and even speak up for it. These are sensitive 
issues, of course, and have become a tangible component in the politi- 
cal discourse of post-colonial settings.’° To see the strong post-colo- 
nial challenge as going too far, for example, would appear to 
constitute just the kind of ‘soft’ Eurocentrism to satisfy white metro- 
politan academics. And the tactic of condemning capitalism but 
‘rescuing’ science and humanism has for too long, perhaps, let the 
traditional Left off the hook when it comes to its own racism and bla- 
tant Eurocentrism. These are troubling thoughts, and rightly so. 
However, as with the multiculturalism issue, there is a serious danger 
now of so generalizing and stigmatizing the ‘Eurocentrism’ question 
that a suffocating moralism 1s setting in. 


The Dilemmas of Social Science 


In fact, post-colonial positions are beset by their own versions of the 
dilemmas of Eurocentric social science. The problem of how to con- 
ceptualize history, and how far we can moralize about its outcomes, is 
one of these. After all, can it be right simply to reverse the dominant 
values and say that everything about European history and thought 
constitutes a single big ‘bad thing’? Is anyone seriously arguing that 
we should imagine the development of European domination to have 
been somehow ‘accidental’ or ‘optional’—that it all occurred because 
of some unforgivable lapse of attention? Or that the histories of the vic- 
tims of imperialism would have been quite unblemished were it not for 
European oppression? Very complex issues in the theory of history are 
unavoidable at this point, but having no space to develop these, I will 
rostead highlight for serious further consideration Fredric Jameson's 
reflection that most people, including him, are deeply Hegelian: they 


10° On tuming to Britain after several years in the only very partially post-colonial 
Aotearos/New Zealand, I am struck by the Eurocentrism of the social style, interests and 
actitudes of many metropolitan intellectuels, some of whom would consider themselves 
firmly ‘post-colonial’ in onentatioa. 
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believe that if things happened in a certain way, they somehow had to 
happen that way." 


A second shared dilemma concerns the type of influence a dominant 
culture is held to exercise over groups and individuals. To present 
Eurocentrism as a poisoned cultural ether, for example, affecting all 
who breathe it, represents a typically deterministic position, though 
one which, if accepted, would effectively exempt individuals from 
responsibility, since realistically they could hardly be expected to 
break free from the governing norms of their time and culture. At 
times, the rhetorical pose of strong anti-Eurocentrism runs directly 
against the grain of its deterministic conceptualization.’? A third 
dilemma for maximal anti-Eurocentrics is that they often define the 
post-colonial situation ın terms of totalistic concepts derived from 
European theory—‘colonialism’, ‘capitalism’ and so forth—and post- 
colonial politics tends to remain cast in terms of a progressive vision 
of a better—more equal, more communitarian, more varied and ful- 
filled—post-colonial future. Finally, through the 1990s, the devel- 
opment of the idea and value of cultural hybridity as the sign of the 
future seems to soften the basis of strong anti-Eurocentrism. Within 
this sort of perspective, not only are blends of cultural types and for- 
mations regarded as increasingly prevalent, but the very notion of 
single, pre-existing, self-contained cultures, is increasingly rejected 
as overly rigid and ‘essentialist’. That suggestive stance has maybe all 
too quickly assumed the status of a new orthodoxy, and in response, 
some post-colonialists (and others) might reasonably want to down- 
play both the extent of cultural hybridity and the positivity now 
habitually assigned to it, proposing instead perhaps that under the 
appearance of hybridity can be found the familiar workings of the 
capitalist labour market and the profound cultural reach of liberal 
individualism. So the debate is by no means simple or concluded. But 
through all these considerations, the resort to Eurocentrism as an all- 
purpose criterion of (negative) appraisal, whilst clearly tempting, 
must be of questionable real value. 


™ Fredric Jameson, ‘Space Wars’, Londen Rewrew of Besks, 4 April 1996, p 15. It might be 
countered that ‘most people’ here means ‘most Europeans’. Perhaps, but I would like to 
see che full comparative research 

12 This 18, of course, the general paradox of cultural and sociological relativism today ın 
strrving for release from the tyrenoy of universal Truth, Meaning and Structure, and in 
solemn dedication to sicuared knowledges and action, we are led into the tyranny of local 
contexts from which it appears equally impossible to escape 
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reply 
Immanuel Wallerstein 


Questioning Eurocentrism: 
A Reply to Gregor McLennan 


Gregor McLennan says he is replying to my article on ‘Eurocentrism 
and its Avatars’. It seems to me what he is doing is taking off from my 
article to criticize ‘post-colonial theorists’, who are also characterized 
as ‘maximal anti-Eurocentrics’. The justification seems to be that ‘in 
places Wallerstein seems to agree’ with them. I leave the real targets 
to make their own reply if they wish. I shall restrict myself to clarify- 
ing My own position. 


I plead guilty to the charge that I characterized Eurocentrism in two 
seemingly contradictory ways: ‘as an all-embracing epochal Weltan- 
schanung and as a ‘dominant but optional western ideology’. I am 
afraid that I unrepentantly believe that contradictions are a central 
inescapable social reality and that we must live with them. Hence, 
none of us can escape reflecting the epochal Weltanschawsng—includ- 
ing non-Europeans—and yet all of us can make serious efforts to ana- 
lyze the world in a non-Eurocentric manner. My article suggested 
how I try to do the latter, and McLennan has correctly pointed out 
that, in doing so, I have not totally escaped the Weltanschauung. 


On capitalism and science: I believe that the attempt to pursue the 
objective of accumulating capital is widespread, perhaps universal, in 
all known historical systems, but that only in the modern world- 
system—that ıs, the capitalist world economy—has it become the 
structurally-ensconced, socially-determining normative priority. 
How this happened is an important and interesting question, which I 
cannot pursue here.’ That it had consequences that I -regard as 
morally and socially negative is a position I will defend. I believe that 
the attempt to understand the world—science—is also widespread, 
probably universal, in all known historical systems. Its technical 
flourishing within the capitalist world economy can easily be 
explained, and often has been. But it has flourished at a price, a scien- 
tific price. I believe thar today our present world-system closes off 
more avenues of scientific advance than it opens up, and that a differ- 


* But see “The West, Capitalism, and the Modern World-System’, Ressew vol. xv, no 4, 
Fall 1992, pp. 561-619. 


159 


ent kind of historical system might enable us to get further in under- 
standing the world. 


Finally, what is the relation between the true and the good? No, they 
cannot be ‘fused’ as concepts, but yes they can be pursued ‘in tandem’. 
More than thar, it is impossible to pursue the one without affecting 
the pursuit of the other. They can be pursued in tandem, but they 
have not been for some time now. And this too is a negative aspect of | 
our current historical system, one that can be overcome, and should 
be. It ıs 1n this sense that it 1s useful to be ‘questioning Eurocentrism’. 
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hemes 


The United States is the world’s oldest major democracy, yet its ruling 
institutions are continually plagued by scandal and paralyzed by gridlock. 
The Presidency personalizes power at the expense of democratic gover- 
nance. More generally, the defeat of health care reform, the stalling of the 
Equal Rights Amendment, the ability of wealthy suburbs to opt out of 
inner-city problems, and a gigantic prison population are just some of the 
consequences of a malfunctioning political system. The United States is 
the hegemonic global power, yet, in 1998, at a time of. wrenching turbu- 
lence in world markets, the us President was more preoccupied by 
impeachment than the woes of the global economy. Voter participation is 
abysmally low and absurd campaigning costs encourage all candidates to 
ingratiate themselves with the wealthy. But while such problems are 
widely acknowledged, rare indeed is a preparedness to question the orga- 
nizing principles of the us polity or any willingness to consider whether 
stubborn social problems may have political roots. The article we publish 
by Daniel Lazare offers a timely and trenchant indictment both of the 
baleful effects of the us Constitution and of the suffocating consensus that 
surrounds it. Lazare points out that the Constitution was devised to mini-` 
mize the dangers of elective government to property-holders in general 
and slaveholders in particular. This was done not by property franchises 
but by elaborately dividing power between executive, legislative and judi- 
ciary, by personalizing executive power in monarchical ‘fashion, by 
entrenching over-representation in the Senate and by handing crucial veto 
powers to the Supreme Court. And, even in the House of Representatives 
—the most democratic wing of the cumbersome edifice—the first-past- 
the-post electoral system drastically narrows the choices available to vot- 
ers. Lazare urges thar it is high time for the us Left to address these issues 
and draw up proposals for the long overdue democratization of a struc- 
ture designed by, and for, eighteenth-century gentlemen. 


Michel Aglietta, author of the classic study The .Theory of Capttalist 
Regulation, reviews the economic transformations of the last twenty years 
and describes what is needed to achieve a more equitable and sustainable 
régime of growth in Europe. Aglietta explains why capitalist economic 
organization is so prone to financial crisis and so wasteful of the produc- 
tive resources it has itself assembled. He points out that the post-war 
boom was based not on spontaneous capitalist accumulation but on intri- 
cate social arrangements and sustained international coordination which, 
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between them, ensured that the high mass consumption of the ‘wage soci- 
ety’ was underpinned by rising productivity, itself the result of planned 
social and corporate investments undertaken because of shared confi- 
dence in the future. With the breakdown of the Bretton Woods system 
and the erosion of national regulation by intensified global competition, it 
was claimed by neo-liberals that the free movement of capital would itself 
furnish the elements for a new phase of growth. Instead, the world has 
been plunged into more insecurity than before. Aglietta argues that 
Europe’s new governments of the Left should aim for a growth model 
based on neutralizing the speculative power of financial interests and 
mobilizing retirement funds. Institutional investors, who have done so 
much to foster insecurity, must now themselves become accountable, he 
argues—a theme which acquires added timeliness with the advent of 
monetary union. l 


The clogged arteries of the system of official monetary exchanges has led 
to a proliferation of Local Exchange Trading Systems. Finn Bowring 
explores the strengths and limitations of these experiments in non- 
commodity exchange. While they do not furnish anything like an alterna- 
tive to capitalist economics, they nevertheless have social value, he urges, 
as part of a broader movement to challenge capitalist institutions. 


Attuned both to scientific advance and to popular curiosity, archaeology is 
currently the most intellectually dynamic of the social sciences. In this 
issue, Julian Thomas places Andrew Sharratt’s ambitious attempt to 
reconstruct the grand narratives of Europe’s prehistory in the wider con- 
text of archaeological debate on the post-neolithic. 


Franco, like Goebbels, was fascinated by Hollywood and went further 
than the Nazi propaganda chief in himself seeking to mimic its products 
by writing a screenplay. But Aurora Bosch and Maria Fernanda del Rincón 
argue that the individualist and egalitarian values of the Hollywood aes- 
thetic of the popular front era actually tended to subvert the clerico-fascist 
ethos. 


The Israeli government’s reluctance to implement the prisoner release 
proposals of the Wye River accord should not obscure the fact, underlined 
by Norman Finkelstein, that this accord is a simple extension of the com- 
promising trap already laid by the Oslo agreement. 


Finally, David Burrows criticizes a recent manifesto of punk aesthetics 
which parallels calls for a celebration of the philistine discussed in recent 


issues. 
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Daniel Lazare 


America the Undemocratic 


he United States, as every American schoolchild knows, is the oldest and 
ill greatest political democracy on earth. Non(Un?)-Americans may dis- 
sree, but on one point there is complete unanimity: the United States is dif- 
ent. Just how different can be gleaned from two seemingly innocuous 
atements by the man who is still America’s nnmero uno, Bill Clinton. The 

æst is one of Clinton’s favourite aphorisms, one he is fond of repeating at 
early every opportunity: 


There’s nothing wrong with America that can’t be cured by what’s right 
with America. * 


The second is a little homily he delivered ın December 1997 at a tele- 
vized ‘town hall’ meeting in Akron, Ohio: 


We live ın a country that is the longest-lasting democracy in human 
history, founded on the elementary proposition that we are created 
equal by God. That’s what the Constitution says. And we have never 
lived that way perfectly, bur the whole history of America 1s ın large 
measure the story of our attempt to give more perfect meaning to the 
thing we started with—the Constitution and the Bill of Rights.” 


Both statements are worthy of close inspection. The first 1s of value 
because of the insight it offers into the solipsistic nature of US poli- 
tics. If what’s wrong with America can be fixed by what's right with 
America, then it is a very small step to concluding that all answers 
must come from within. Since Americans have no need to learn from 
anybody else, outside help is unneeded and unwanted. Foreigners 
have nothing to offer. They should keep their opinions to themselves. 


The second statement represents the same principle applied to history. 
The story of the United States, it seems, 1s also a closed circle. No mat- 
ter how far America travels in the world, it always circles back to the 
principles that gave it birth. Given thar it is the job of Americans ‘to 
give more meaning to the thing we started with’, however, it appears 
that those principles were somehow ambiguous or incomplete in their 
original form. Filling in the Founders’ blanks is not easy. Considering 
that Clinton, a former law professor no less, is so ignorant of what the 
Founders wrote that he believes that ‘the elementary proposition that 
we are created equal by God’ comes from the Constitution when fact it 
is a paraphrase of a famous line in the Declaration of Independence 
(‘We hold these truths to be self-evident, that all men are created 
equal, that they are endowed by their Creator with certain inalienable 
Rights...’), it is extremely difficult. But in the end it does not matter. 
The ımportant thing is that they try. Americans know that even 
though they ‘have never lived perfectly’, they always wind up ‘more 
perfect’ than when they started. They know this because they are 


Americans. No one else even comes close. 
Latent Crisis 


Solipsistic reasoning like this, so common in the US that it all but goes 
unnoticed, is at the heart of a growing crisis of American democracy. 
Americans can proclaim themselves the greatest democracy on earth, 
one that is more perfect with every passing year, because: (a) it 1s an 
article of national faith that this is the case; (b) given that American 
politics are a closed circle, there ıs no real basis for comparison with 
any other country that Americans can possibly regard as valid and 


1 Todd S Purdum, ‘Facets of Clinton,’ The New York Times Magar, 19 May 1996, p 36 
* White House Press Release, Discussion Remarks in Town Hall Meeting on One 
Amena, 3 December 1997. 
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therefore no basis for contradiction; and (c) relative to its own narrow 
legal standards, the United States is indeed freer and more liberal than 
at any time in the past. Although the American Civil Liberties Union 
(ACLU) is forever moaning about the Bill of Rights hanging in the bal- 
ance, the fact is that Americans have never been freer to speak or write 
what they please, to express themselves politically, artistically, or sexu- 
ally, to worship or not to worship as they may wish. 


These are all civil liberties that more or less derive from the Bill of 
Rights. Hence, they are the only civil liberties that Americans, in their 
self-referential way, regard as valid. But if we adopt broader criteria 
than those traditionally used in the us, a very different picture 
emerges. Relative to its own past, the us civil liberties record is no bet- 
ter than mixed—ahead in certain respects, behind in others. Relative 
to the rest of the advanced industrial world, it is increasingly negative. 
Compared to nations of similar economic development, the US treats 
its citizens more harshly, jails them more frequently and for longer 
terms, limits their ability to defend themselves economically, and cur- 
tails them politically. With the possible exception of Japan, American 
politics, as a consequence, are the narrowest 1n the First World, its 
daily press is the blandest, while the political debate it serves up is the 
most intellectually vapid. Judging from the huge numbers who rou- 
tinely stay at home on Election Day, its voters are among the most 
demoralized. In an age of privatization and mass unemployment, need- 
less to say, political democracy is under growing pressure across the 
board. Still, using broader measurements than those usually employed 
in the us, there is little question that the political gap between 
America and the rest of the First World 1s growing. 


To be more specific: 


(1) Although drug policy is a mass of contradictions throughout the 
First World, noching compares with the mass hysteria and unchecked 
brutality of the us war on drugs. As of 1995, the latest year for which 
figures are available, arrests for non-violent drug offences were run- 
ning at 1.5 million a year, up 31 per cent during Clinton’s first three 
years in office alone. More than a million of those arrests were solely 
for possession. Hundreds of life sentences have been handed down for 
possession of small amounts of cocaine—as little as 650 grams—in 
the state of Michigan alone, while, thanks to California’s notorious 
‘three-strikes’ law, in which a third felony conviction triggers an 
automatic life sentence, hundreds more life sentences have been 
imposed for marijuana possession as well. Whereas 15 or 20 years ago 
black Americans were being taken into custody for drugs at twice the 
rate of whites, today they are being arrested at more than three times 
the rate and drawing longer sentences to boot.3 


3 Federal Bureau of Investiganon, Usiform Crome Reports for the [Jnsted State: See 
Washington, DC 1996, pp. 280-2 Data on Life imprisonment comes from Famili 
Agaiost Mandatory Minimums, Washington, DC 


(ii) Whde criminal penalties have been creeping upward throughout 
the First World, similarly, nowhere is mass imprisonment the growth 
industry that it has become in the United States. By 1995, the us 
incarceration rate stood at 600 per 100,000 people, just 13 per cent 
below that of Russia, the world leader, and six to 12 times that of 
Western Europe. At any given moment, nearly one-third-——32.2 per 
cent—of black males aged 20 to 29 are under the control of America’s 
criminal-justice panopticon, which 1s to say in jail or prison, on pro- 
bation, or on parole.‘ 


(iit) Where all other First World countries have either abolished or 
greatly scaled back use of the death penalty, the us has executed more 
than 450 people since 1976 and is currently executing them at the 
rate of one every five days. A recent UN study found the use of capital 
punishment in the US to be unfair, arbitrary, and racially and econom- 
ically biased. The us 1s also one of only six nations that execute people 
for crimes committed under the age of 18, the others being Iran, 
Nigeria, Pakistan, Saudi Arabia, and Yemen.’ 


(tv) Although public opinion polls show overwhelming support for a 
third political party, the closed nature of the us electoral system makes 
any escape from the 142-year-old Republican-Democratic duopoly, the 
oldest such two-party system in the world, all but impossible. Where 
citizens of more modest countries are able to organize viable new par- 
ties virtually overnight, Americans are precluded from doing so seem- 
ingly forever. While Americans are thus minimally constrained when it 
comes to the expression of political ideas, they are maximally con- 
strained when it comes to translating those ideas into action through 
electoral politics. Considering that the Republican and Democratic 
parties are little more than hollow shells by this point, sustained by 
massive infusions of government aid, America can be said to lack not 
only a third party but a first or second party also. 


(v) Now that Tangentopoli is winding down, American politics stand 
out as the most corrupt in the advanced industrial world. Despite the 
fact that the American Revolution of 1775—83 was to a great extent a 
reaction against the system of legalized corruption then at its height in 
Georgian England, the American system two centuries later is little 
more than a supercharged version of this same ‘Old Corruption’. The 
virtual absence of a party structure means that each and every politician 
1s a freelance entrepreneur, cutting deals and raising funds in an effort 
to propel his or her political career to an ever ‘more perfect’ level. 
Congress meanwhile functions as little more than a political bourse. 
When questioned at a congressional hearing why he had funnelled 
$300,000 to various Democrats on Capitol Hill, oilman Roger E. 


4 Marc Maver, Awerxaas Babina Bars US and Internatromal Use of Imcerceratrea, 1995, 


Washington, DC 1997 
5 Èlizsbeth Olson, ‘UN Report Criucizes US foc “Racist” Use of Death Penalty’, The New 


York Temes, 7 April 1998, p A17- 
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Tamraz replied that the answer was easy: ‘to get access’. ‘I think next 
time I’ll give $600,000’, he added. While Italy has moved vigorously 
to rein in corruption, all such efforts in the US to date have flopped and 
will continue to flop until major structural changes are implemented. 


(vi) The us Senate, arguably the more powerful of the two houses of 
Congress, is the most unrepresentative legislative body with signufi- 
cant political clout in the advanced industrial world. Thanks to the 
principle of equal state representation, a demographic giant like 
California—population 32 million, 50 per cent of whom are black, 

Hispanic, or other minority—has the same number of senators (two) 
as a lily-white rotten borough like Wyoming, population half a mil- 
lion. Inequities like these are fully comparable to the racial gerry- 
mandering of the Deep South at the height of Jim Crow. Yet it is hard 
to know which 1s more scandalous—the fact that they continue to 
exist and are actually growing worse, or the fact that even the liberal 
media rarely mention them from one decade to the next. 


(vii) The state of American labour law, 1s also scandalous. Entire 
categories of workers, often the most vulnerable and exploited, are 
effectively barred from unionizing: domestic servants, agricultural 
workers, temporaries, freelances, and so on. Six decades after the great 
organizing battles of the 1930s, thousands of workers are still fired 
each year for union organizing, supposedly a federally-protected 
activity. According to one recent survey, 71 per cent of employees 
believe that workers who dare to organize will lose their jobs.’ 
Massive corporate law-breaking like this is the chief reason why 
unions lose more than 50 per cent of government-supervised recogni- 
tion elections in the private sector while winning 85 per cent in the 
more law-abiding public sector. Yet federal authorities rarely give 
corporate law-breakers more than a slap on the wrist. 


Lastly, the us Presidency, since at least the Nixon era, has been en- 
meshed 1n three different crises, each of which has illustrated, albeit in 
different ways, the vulnerability of the Constitution to abuse and paral- 
ysis. On the one hand, presidents are prone to abuse their power in ways 
that are less common in parliamentary systems. On the other, when 
Congress does move to check presidential power, the result is usually 
gridlock rather than democratic governance. And if the stars are 
aligned properly, and the President and Congress do happen to achieve 
a common democratic purpose, then it 1s more and more likely that an 
ıncreasıngly conservative Supreme Court will rule chem out of order, as 
it did in Buckley u Valeo (1976), striking down campaign finance 
reform, or US u Lopez (1995), holding that Congress had exceeded its 
constitutional authority in forbidding students from carrying hand- 
guns in local public schools! 


®David E Rosenbaum, ‘Oman Seys He Paid for Access by Giving Democrats 
$300,000’, The New York Tems, 19 September 1997, p AI 

7 Commission on the Future of Worcker-Management Relations, us Department of 
Labour, Fact Fiadsag Repert, May 1994, p. 19 


The Constitutional Stranglehold 


One could go on, but the point ıs clear: the democratic gap between 
the US and the rest of the First World is widening dramatically. The 
reasons, this article will argue, have to do with the same closed, self- 
contained political system discussed earlier, a system that precludes 
comparison and hence democratic competition with other advanced 
industrial nations. More specifically, ic has to do with the same 
Constitution and Bull of Rights thar Clinton finds so sacred, both with 
the document itself and the religious aura surrounding it. The cult of 
the Constitution is the basis of America’s solipsistic political culture. 
It draws a circle of faith whose effect ıs to separate believers from 
everybody else. Pace the ACLU and the rest of the vast US civil-lberties 
establishment, this circle of faith does not shore up democracy and 
civil liberties, but, quite the contrary, weakens them by shielding 
America’s pre-modern, fundamentally irrational constitutional system 
from criticism and analysis. The more Americans genuflect toward the 
supposedly omniscient Founding Fathers, the more their own political 
abilities atrophy. Intellectual deterioration leads to political decay, 
which leads to the sort of enervation that is now gripping the 
American system. The problem ıs not that Americans obey their 
ancient Constitution too little, as so many liberals seem to think. The 
problem is that they defer to it too much without considering why 
they should be controlled by a plan of government drawn up by a 
group of merchants and slaveowners at the dawn of the modern era. 


This ıs not a common line of criticism in the United States, to say the 
least. Whereas the British Left has never been more conscious of the 
constitutional question, the American Left, such as it is, has never 
been more oblivious. Whilst British socialists are turning a jaundiced 
eye toward all their most fundamental political institutions, 
Americans remain deep ın an age of faith. While arguing furiously 
over what individual bits and pieces of the Constitution mean, they 
rarely pause to consider the document as a whole. A fixed and sacred 
constitution would seem to be anomalous in a world in which all is 
profaned and everything is in flux. Yet the more anomalous it 
becomes, the more that anomaly 1s ignored. As US democracy runs 
downhill, one would think that Americans would grow increasingly 
sceptical of their most basic institutions and increasingly bold in 
their search of answers. Yet the opposite is the case. As democracy 
deteriorates, all pretence of a search is abandoned. This article is an 
attempt to throw open a window or two and admit some fresh air unto 
the stale mausoleum of American constitutional thought. 


History and Structure 


There are many constitutions, but only one Constitution, that is, the 
famous document crafted in a closed conclave in Philadelphia in 
1787, ratified in a series of popular state conventions, and then 
expanded over the ensuing 211 years with the approval of 27 amend- 
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ments by Congress and the individual states. Some 4,000 words long, 
the Constitution opens with a famous Preamble (“We the People of 
the United States, in order to form a more perfect Union...") and con- 
tinues with a series of seven ‘articles’ delineating the powers of 
Congress, the Presidency, the federal judiciary, and so forth. Perhaps 
the most umportant article for the purposes of this discussion, but 
among the least studied, is Article v, a single paragraph of a litrle 
over a hundred words outlining the process by which the 
Constitution may be changed. Two things stand out about the Article 
v amending process. One is that it ıs fiendishly slow and difficult. 
Altering so much as a comma requires two-thirds approval by both 
houses of Congress plus majority approval in three-quarters of the 
states, a process that can literally take centuries as the strange case of 
the Twenty-Seventh Amendment illustrates.? The other is that it is 
immensely respectful of numerical minorities. Given the huge popu- 
lation disparity in the late eighteenth century between a transap- 
palachian empire like Virginia and a seacoast province like Delaware, 
Article v meant that four states with as little as 11 per cent of the 
national population could block any constitutional change sought by 
the remaining 89 per cent. Today’s even greater disparities mean that 
as few as thirteen states representing just five per cent of the popula- 
tion can block any change sought by the remaining 95 per cent. Not 
counting Prohibition in 1919 and Repeal in 1933, which more or less 
cancelled one another out, this explains why the Constitution has 
been amended only 15 times since adoption of the first ten amend- 
ments, known collectively as the Bill of Rights, in 1791, and for 
mostly minor technical reasons at thar. 


This ultra-conservative amending clause is what gives the Consti- 
tution its self-contained quality. As a little-known but highly astute 
constitutional analyst named Sidney George Fisher wrote during the 
Civil War, the result is a closed circle, ‘a finality to be interpreted 
only by itself, and to be altered only in the manner appointed by 
icself’.? Given that it is essentially impossible to break free of this cir- 
cle in any way short of revolution, Americans have had no choice but 
to live within its confines. Although che 38 men who signed the 
newly-drafted document at the close of the Philadelphia Convention 
admitted among themselves that it was flawed and likely to last for 
only ‘a course of years’-—to quote Benjamin Franklin, the gathering’s 
éminence grise—once ratified it became an article of faith thar it had 
been written for the ages. For the next two centuries, the Consti- 
tution would be as central to American political culture as the New 
Testament was to medieval Europe. Just as Milton believed that ‘all 
wisdom is enfolded’ within the pages of the Bible,’° all good Ame- 


8 The Twenty-Seventh Amendment, which precludes members of Congress from reusing 
their own salaries befoce the next election, was drafted by James Madison and approved by 
Congress, but then allowed to drift through the state legislatures for more than 200 years 
before finally picking up enough votes in 1992 

9 The Trial of the Coxstitutsen, New York 1969, p 57 

1 Christopher Hill, Ths Exgissh Brile and the Seventeenth-Comtury Revelation, London 1994,p 21. 
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ricans, from the National Rifle Association to the ACLU, would 
believe no less of this singular document. 


For all its supposed timelessness, though, the Constitution was the 
very timely product of an eighteenth-century provincial society on 
the edge of the modern era, but not yet in it. Some parts of the docu- 
ment were fairly forward-looking. Despite certain ambiguities in 
wording, the Preamble seemed to assert an unqualified right of the 
people to restructure their political environment at will so as to 
‘establish justice, insure domestic tranquillity’, and so forth, a theory 
of popular sovereignty that anticipated the Jacobins and the best of 
the utilitarians.'? Although hardly radical by today’s standards, the 
provision in Article I requiring a national census every ten years to 
reapportion seats in the House of Representatives was a repudiation 
of a British system in which representation in the Commons had not 
been adjusted to reflect population changes 1n centuries. The require- 
ment in Article 1 that Congress publish periodic transcripts of its 
proceedings was a repudiation of the doctrine of parliamentary 
secrecy that John Wilkes had had such fun with some two decades 
earlier. And, of course, the creation of a popular lower house was a 
major advance over a British system in which power was effectively 
monopolized by a few thousand magnates. Although the 
Constitution was fudged by leaving it to the states to determine who 
could vote for members of the House of Representatives and who 
could not (Article 1, Section two), it was generally assumed that ic 
would serve as a democratic counter-weight to the more aristocratic 
Senate. 


Puritans Versus Stuarts 


Yet other aspects of the Constitution were decidedly backward-look- 
ing. The cold-war political theorist Samuel P. Huntington argued in 
1968—eround the time he was making a name for himself as an 
advocate of US-sponsored ‘forced-draft urbanization’ in Vietnam— 
that the Constitution was created by the descendants of early- 
seventeenth-century Puritans who were dismayed by growing Stuart 
absolutism and were filled with longing for the ‘balanced’ constitu- 
tion of the Tudors. Although any notion of constitutional balance 
may seem jarring when used in connection with such overweening 
personalities as Henry vim and Elizabeth 1, Huntington, basing him- 

a m 
H Le peuple souverain est l'universitalicé des citoyens francais’, declared the French 
Consttunon of 1793. ‘For the happiness of the people’, added Jeremy Bentham some 30 
years harer in his ‘Constitutione! Code’, ‘every security that can be given us reducible to 
this oae—the supremacy, of say che sovereignty, of the people. the sovereignty of the peo- 
ple, noc nominal merely, but effecte and brought into ection, as frequently as the ex- 
gency of the case requires, and the nature of the case renders possible.’ What was crue for 
uctlirananism’s founder, it should be added, was not necessarily so for the movement as a 
whole. James Mill, Bentham’s chief collaboraror, largely side-stepped the question in bis 
essay ‘On Government’, while John Stuart Mill opposed grving male workers the vote in 
1867. See The Works of Jeremy Bexthem, Edinburgh 1843, vol 9, pp 123, 153, aod John 
Stuart Mill, Aatedb:egrapby, Indianapolis 1976, p 186 
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self on Charles McIlwain and other constitutional historians, noted 
that the Tudor administrative structure was highly complex and that 
virtually every political player, from the monarch on down, paid lip 
service at the very least co the notion that the various ruling institu- 
tions ought to be autonomous and self-directing and keep to their 
own proper orbits.™? As no less e constitutional theorist than 
Shakespeare put it in Troilus and Cressida, ‘when the planets in evil 
mixture to disorder wander, what plagues, and what portents, what 
mutiny, what raging of the seas, shaking of earth rend and deracinate 
the unity and married calm of states’. By upsetting this delicate bal- 
ance, Stuart absolutism was threatening to let loose who knows what 
storms and torments, which is why the Puritans were determined to 
flee.*3 


Thus, the common left-wing belief, to quote-Mike Davis, that ‘the 
Northern colonies were a transplanted “fragment” of the most 
advanced ideological superstructures of the seventeenth century’ is 
incomplete.*4 While advanced in certain respects, the Puritans 
émigrés of the 1620s and 1630s were upholders of the Ancient 
Constitution who were alarmed by the Stuart propensity for 
change. In this one regard, at least initially, their stance was defen- 
sive and conservative. As one of their heroes, William Prynne, 
thundered, ‘the Principle Liberties, Customs, Laws’ of the kingdom 
are and ought to be ‘FUNDAMENTAL, PERPETUAL, AND 


7% Samuel P. Huntington, Pelstscel Onder ra Changrug Sacetus, New Haven 1968, pp. 93-133. 
13 Alcbough Huntington is certainly correct concerning eadly seventeencth-century 
Puritan percepoons, the reality of the Tudor constinution is another matter. Beginning in 
the mid-nineteenth century, a long Line of historians have argued that “Tudor despotism’ 1s 
a myth and that Henry vm, for instance, was oot the autocratic prince of legend, but a 
patriotic hero who defended English independence and constitutional traditions against 
foreign interference According to this view, Henry encouraged Parliament to take on 
more responsibility, was respectful of its prerogatives, and generally preferred to work 
with locel authorities rather chan against them. He was careful to stay within the law, even 
if ruthless in bending it to his will. So far had the pendulum swung toward this notion of 
Henry vu as patriot-king that Perry Anderson was moved to protest in 1974 that ‘a 
national absolutism was un the making’ during his reign and char ‘his actual personal 
power within hus realm was fully the equal of that of his contemporary Francis 1 of France’ 
Yet the histonan Joel Hurstheld, whom Anderson relies on for support, 1s ultimately 
reduced to a Scottish verdict of nether guilty nor innocent. Henry was certainly overbear- 
ing But when he pressed Parliament foc power to rule unilererally in 1539 (the so-called 
Bull of Proclamations), be was refused. Under Elizabeth, however, there 1s po question as 
to Parliament's growing power and self-confidence, as the monopolies controversy in 
1601 tllusrrated. See Anderson, Lrasager of the Abseletist State, Verso/NLB, London 1974, 
p- 122, aod Hurstfield, ‘Wes There a Tudor Despotism After All?’ Trexsactims of the Reyal 
Histerxcal Secrety, Fifth Series, vol 17, 1967, p 98. The important point 1s that the chief 
source of tension in the Tudor polity was berween authority and the law, between power as 


same twenty years larer. See Franklin Le Van Baumer, The Early Tudor Theery of Krngshep, 
New York 1966, p 190, and J.W. Allen, A Hestery of Polite! Theaght sa the Sixteenth 
Centery, London 1928, p- 250. 

14 Prrsemers of thé American Dream: Politics and Ecomeasy sa the History of the US Worksag Class, 
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UNALTERABLE.’™ This generation was a far cry from that of the 
1640s which, under the pressure of civil war, found itself forced to 
cut its ties with the past and engage in constitutional innovations 
far more sweeping than any contemplated by the royalists. 


Huntington argues that the Puritans transported this deep-felt belief 
in an Ancient Constitution replete with checks and balances and sep- 
aration of powers across the Atlantic and implanted ıt in the New 
World, where it eventually blossomed into the us Constitution of 
1787. For Woodrow Wilson, who wrote a classic book on the subject 
as a young professor of political science in 1885, the formative period 
was the Glorious Revolution, when the separation-of-powers 
doctrine was at its height and members of the Old Whig opposition 
were most influential in arguing that Parliament should serve as a 
check on royal power, but should never succumb to the Cromwellian 
heresy of exercising executive power on its own.'® More recently and 
perhaps more appropriately, the focus has been on the Hanoverian 
period, the immediate backdrop to the American Revolution, when, 
beginning in the 1720s, Lord Bolingbroke, a Jacobite who had 
briefly fled to Paris after plotting to block the accession of George 1, 
set about rallying the old ‘Country’ party against the deepening 
union of legislative and executive powers taking place under his rival, 
Walpole. 


Country and Court 


The Country was a motley collection of surviving Tories, out-of- 
favour Whigs, and urban radicals united by their opposition toward 
growing political centralization and financial oligarchy." It favoured 
parliamentary independence—that is, separation of powers—more 
frequent elections, an end to the corruption that Walpole used to 
control the legislative branch, and opposition to foreign military 
entanglements which it attributed to the Hanovers’ continuing 
Continental interests." No less importantly, the Country claimed to 
be loyal to the old forms of government while the Court was busy p10- 
neering new constitutional forms such as a prime minister—origi- 
nally a term of opprobrium—and cabinet. Innovations like these 
were anathema from the Country’s fundamentally nostalgic point of 
view. In Bolingbroke’s eyes, they were a betrayal of the Ancient 
Constitution of pre-Sruart days, ‘that noble fabric, the pride of 
Britain, the envy of her neighbours, raised by the labour of so many 
centuries, repaired at the expense of so many millions, and cemented 
by such profusion of blood’. Walpole was leading Britain in new and 
unknown directions when true reform, Bolingbroke insisted, lay in 


13 Pelstucal Order in Changing Sectetms, p 100, emphasis in the orginal 

16 Congressional Government. A Study in American Pelttecs, Boston 1925, pp. 203-14. 

"7 John Brewer, ‘English Radicalism in the Age of George IIT’, in Three British Revelutrens: 
1641, 1688, 1776, edited by J G.A. Pocock, Puncetoa 1980, pp 326-7. 

18 Ibid, p 326, see also Brewer, The Sramss of Power. War, Money, and the English Stats, 
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drawing it back ‘on every favourable occasion, to the first good prin- 
ciples on which it was founded’.*9 


The Country opposition was intellectually dominant during this 
period, even if its purely negative critique rendered it all but inca- 
pable of wielding political power. The historian John Brewer 
describes Country ideology as the lingua franca of the anti-Walpolean 
Opposition, a tongue spoken ‘not only by bucolic back-benchers from 
the shires but also by disgruntled placemen and courtiers, the holders 
of government stock, and the directors of the Bank of England and of 
the major trading companies’.?° This explains Montesquieu's famous 
error in describing the British system as one of separation rather than 
union of powers following his visit to London in 1729. His Spirit of 
the Laws reflected the British governing system not as it was, but as it 
should be according to aristocratic circles in which he moved and in 
which Bolingbroke’s influence was growing.?" The Country, mean- 
while, was even more influential in archaic-democratic British North 
America. ‘Cato’s Letters’, a series of scathing denunciations of English 
politics written by John Trenchard, a Country stalwart, and Thomas 
Gordon, his young Scottish collaborator, were ‘quoted in every colo- 
mal newspaper from Boston to Savannah’.*? Montesquieu was also 
highly influential in the New World, as was Bolingbroke. John 
Adams regarded Bolingbroke as essential reading, while Jefferson 
thought so highly of him that he copied out more than fifty pages of 
his works into his own private notebooks.?3 


The American Revolution was very much in the Country mould—a 
revolution -fought not only against British imperial power, but 
against power per se. Its dynamics, as a result, were in some ways the 
very opposite of the French Revolution. Where popular sovereignty 
in the latter was securely wedded to the concept of the nation-state 
‘one and indivisible’, the dominance of Country ideology in America 
meant that it was married to a concept of the polity as something 
almost endlessly divisible. The Pennsylvania Constitution of 1776, 
for example, was one of the most democratic documents to come out 
of the revolution. But while it created a unicameral, popularly elected 
General Assembly as its centrepiece, it was careful to balance it not 
only with a separately-elected ‘supreme executive council’ but with a 
septennial ‘council of censors’ with full power to determine that ‘the 
constitution has been preserved inviolate in every part’, that ‘the pub- 
lic taxes have been justly laid and collected’, and that ‘the laws have 


19 The Works of Lord Belsagbreks, Philadelphia 1841, vol. 2, pp. 93, 397- 

® Brewer, The Srmesos of Power, pp 156-7 

= Montesquieu's friend, Lord Chesterfield, joined forces with Bolingbroke in the 1730s 
Franz Neumann, Editor's Introduction, in Baron de Montesquien, The Spirit of the Laws, 
New York 1949, p xu, Basil Williams, The Whig Supremacy, 1714-1760, Oxford 1962, 
PP 203-4 

= Bailyn, The Ideological Origras of the Amarican Revelation, Cambeidge, MA 1967, 
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23 Willard Steme Randall, Themas Jeffersea. A Life, New York 1993,p 85 


been duly executed’. Since political power was inherently dangerous, 
countervailing institutions had to be established whose ‘emulation, 
envy, fear, or interest’, to quote Trenchard and Gordon, ‘must make 
‘them spies or checks upon one another.’4 (One wonders why 
Pennsylvanians didn’t also create yet another body elected every 
fourteen years to oversee the council of censors, and so on.) 


The Pennsylvania Constitution also asserted that ‘the people of this 
State have the sole, exclusive and inherent right of governing and 
regulating the internal policies of the same’. This was in keeping 
with the Country's deep suspicion of centralized national authority. 
But it was a slap ın the face of a revolutionary leadership struggling to 
coordinate policy among thirteen fractious states in response to the 
British military onslaught. The story was similar in New York where 
the populist governor George Clinton took the lead in artacking 
federal imposts in 1781, and in Rhode Island where the local 
‘Country’ party grew ever more vehement in its attacks on federal 
power as ıt tried to drum up popular support. The more vehement the 
local populist forces, the greater their hostility to anything resem- 
bling an emergent nation-state. Thomas Paine was so aghast at these 
centrifugal tendencies that he journeyed to Rhode Island ın late 1782 
to try to talk sense to his fellow radicals, but to no avail. After telling 
John Adams in 1776 that checks and balances were superfluous 1n a 
people’s republic, he reversed himself by the mid-1780s and began 
arguing that a strong judiciary was needed to rein in popular legisla- 
tive power—a belief that would later get him in such trouble with 
the Jacobins in France.?> After opposing separation of powers, Paine 
and other like-minded nationalists were searching for way in which 
the doctrine could be turned into its opposite, transformed into a 
force for unity instead of disunity, a mechanism for binding thirteen 
independent-minded states into one viable federal republic. 


The Separation of Powers 


The method that the Philadelphia Convention came up with was to 
encase separation of powers within a flexible but seemingly unbreak- 
able body of law. The provision in Article 1, Section six, forbidding 
executive-branch employees from serving in Congress was a classic 
Country measure aimed at preventing the use of ‘placemen’, that 1s, 
executive appointees, to subvert the independence of the legislative 
branch. The requirement that members of both houses reside in the 
states they were chosen to represent (Article 1, Sections two and three) 
was an attempt to insure that the centre would not be able to manipu- 
late elections in the far-flung provinces. The elaborate division of 
responsibility berween the federal government and the states was 
sumilarly aimed at striking a delicate balance between centre and 


™ Isac Kramnick, Bolingbroke and bis Cercle. The Polstecs of Nostalgia ta the Age of Walpole, 


Cambridge, MA 1968, p. 251 
13 John Keane, Tem Pasar A Pelstecal Left, London 1995, pp 126, 261, 353-4. 


14 


periphery. Because the Country opposition had taken fright at the 
doctrine of parliamentary sovereignty as it had evolved under 
Walpole, the Constitution eschewed sovereignty altogether. While 
the Preamble seemed to suggest that the people were sovereign, the 
elaborate encumbrances that the rest of the document placed on the 
power of the people’s government, including even the power to 
amend the Constitution created in the people’s name, suggested the 
opposite. The result was a deliberately ambiguous power arrange- 
ment in which ıt was impossible to determine where ultimate author- 
ity lay, whether with Congress, the Presidency, or the Supreme Court, 
or with the people at large in their capacity either as state or federal 
citizens. Since neither Congress nor the people would exercise 
that ‘supreme, irresistible, absolute, uncontrolled authority’ that 
Blackstone had defined as the essence of sovereignty, the closest thing 
to a sovereign power would be the law. Rather than an instrument 
thar “We the People’ would create and shape to further their own rule, 
the law would create and shape the people in order to further its own 
rule. Rather than of society, ıt would be over it.?° 


Hamilton’s Bonapartist Challenge 


Country ideology was not the only force at work in the Philadelphia 
Convention. Hamilton, far and away the most brilliant of the 
Founders, was blessedly free of Country cant. But his relationship to 
the convention was a complicated one. With Madison, he was the 
convention’s prime organizer and instigator. But when he presented 
his own proposal for a proto-Bonapartist system based on a life-time 
Presidency and Senate and a triennial National Assembly with full 
sovereignty over the states, it was so at odds with the spirit of the 
gathering that it was all but ignored. Hamilton grew so impatient 
with the wrangling and compromising that he departed midway and 
spent several weeks in New York. Yet, when it was all over, he was not 
displeased with the outcome. He wanted a national government that 
would be safely removed from local populists—whom he regarded, 
not inaccurately, as forces for disintegration and disorder—so that it 
could shape American development as a whole, and in the Constitu- 
tion he believed he had obtained 1t.27 Where Madison, as a result, 
seemed to spend most of his time in the Federalsst Papers trying to 
reassure his followers that the proposed new government would not 
be so powerful as to threaten liberty, Hamilton waxed enthusiastic 


% Lest anyone believe that this immutable legal structure was foisted on the people by 
upper-class Federulists, ıt should be noted chat anti-Federalists during this period were 
even more vociferous in their demands for a strong constitution as a permanent bake on 
politics. Hamulton, for his part, scoffed at the idea of permanent constitutional protec- 
nons. See Philip P Hamburger, “The Coasticution’s Accommodation of Social Change’, 
Michigan Law Reseew 88, 1989, pp. 241-2, 271. 

*7 Hamilton was particularly pleased with the language in Article 1, Section aight, allow- 
tng Congress to do everything ‘necessary and proper for carrying into execution the fore- 
going powers’, words thar in combination with che Preamble's sweeping call for a 
government to establish justice, insure domestic tranquillity, etc provided the basis, he 
belreved, foe a sovereign national government of unlimited reach. 


about all the exciting things the powerful new federal machinery 
could accomplish—the commercial treaties it could negotiate, the 
navy it could float, the taxes it could raise, and the like. It must not 
be forgotten, he wrote in Federalist No. 1, ‘that the vigor of govern- 
ment is essential to the security of liberty’.?® This was as far removed 
from Country ideology as one could get. Indeed, ıt was too far 
removed for the reigning political culture to permit, which is why 
the Hamiltonian project would collapse in the wake of Jefferson’s 
sweeping electoral victory in the ‘Revolution of 1800’. 


Two things stand out about the Constitution of 1787. One is that it 
was no more than proto-democratic. Nowhere does the word ‘democ- 
racy’ or any of its variants appear in the document for the simple rea- 
son that democracy in these pre-Jacobin days was still synonymous 
with anarchy and disorder—the case, one might add, not only in 
America but in Enlightenment France as well. While democracy was 
a fact of life in the aftermath of the Revolutionary War, the art of gov- 
ernment for supporters and opponents of the proposed new constitu- 
tion alike consisted of finding just the right balance between 
democracy and authority, freedom and order. While allowing the cre- 
ation of a popular lower house, the Founders were careful, therefore, 
to counterbalance ıt with a Senate chosen by the state legislatures, a 
President chosen by an electoral college also chosen by the states, and 
a lifetime judiciary chosen by the President in consultation with the 
semu-aristocratic Senate. “We the People’ had inspired the new gov- 
ernment. But the notion that the historic mission of the demas was to 
create a new order that would be more rational than that which pre- 
ceded it remained entirely alien. The demos, rather, had to be arrested 
and contained via the law. While aspects of the Constitution would 
later be democratized—senators would be popularly elected as of 
1914, the Bill of Rights would be made applicable to the state gov- 
ernments beginning in the 1920s—this essentially pre-democratic 
organizing principle would remain unchanged. 


A Slaveholders’ Democracy 


The other noteworthy aspect concerns, of course, slavery. The eigh- 
teenth-century philasophes who gathered in Philadelphia in 1787 
regarded slavery as a relic of a barbarous past and hoped that it would 
go of its own accord. Yet the Constitution they created hedged it 
about with so many protections as to render it legally impregnable. It 
forbade Congress to interfere with the slave trade for twenty years, 
limited its power to tax slaves, and required ıt to put down slave rebel- 
lions wherever they might occur. It enjoined free states to respect the 
laws of slave states by returning runaways, and it denied slaves the 
right to sue in federal court. It stipulated that slaves were to be 
counted as three-fifths of a person for purposes of apportioning seats in 
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Congress and the electoral college, thereby adding to slaveowners’ 
clout in both the House and the executive branch. The principle of 
equal state representation in the Senate that the Constitution 
enshrined also shored up slave power as Southern states fell farther and 
farther behind in population. Thanks to the Senate’s veto power over 
treaties and executive appointments, it enhanced Southem control 
over the federal judiciary and foreign policy. As long as slaveowners 
could maintain control of more than one-fourth of the state govern- 
ments or more than one-third of either house of Congress, their grip 
on the federal government was theoretically secure. There was nothing 
the growing democratic majority could do to dislodge it. 


Protections like these were fully in accord with eighteenth-century 
Country ideology, which was no less suspicious of ‘elective despo- 
tism’, as Jefferson termed it, than of the despotism of the Court.?9 
Southern planters, America’s very own backwoods squirearchy, val- 
ued above all else the independence that a slave economy made possi- 
ble. What they demanded of the new constitutional order was that it 
guarantee this independence by surrounding slavery with an im- 
penetrable iron curtain. Northern delegates to the Constitutional 
Convention complied with varying degrees of reluctance. Although 
civil libertarians would later make much of the Constitution's protec- 
tion of beleaguered minorities, this was a case ın which that same ten- 
dency vastly retarded freedom by protecting a small number of 
slaveholders against the growing hostility of the masses both north 
and south of the Mason-Dixon line.3° 


Constitutional Breakdown 


For English radicals like Bentham, the republic that the Constitution 
created was a testament to the power and creativity that popular 
democracy would unleash. “There, all is democracy; all is regularity, 
tranquillity, prosperity, security’, he exulted in 1809.3? In reality, 
though, what the Constitution had wrought was a half-formed 
democracy locked in a deepening stalemate with a constitutionally 
entrenched slavocracy, a stalemate that would persist until Lincoln and 
his fellow Republicans cut the Gordian knot during the Civil War. It 1s 
significant that, during the ‘Bleeding Kansas’ episode of the 1850s, the 
position that pro-slavery elements had a right to hiyack the territory 
politically, regardless of what the rest of the nation might think, was 
known as ‘popular sovereignty’. It was yet another example of the 
American habit of confusing democracy with localism. It is also signifi- 
cant that during the final run-up to the Civil War, the only method 
that supporters of the Union could come up with out to hold things 
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together was to entrench slavery all the more deeply via the so-called 
Crittenden amendment, which, while barring the ‘peculiar institution’ 
in the West, would have permanently enjoined Congress from interfer- 
ing with it in the South. It was a last-ditch effort to maintain the 
supremacy of law over politics, which, had it passed, might very have 
allowed slavery to continue into the twentieth century. 


Fortunately, the effort collapsed. The existing constitutional order was 
too decrepit, too torn by internal contradiction, to be salvageable. The 
Civil War was a second American revolution not only because it saw the 
expropriation without compensation of billions of dollars’ worth of rul- 
ing-class property in the form of the slaves themselves, but because it 
represented a rupture in the existing constitutional order. In this most 
legalistic of societies, Congress and the President were forced to take 
actions of dubious legality to deal with an exigency the Founders had 
never contemplared. The outbreak of war was an occasion for marvel- 
lously talmudic debates over whether the Constitution contained an 
implied escape clause that allowed the federal government to cast aside 
checks and balances and take emergency measures that ordinarily 
would be forbidden or whether the Constitution had simply had been 
suspended for the duration. The first was Lincoln's view. As he wrote in 
1864, ‘I felt that measures, otherwise unconstitutional, might become 
lawful by becoming indispensable to the preservation of the constitu- 
tion, through the preservation of the nation’.>* It was legal to violate 
the law, in other words, in order to save it. 


The second position—that the Constitution was in abeyance for the 
duration of the conflict—was the view of the Republican Party's radi- 
cal wing, in which rhetoric was taking on more and more of a Jacobin 
cast. By January 1862, George W. Julian, the Radical Republican 
who headed the powerful House Committee on Public Lands, was 
calling, in effect, for a people’s dictatorship over the Constitution 
rather than under it: 


Should both Congress and the courts stand in the way of the 
nation’s life, then ‘the red lightning of the people’s wrath’ must 
consume the recreant men who refuse to exercise the people’s will. 
Our country, united and free, must be saved at whatever hazard or 
cost; and nothing, not even the Constitution, must be allowed to 
hold back the uplifted arm of the government ın blasting the power 
of the rebels forever.33 


A Jacobin Turn 


When the New Jersey state legislature passed a resolution calling for 
a negotiated settlement in early 1863, members of the Eleventh New 
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Jersey Regiment, taking a page, no doubt, from the New Model 
Army’s revolt against Parliament, denounced the legislature as 
‘wicked, weak, and cowardly’ and vowed that ‘every armed rebel shall 
be conquered, and traitors at home shall quake with fear, as the proud 
emblem of our national independence shall assert its power from 
North to South, and crush beneath its powerful folds all who dared to 
assail its honor’.34 No longer was the Constitution ‘the supreme law 
of the land’; now the people were supreme—not the people of the 
individual states, moreover, but the people of the nation-state, one 
and indivisible, a point the French had reached some 70 years earlier. 


It is significant that the ‘four score and seven years ago’ in Lincoln's 
1863 Gettysburg Address refers not to the Constitution but to the 
Declaration of Independence, with its clarion call in favour of undi- 
luted popular sovereignty (‘whenever any Form of Government 
becomes destructive it is the Right of the People to alter or to abolish 
it’), Although Lincoln argued that the Northern cause represented 
the continuation of the Madisonian constitutional tradition, the 
phrase ‘government of the people, by the people, for the people’ 
implied something different: a rejection of the Madisonian principle 
of a people’s government endlessly checked and balanced against 
itself. It was an embrace, instead, of a system in which all instruments 
of power are concentrated under the rule of a single, unified demas. 


Much as ın the English Civil War, moderate constitutionalists found 
themselves propelled in an increasingly radical direction as the con- 
flict intensified. The high point ın revolutionary fervour came not 
during the war but after it as a Republican-dominated rump 
Congress from which the South was still excluded found itself 
increasingly at odds with Andrew Johnson, Lincoln’s successor, a 
Tennessee Democrat whose goal was to short-circuit Reconstruction 
and normalize the legal status of the defeated Confederacy as quickly 
as possible. The Republicans’ definitive victory in the 1866 congres- 
sional elections led to a showdown in the form of presidential 
impeachment and trial. But rather than lopping off the head of the 
monarch 2 la 1649, the Senate fell one vote short of the two-thirds 
majority required by the Constitution to convict. With Johnson free 
to finish out his term, the revolutionary momentum was broken. 
Popular sovereignty receded, and Reconstruction was undermined. 


Had the Senate gone the other way, the revolutionary gains of 1861-65 
would have been much more likely to be consolidated. While hostile, 
the conservative Harper's Weekly was hardly inaccurate in noting that 
the overthrow of Johnson would make it ‘plain thar impeachment of 
the Executive will become an ordinary party measure [so that] the bal- 
ance of the whole system comes to an end’.> The legislative branch 
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would have become superior to the executive, while the House, which 
had initiated impeachment proceedings and was the more competent 
and vigorous of the two, would have become dominant over the Senate. 
The us would have been on its way to becoming a modern democratic 
state under the control of a sovereign national assembly.3° The fact that 
convicting Johnson would have been contrary to both the letter and 
spirit of.a constitution that allowed for impeachment only ın cases of 
‘high crimes and misdemeanors’ rather than mere policy differences 
would have rendered Congress’s break with the past all the more deci- 
sive. By violating the Constitution, the people’s representatives would 
have been in a position of taming the ancient law and subordinating it 
to the democratic will. Instead of the past dominating the present, to 
quote the Communist Mansfesto, the present would have dominated the 
past. Instead of having to work through a hostile executive, the 
Republican majority in Congress would have found itself with far more 
manoeuvring room in which to bring genuine reform to the South. 


A Bitter Harvest 


‘The phase of the Civil War over, only now have the United States 
really entered the revolutionary phase, and the European wiseacres 
who believed in the omnipotence of Mr. Johnson will soon be disap- 
pointed’. So Marx wrote to Engels in 1866.37 But, for a variety of rea- 
sons, ‘the documentary superstition’, as Walter Bagehot described ıt 
from his vantagepoint as editor of The Economist, proved too strong. 
Without the slavery issue to bind it together, the Republican Party 
was already beginning to splinter as Western radicals parted ways 
with conservative industrialists eager to return to business as usual. 
Endemic racism in both the North and South helped isolate the 
Radical Republicans as well. The upshot is that political conditions 
for both blacks and poor Southern whites deteriorated as the all- 
important Fourteenth Amendment, rammed through literally at gun- 
poiat in the war's aftermath, became a dead letter. Although the 
Thirteenth Amendment had formally abolished slavery throughout 
the Union in 1865, Southern blacks were forced back into a system of 
peonage that in some respects was even worse. Although the Fifteenth 
Amendment, adopted in 1870, promised that ‘[t]he right to vote shall 
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not be denied or abridged on account of race, color, or previous condi- 
tion of servitude’, by the 1880s and 1890s Southern Democrats were 
disenfranchising blacks en masse. Ironically, where the Southern white 
élite had once benefited from a system that counted slaves as three- 
fifths of a person for purposes of apportioning seats in Congress and 
the electoral college, it now benefited even more from a system of 
apportionment that counted ex-slaves and their descendants as five- 
fifths of a person while still depriving them of the vote. 


If we can somehow imagine a system of proportional representation 
taking hold in post-civil war America, then it is likely char ex-slaves, 
their Northern white supporters, and perhaps poor Southern whites 
as well would have been able to gain at least a toe-hold in the national 
assembly, where it is likely thar they would have been joined by 
emerging socialist forces in the North and West. This might well 
have provided the opening wedge for a genuinely interracial social- 
ism—not just a socialist movement, one might add, but a disciplined, 
unified socialist party. Such a party would have faced immense diffi- 
culties in uniting educated Northern workers, immigrants, and 
barely literate Southern blacks. But then Russian social democrats 
faced even greater hurdles in the context of a polyglot Czarist empire 
beginning in the 1890s. America’s failure to democratize—or, rather, 
the failure of American socialists to grasp all that democratization 
entailed—tled to a truncated Left, a movement that was intellectually 
backward, slow to organize, and in thrall to hoary old Jeffersonian 
myths about the heroic days of the early republic. It also led to a Left 
that, needless to say, would be slow to embrace anti-racism until the 
advent of the Communist Party. 


The Bourgeois Republic in extremis 


The post-civil war constitution was a refurbished version of the old. 
To be sure, any ambiguity as to whether the United States was a vol- 
untary federation or a permanent union had been eliminated. But 
states’ rights were once more in the ascendant, the Southern white 
ruling class was once more free to deal with ‘its’ blacks as it would, 
while political corruption fairly exploded. The Supreme Court was 
once again a bulwark of legal conservatism. 


Where formerly the Constitution’s minority protections had served 
the interests of Southern slaveowners, they now protected the robber 
barons up north. As understood by both the Left and Right, the 
Constitution once again existed to protect the few against the many, 
in this instance a minority of capitalists against a growing number of 
hard-pressed farmers and oon-property-owning proletarians. “The 
Constitution had yoked two legal principles of freedom, of the person 
and of his property, and sacramented them in an entrenched document’, 
noted Michael Mann.?? Even the mildest industrial reform became 
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impossible. The Sherman Anti-Trust Act of 1890 was used to break 
strikes on the grounds that they constituted illegal restraints on 
trade, while judges regularly issued injunctions banning picketing, 
boycotts, and even free speech on the part of union supporters. 
Labour’s legal status remained precarious right up to the New Deal 
reforms of the mid-1930s, while anti-labour violence exploded. 
Between 1872 and 1914, according to one count, seven workers were 
killed in labour disputes in Britain, 16 were killed in Germany, and 
35 were killed in France. Yet at least 500 to 800 were killed in the 
United States. The only country to exceed this record of violence was 
Czarist Russia, which saw some 2,000 to 5,000 labour deaths during 
the same period.39 While no country claimed to value individual 
tights more highly than the us, few suppressed the collective rights 
of labour more vigorously. 


This, too, was ‘constitutional’ in the sense that it accorded with a doc- 
ument that sought to strengthen individual liberty by restraining the 
power of the demos as a whole. Despite the us Socialist Party’s overall 
theoretical weakness, it was, of necessity, as militant vis-a-vis the 
Constitution as it was toward capitalism in general. In 1912, the year 
of its electoral peak, the party’s platform fairly bulged with proposals 
for a constitutional overhaul—for ‘absolute freedom of the press, 
speech and assemblage’, for example, for proportional representation, 
for abolition of the Senate and the presidential veto, for an end to 
judicial review, and for constitutional amendment via a simple demo- 
cratic majority. Not all of the party’s constitutional ideas were fully 
thought out and some were contradictory, but the overall thrust was 
clear. The problem was not just one of reactionary employers or big- 
oted politicians. Rather, the structure of American politics was at odds 
with the needs of society and therefore in need of radical democratic 
overhaul. 


1937: The Great Inversion 


This was the dominant sense on the American Left through the early 
years of the Depression. 1937, however, saw a remarkable about-face. 
The occasion was Franklin D. Roosevelt’s great showdown with the 
Supreme Court, which had struck down as unconstitutional no less 
than a dozen pieces of New Deal legislation over the preceding four 
years. FDR’s proposal for dealing with the court was characteristically 
Machiavellian, a complicated scheme enabling him to appoint addi- 
tional Supreme Court justices to offset the existing five-to-four con- 
servative majority. Although Roosevelt compared ıt in private to the 
Liberals’ assault on the House of Lords in 1911, in public he insisted 
that he was merely trying to help the court by providing it with addi- 
tional manpower. No one was fooled, and the public outcry was 
immense. The crisis was not defused, though, until a few weeks later 
when the court approved a New Deal measure indistinguishable from 
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one it had earlier rejected. ‘Switch in time saves nine’, was how Abe 
Fortas, a young member of the Roosevelt brain trust, described it. 
The change marked the start of the high court’s long march to the 
left, an ideological journey that would culminate in 1954-73 ina 
series of near-revolutionary rulings striking down everything from 
racial segregation and the ban on abortion to restrictions on birth 
control and prayer in the public schools. 


This was constitutional modernization of the sort that leftists and 
liberals had long been fighting for. Yet ıt came from a most unex- 
pected source. Previously, the Supreme Court had been regarded as 
an American college of cardinals, a reactionary-obscurantist body of 
old men in black robes who picked through the entrails of a dead 
document to divine reasons why the demas could not do what ıt 
wanted to. Now the court was transformed. No longer ‘nine old 
men’, as Roosevelt had so famously described it, it was now a group 
. of lonely and courageous judges who, in the face of legislative and 
executive paralysis, were fighting in behalf of the most deeply 
oppressed minorities. They were Gary Cooper in High Noon (1952) 
facing down the bandits while the townsfolk scurried for cover. 
Where leftists had formerly railed against the court’s isolated, unde- 
mocratic nature, it was precisely that same isolation, that same posi- 
tion over society rather than of it, that was now seen as the source of 
its moral strength. 


This great inversion was ironic in any number of respects. Supreme 
Court justices are unelected appointees who ‘hold their offices during 
good behavior’ (Article m, Section one), which, practically speaking, 
means for life. Once appointed, they are essentially unaccountable. 
Yet the least democratic branch of government was now responsible 
for democratizing Amemcan society while so-called democratic 
politicians stood idle. For the ACLU, the legal professoriat, or various 
op-ed civil libertarians, it was proof once again that freedom lay in 
the rule of law over the demos rather than under it. The immutable 
constitution was once more a bastion of liberty just as it had been in 
the eighteenth century. 


Yet rallying behind the Supreme Court meant rallying behind the 
Constitution 7 toto, which meant ignoring the constitutional system's 
many unsavoury aspects. Following the Supreme Court's Baker u Carr 
decision (1962) striking down violations of one person-one vote at the 
state and local level, one might have expected calls to ring out to finish 
the job by extending the same elementary democratic principle to the 
US Senate. Instead, there was silence. Congress was (and is) as balka- 
nized, corrupt, and unresponsive to the needs of society after the 
Warren Court as before. Debate is mostly for show, while the real action 
takes place in literally hundreds of committees and subcommittees off- 
stage where deals are cut and favours exchanged. Bills sometimes disap- 
pear behind closed doors for weeks, only to reappear with crucial 
language added or subtracted, yet no one, not even the participants, can 
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say how it happened or who was responsible. Public accountability is 
the exception rather than the rule. But despite occasional tinkering 
around the edges, liberal constirutionalism required that no one con- 
front this problem at its source in the Constitution's staggeringly inef- 
ficient system of checks and balances and separation of powers. - 


Bureaucratic Feudalism 


State and local government in the Us similarly remained a night- 
mare of baroque inefficiency. Not only does America have 50 state 
governments, each with its own legislative, executive, and judicial 
branches, but ıt also has some 83,000 local governments, every- 
thing from city councils and school boards to such exotica as library 
boards, mosquito control commussions, and flood control districts. 
All are elected, all are largely autonomous, and all are intensely jeal- 
ous of their ancient constitutional liberties. Given the opportunity, 
all behave with the impunity of feudal barons as they raid their 
neighbours to lure away businesses, upscale residential develop- 
ments, or other profitable assets. Nearly all strive to keep out poor 
people, blacks, or anyone or anything else they think will adversely 
affect the municipal bottom line. While greedy for every last dollar 
that they can get their hands on in state or federal aid, they are 
quick to protest when a higher level of government attempts to rein 
them in. Not only 1s there no comprehensive policy to determine 
what this swarm of self-serving local governments 1s supposed to do 
to promote the greatest good of the greatest number, there 1s no 
comprehension that any such policy is possible, no understanding 
that fundamental arrangements that have existed time out of mind 
are even subject to fundamental change. The attitude is essentially a 
medieval one in which 


the conception in some way persisted that the law belongs essen- 
tually to a people or a folk. This idea did not connote, however, that 
law was the creature of a people, dependent upon their will, and 
capable of being changed by their volition. The order of ideas was 
rather reversed: the folk as a communal body was perhaps more 
truly conceived to be made by their law, much as a living body 
might be identified with its principle of organization.*° 


Or, as one of America’s most prominent legal scholars explained in 
1986, 


We live in and by the law. It makes us what we are. citizens and 
employers and doctors and spouses and people who own things. It is 
sword [and] shield, our abstract and ethereal sovereign We are sub- 
jects of law's empire, liegemen to 1ts methods and ideals, bound in 
spirit while we debate what we must therefore do.*? 
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The law rules, the people obey. Ironically, the great constitu 
tional reforms of the 1950s, 1960s, and 1970s strengthened this neo- 
medieval belief system instead of weakening it. At a time when 
Southern racists were vowing resistance to the Supreme Court, popu- 
lar sovereignty came to be more and more associated with mob rule, 
while the rule of law came to be associated with racial equality and 
freedom of assembly. ‘If we are wrong,’ Martin Luther King Jr. told 
his followers in 1955, ‘then the Supreme Court of this nation is 
wrong. If we are wrong, the Constitution of the United States is 
wrong. If we are wrong, God Almighty is wrong.’4? If he was right, by 
the same token, then God was in his heaven and all was right with the 
US constitutional order. A similar process took place two decades later 
when Watergate, America’s version of the Glorious Revolution of 
1688, reinvigorated tired old notions about checks and balances, sep- 
aration of powers, and judicial review. Legal pietists like The New York 
Times's Anthony Lewis had a field day bashing Richard Nixon for dar- 
ing to challenge the age-old rule of law. The Constitution loomed 
” higher over American society than ever. 


James Madison as Pre-Postmodernist 


Perhaps the most important gloss ever written on the Constitution is 
Federaltst No. 10, one of a series of polemics known as the Federalist 
Papers that James Madison turned out in collaboration with 
Alexander Hamilton and John Jay during the crucial New York 
State constitutional ratification battle of 1787-88. In it, Madison 
turned his attention to that great eighteenth-century bugaboo, the 
‘faction’. A faction, he wrote, 1s any group or party ‘adverse to the 
rights of other citizens, or to the permanent interests of the commu- 
nity’. When a faction is in the minority, there is no problem thanks 
to ‘the republican principle, which enables the majority to defeat its 
sinister views by regular vote’. But when a faction is in the majority, 
the republican principle is useless. A mechanism was needed, he 
wrote, to prevent any such ‘interested and overbearing majority’ 
from trampling the rights of others.43 The mechanism had to be 
effective, but not so effective as to wind up destroying liberty in the 
process. 


Madison’s solution was to divide up the polity with a system of politi- 
cal firewalls so as to inhibit the spread of dangerous ideas from one 
section to another. The idea was not to hermetically seal off the varı- 
ous portions, but merely to break the momentum of unsettling ideas 
and movements as they crossed from one part of the country to the 
other: 


The influence of factious leaders may kindle a flame within their 
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particular States, but will be unable to spread a general conflagra- 
tion through the other States. A religious sect may degenerate into 
a political faction in a part of the Confederacy; but the variety of 
sects dispersed over the entire face of it must secure the national 
councils against any danger from that source. A rage for paper 
money, for an abolition of debts, for an equal division of property, or 
for any other umproper or wicked project, will be less apt to pervade 
the whole body of the Union than a particular member of 1t.#4 


Safety lay in diversity. Where royal absolutism held to the principle of 
one nation—one religion, Madisonian pluralism held that greater stabil- 
ity was to be found in a multitude of religious sects. Where the trend in 
Britain was toward centralization, Madison argued that a decentralized 
federation based on a system of scattered authority might make for 
greater security by absorbing rather than confronting rebellious forces. 


But there was a contradiction here, which, if not apparent to eigh- 
teenth-century republicans, is fairly glaring from the perspective of a 
modern socialist. ‘Permanent interests of the community’ are as 
meaningless as permanent notions of good and evil. Rather, interests 
and communities are ever shifting, ever evolving, which means that 
they must be continually wrestled with and redefined. They must be 
redefined democratically, moreover, yet the profusion of firewalls that 
Madison had played a leading role in reinforcing in 1787 made it 
supremely difficult for the demas to do so in a coherent way. The 
impediments that Madison applied to bad majorities, in other words 
those he did not like, applied equally to good ones. To prevent rule by 
an oppressive majority, he was willing to close the door on coherent 
majority rule entirely. 


From Factions to Special Interests 


This has turned out to be the distinguishing characteristic of 
American politics. Obviously, the us is not the only country to expe- 
rience the tension between broad principles and particular interests. 
The difference is that under the US constitutional system all advan- 
tage flows to the larter and none to the former. In the absence of 
coherent majority rule, parties are chronically weak and principles 
scarce to non-existent. Theory, something ‘practical’ politicians in 
the US view with scorn, is reserved for academics and park-bench 
philosophers The elaborate compromuses needed to shepherd even 
the most modest measures through Congress mean that legislators 
must kow-tow to every last special interest. Rather than eliminating 
factionalism, the Madisonian system has thus encouraged a prolifera- 
tion of factions, each more parochial and narrow-minded than the 
last. As Jeb Stuart Magruder, a high-ranking aide in the Nuon 
administration, once explained: ‘We didn’t spend time on the disad- 
vantaged for the simple reason that there were no votes there. We 
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don’t have a democracy of the people. We have a special-interest 
democracy’ .*? If ‘all politics are local’, to quote the late Speaker of the 
House Tip O'Neill, long regarded as the last word in political wis- 
dom on Capitol Hill, then all politics are fragmented, egotistical, and 
de-historicized. ‘Divide et impera, the reprobate axiom of tyranny, is 
under certain conditions, the only policy by which a republic can be 
administered on just principles’, Madison wrote to Jefferson a few 
days after the close of the Constitutional Convention.4® While this 
strategy has certainly inhibited movements ‘for an equal division of 
property’, as Madison trusted it would, it begs the question of who in 
a people’s republic was to be dividing and conquering whom. Can a 
people divide and conquer itself? Is stable self-government really to 
be achieved through self-fragmentation? 


By checking and balancing the people’s government against itself so 
as to prevent the development of coherent majority rule, Madison was 
blocking development of the one force capable of moving society for- 
ward. Popular sovereignty was stillborn as a result, and the US was 
prevented from modernizing itself constitutionally or politically. Or, 
to put it more precisely, it was encouraged to seek out economic and 
geographical expansion as a substitute for political modernization. 
This explains why, two centuries later, amid all the subdivisions and 
shopping malls, America is home to so many Christian fundamental- 
ists, heavily-armed militia members, creationists, and other rebels 
against modernity. It explains why its politics are so parochial and 
anti-intellectual, why its parties are little more than empty shells, 
and why the presidency carries with it so many royal trappings. 
Today, the us is still a society divided between Court and Country, 
between a hypertrophied Washington overflowing with office-seek- 
ers and deal-makers and suburban Jeffersonians convinced that the 
politicians are, as ever, pulling a fast one on the people. It is a society 
that still thinks of reform in terms of constitutional restoration, of 
driving out the moneychangers and purifying the sacred temple, of 
forever drawing back to ‘first good principles’. 


Atavistic Ambiguity 


This notion of self-government through self-fragmentation is very 
eighteenth-century, yet at the same tıme curiously postmodern. It is 
absurd on its face, yet the enormous success of the American enter- 
prise suggests that somehow absurdity works. A constitutional order 
that is deliberately ambiguous as to whether final authority rests with 
Congress, the President, or the Supreme Court, or whether it even 
exists at all, is disorienting, which has a certain postmodern appeal 
also. A system that is always in motion yet constitutionally always at 
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rest, that strives to return to first principles the more obsolete or 
obscure those principles become, appeals both to traditionalists who 
never want to go anywhere in the first place and to postmodernists 
who believe that progress is a myth. Perhaps this explains why, amid 
deepening political stagnation, the American academy has proved so 
receptive to cultural theorists who argue that reality, meaning, and 
progress are so many artificial political constructs. 


Of course, this could be used to ‘prove’ another thesis—that what 
rationalists see as ‘absurdity’ is the manifestation of a higher intelli- 
gence beyond the comprehension of mere mortals. If ‘God takes care of 
drunkards, of little children, and of the United States’, as the Russian 
political scientist Moisei Ostrogorski remarked in 1902,47 then the 
republic’s success despite its Logical political structure can be taken as 
proof that God is personally guiding the American enterprise. Rather 
than popular sovereignty, the Constitution reflects the sovereignty of 
the Supreme Being. Postmodernists, religious traditionalists, born- 
again Jeffersonians who believe God is on their side—the Constitution 
has something for everyone except secular modernizers who believe 

_ that the role of the people is to new-model society from top to bottom 
so as to render it more equitable, rational, and democratic. 


Popular Sovereignty and Civil Liberties 


The constitutional theory of civil liberties as it is understood in the 
lare twentieth-century US is yet another variation on the theme of the 
few versus the many. Rather than slaveholders versus the Northern 
masses or robber barons versus a growing industrial proletariat, ıt is a 
matter of an endless number of beleaguered minorities—blacks, arhe- 
ists, Nazis wishing to march through Jewish neighbourhoods, KKKers 
wishing to march through black neighbourhoods, and so on—versus 
an intolerant majority supposedly eager to steamroll over the rights of 
anyone it dislikes. The only thing holding ıt back, the theory holds, is 
the Bill of Rights ın combination with the larger Constitution. This 
reflects the standard Jeffersonian-ACLU view that the original 
Constitution of 1787, which described all the things the new federal 
government could do, was incomplete until ratification of the Bill of 
Rights four years later inscribed into law all the things Congress could 
not do, such as establish religion or abridge freedom of speech. Passage 
of the Bill of Rights did not mean that the ‘majoritarian’ danger had 
evaporated. On the contrary, it assumed that the potential for abuse 
would continue to loom large. The only thing it did, rather, was to 
provide vulnerable minorities with a legal instrument for correcting 
such abuses once they occurred. 


But there was a catch, as American legal scholars of the late nineteenth 
century—but not, alas, of the late twentieth—_were aware. By assign- 
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ing primary responsibility for civil liberties to the judiciary, the 
Constitution relieved the elected branches, particularly Congress, of 
that same responsibility. By relieving them of responsibility, it ren- 
dered them institutionally irresponsible, which fairly guaranteed that 
they would behave as the Constitution expected them to behave, that 
is, abusively. Civil liberties were de-politicized, while politics were de- 
liberalized. Thus was born the peculiar rhythm of American politics in 
which politicians or the people at lange go on periodic rampages in 
which they lynch, terrorize, and generally trample democratic rights 
until they are finally brought up short by the courts. Then everyone 
involved congratulates themselves that the system has worked, that 
the abuse has been corrected, that the majority has been reined in— 
until some new eruption sets the cycle going again..This was the case 
with Jim Crow and McCarthyism and may eventually prove to be the 
case with some of the grosser inequities of the drugs war of the 1980s 
and 1990s. As a Harvard law professor named James Bradley Thayer 
observed at the tail end of the nineteenth century: 


No doubt our doctrine of constitutional law has bad a tendency to 
drive out questions of justice and right, and to fill the mind of legis- 
lators with thoughts of mere legality, of what the Constitution 
allows. And moreover, even in the matter of legality, they have felt 
little responsibility; if they are wrong, they say, the courts will 
correct it.48 


Similarly, as ACLU Executive Director Ira Glasser put it at the tail end 
of the twentieth century when the Supreme Court overturned a par- 
ticularly demagogic piece of anti-smut legislation known as the 1996 
Communications Decency Act (CDA): 


This is why independent courts are required to protect Liberty. 
Everyone knew the CDA was unconstitutional, but Congress passed 
the law and the President signed it. Today's historic decision affirms 
what we knew all along: cyberspace must be free.49 


Both view the elected branches as institutionally irresponsible. The 
difference is that where Thayer laments the failure of America’s 
elected politicians to uphold civil liberties, Glasser seems positively 
gleeful that they have fallen short yet again. 


Democracy and Freedom 


By externalizing civil liberties in the form of an untouchable Bill of 
Rights, US constitutionalism has prevented their internalization as 
part of the democratic political process. By defining civil liberties in 
terms of an eternally beleaguered minority, it has failed to recognize 
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thar civil liberties are no less important to the demos as a whole since it 
is free speech, a free press, and free debate that enable the majority to 
find and organize itself, to determine what it is and what it believes. 
In the absence of such freedoms, a democratic majority eventually 
degenerates into an undemocratic faction determined to impose its 
views on society regardless of what the people might think. While 
there are revolutionary periods in which the demos is forced to use 
repression against its enemies—Lincoln once remarked that he was 
concerned posterity would blame him ‘for having made too few 
‘arrests [of Confederate sympathizers] rather than too many’—revolu- 
tionaries from the Jacobins through to Trotsky have recognized that 
victory ultimately depends on a return to democratic norms in which 
debate can once again be open and unconstrained. 


At the same time, Marxism teaches that freedom is not static, as an 
unchangeable legal code like the Bill of Rights would suggest, but 
thar its definition is always 1n flux. Indeed, there is no better proof of 
this than the Bill of Rights itself, which contains a number of provi- 
sions that, after the elapse of more than two hundred years, are either 
embarrassing (such as the apparently unqualified right to bear 
arms set forth in the Second Amendment), irrelevant (the Third 
Amendment ban on quartering soldiers in civilian homes during 
peacetime), or hopelessly obscure (the rarely-cited Ninth and Tenth 
amendments reserving various unspecified rights to the states or the 
people at large). It also contains a blanket protection of private prop- 
erty in the Fifth Amendment’s ‘just compensation’ clause that all 
good leftists should be straining at the bit to remove, plus some nice- 
sounding phrases barring ‘cruel and unusual punishments’ and 
‘unreasonable searches and seizures’ that have been rendered inopera- 
tive by the war on drugs. 


Clearly, there is much to argue about here, much to repair, rethink, 
and modernize. Yet nothing is more terrifying to American civil 
libertarians than the prospect of opening the Bill of Rights to politi- 
cal review, an idea that, for them, conjures up images of slack-jawed 
rednecks asking themselves if the US really needs protection after all 
these years against compulsory self-incrimination or double jeopardy. 
Not only does this reflect the prejudices of what is in fact a self- 
serving civil-liberties élite, it assumes that the Bill of Rights is the 
final word on the subject and that there is nothing Americans in the 
late twentieth century can add that will not make matters worse. Two 
centuries of economic and political development have apparently 
added not one iota to the accumulated general wisdom, which, if 
true, would be a terrible testament to the stultifying effects of the US 
constitutional system. 


The de-politicization of civil liberties, finally, renders not only the 
elected branches institutionally irresponsible, but renders the people 
irresponsible as well. By placing civil liberties on a plane high above 
their reach, it tells them, in effect, that they do not have to struggle 
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day in and day out for their modernization and expansion. If it tends 
‘to drive out questions of justice and right’ from the minds of legisla- 
tors, it does the same for those who elect them to office. Daily life is 
de-politicized as the people are reduced to the role of passive onlook- 
ers. In Prisoners of the American Dream, Davis notes that even at the 
height of labour militancy in the 1930s, political activism for 
American workers was for the most part intermittent and short-lived: 


Even the most anaemic labour or social democratic perty in 
Western Europe harvests the working class’s deep cultural self- 
identification with its institutions. But the overall character of [us] 
trade-union militancy in the 1930s and 1940s was defined by the 
limited, episodic participation of most industrial workers.*° 


It 1s not something 1n the air that causes American workers to behave 
this way, but something in the political structure. Because the system 
works—which is to say, endures—those who live under its aegis are 
free to attend to other matters. If the US constitutional system is ‘a 
machine that would go of itself’, as James Russell Lowell said in the 
1880s,5* then the people’s role is essentially negative: to guard the 
system against subversion or attack, but otherwise to stand aside and 
let it do its work. Limited government means limited democracy and 
hence limited mass participation. By taking the most vital questions 
having to do with the structure of the state and its relation to society 
and placing them in a realm high above society's reach, it devitalizes 
politics. As politics grow enervated, democracy is trivialized, and 
civil liberties cannot but deteriorate as well—precisely the sort of 
vicious cycle we now see at work in the United States 


Popular Sovereignty and Socialism 


Not only 1s America falling behind democratically relative to the rest 
of the advanced industrial world, but it remains the one First World 
society, indeed one of the few societies on the globe, without a viable 
working-class political party of even the most anaemic, reformist 
sort. Is there a connection? 


The answer, obviously, is yes. Historically, the task of the workers’ 
movement has been to carry forward the democratic revolution that 
the bourgeoisie initiated in the eighteenth century but increasingly 
turned against from the mid-nineteenth on. In the us, the turning 
point was not 1848, but 1868—77 when the revolutionary momentum 
of the civil war era was broken, the Ancient Constitution was refur- 
bished and put back in the saddle, and Reconstruction was thrown by 
the wayside. The subsequent failure of socialism insured that democ- 
racy would fail with it. Although many Americans still clung to a 
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concept of popular sovereignty within a Jeffersonian-republican 
framework, those ideals were bound to weaken as robber-baron capi- 
talism accelerated. A mass socialist movement was needed to reani- 
mate the old doctrine, not by replacing government of the people with 
rule by the working class, as certain vulgar Marxists would have it, but 
through a revolutionary expansion of the sovereignty of the overwhelm- 
ing majority, that ıs the toilers, over not only politics, but industry 
and the economy also. Rather than a static view of democracy under 
the law, socialism needed to advance a dynamic view of a democracy 
that would transform the whole of society and the law with it. 


A major body of literature, Marxist and non-Marxist, has grown up 
over the years around the question of why social democracy 1n the 
United States failed to take root. Everything from class and geo- 
graphy to immigration and race has been investigated, yet the 
Constitution, which should be central to any analysis, has been com- 
paratively neglected. This 1s especially the case in the post-war 
period. Michael Harrington, America’s most prominent social demo- 
crat of the 1970s and 1980s, acted as if the question did not exist, 
while more radical writers such as Mike Davis and Michael Goldfield 
have displayed remarkable reticence with regard to 1t.5? Yet the 
crucial role played by the Constitution should be obvious. 


The Fifth Amendment’s entrenchment of bourgeois property 
rights, for instance, renders socialism ‘unrealistic’ for anyone who 
accepts the permanence of America’s constitutional structure. The 
enormous barriers that the constitutional system places in the way 
of new political parties all but guarantee that socialism will be 
effectively marginalized. Douglas J. Amy’s impassioned brief in 
favour of proportional representation 1s a commendable effort to 
update and modernize America’s sclerotic electoral system.>3 But 
while his concerns are entirely justified—pR is as important to any 
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democratic reinvigoration in the Us as it is in the UK—he makes the 
serious error of trying to institute reform within the existing con- 
stitutional system, when in fact the system’s multi-chambered 
‘eighteenth-century architecture is itself an obstacle to change. 
Where an insurgent party in a parliamentary system has to take on 
only a single chamber, in the US it must advance on several fronts 
simultaneously. It must conquer the House of Representatives and 
the Senate. Given the presidential veto over both houses of 
Congress, it must conquer the executive branch, while, considering 
the Supreme Court’s veto power over the other two branches, it 
must subdue the judiciary as well. Thanks to America’s arcane vot- 
ing laws, any third-party movement must maintain a small army of 
lawyers and campaign workers to gather signatures on nominating 
petitions 1n all fifty states just to get on the ballot.” The sheer 
number of elections ın the us for everything from the local school 
board to President—as of 1992, America had more than half a mil- 
lion elected officials®*>—1s overwhelming, which makes it all the 
harder for an insurgent party to get the public’s attention. The pri- 
mary system, one of the many wrong-headed reforms of the 
Progressive Era, compounds the problem by opening up the two 
bourgeois parties to public participation, making it almost impos- 
sible for leftists voters to avoid being drawn into their internal 
affairs. Ideologically, the difference between the Republicans and 
Democrats ıs slight. Although one is centre-right while the other ts 
generally harder right, both are devoted to God, country, and the 
free market above all else, and each is more constitutionally rever- 
ent than the other. Yet all attempts to break free of this dictatorship 
are effectively for nought. 


Workers’ Consciousness and Totality 


Thus, the us electoral system all but slams the door shut on meaning- 
ful socialist participation, while opening it wide to political partici- 
pation under the joint ‘Repocratic’ umbrella. Buc the ideological 
world-view imposed by the Constitution is an even more potent 
deterrent. Marxism, needless to say, advances a view of class conflict 
not as something separate and distinct within each nation-state, but 
as a political-economic phenomenon that not only transcends politi- 
cal boundaries but subverts them. The us constitutional system does 
the opposite. By fostering a view of itself as unique, it creates a sepa- 
rate and distinct political cosmos. Instead of encouraging workers to 
see society as a totality, which Lukács, among others, defined as the 
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sine qua non of political class consciousness,°° it fairly mandates that 
the working class see itself as acting within a pre-existing, essentially 
unchangeable constitutional framework. It encourages workers to 
view the world from within the fishbowl rather than from without. 
The extraordinarily variegated nature of the American political sys- 
tem around the turn of the century, when the socialist movement was 
attempting to get off the ground, compounded this tendency. 
Observes Michael Mann: 


In any one year some northern states might be passing progressive 
legislation and seeking ways around reactionary court rulings, 
western states might be shooting Wobblies, south-western states 
harassing Populists, and southern states intensifying racism. A 
notion of extensive class tota/sty across the nation was hard to come 
by, even for those being shot at.>7 


This was more than a mere product of geography—efter all, the even 
greater distances of Czarist Russia did not inhibit the development of 
political class consciousness during the same period—but the result 
of Madisonian self-fragmentation that made polstical distances seem 
greater than they need have been 


The absence of a working-class opposition of even the mildest sort is 
the chief reason why the judicial revolution of the 1950s, 1960s, and 
1970s has been so contradictory. The lack of any socialist alternative 
meant that there was no way workers could mobilize to democratize 
the political structure ın their own interests. In their absence, the 
field was left to well-heeled civil-liberties professionals employing 
the logic of eighteenth-century republicanism. Once the Supreme 
Court overturned racial segregation on purely legal grounds, 
America’s antiquated political system did not provide the tools to 
rein ın subsequent white flight to the suburbs even if bourgeois 
politicians had wanted to—which, with few exceptions, they most 
certainly did not. De sure segregation was eliminated while de facto 
segregation accelerated. While the courts overturned some of the 
more egregious police abuses of the 1950s and 1960s, the growing 
isolation of minorities and the poor in economically depressed inner 
cities meant that there would be no one left—-no one who counted, 
that ıs, according to the prevailing political standards—to make sure 
the police obeyed the rules. As the law-and-order movement 
advanced, it became more and more apparent that they would not. 
“They give me a stick, they give me a gun, they pay me 50 G's to have 
some fun’, sang one policeman during the 1992 LA riots—'they’ 
being America’s constituted authorities.’ There was also nothing the 
courts could do, or would do, to prevent an unfolding horror like the 
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war on drugs. Indeed, William O. Douglas, the Supreme Court jus- 
tice who pushed judicial liberalism to its greatest extremes, engaged 
in anti-drug rhetoric in Robinson v. California (1962) that was no less 
hysterical and incendiary than anything uttered by the Right.5? Only 
a working-class movement, animated by socialist principles of ratio- 
nalism, equality, and democracy, would have been ın a position to act 
as these policies fell more and more heavily on workers and the poor. 


The upshot, decades later, is an economically polarized society 
marked by freedom for an increasingly narrow elite and growing 
unfreedom for those below. In a raw capitalist society like today’s US, 
the size of one’s bank account determines whether one goes to prison 
for possession of cocaine or to an expensive, privately-run drig-reha- 
bilitation centre; whether a congressman brushes past on his way toa 
fund-raiser or sets aside half an hour to listen to one’s concerns about 
an upcomung piece of legislation; whether a child attends a lavishly- 
appointed public school in the suburbs or a prison-like structure in 
the inner city; or whether one visits a posh medical office on 
Manhattan’s Upper East Side or spends hours waiting in a crowded 
emergency room in an under-funded municipal hospital. To be sure, 
disparities like these are not unique to the US, but nowhere in the 
advanced capitalist world are they more extreme or widespread. 


A Counter-Democratic Régime of Infinite Duration? 


A constitutional system without a locus of sovereignty is like a car with- 
out a steering wheel. While the people may possess a certain limited 
control over individual components, they have no control over the 
mechanism as a whole as it careens downhill. The result is a ‘multiple, 
acephalous federation’—Michael Mann's term for the political structure 
of feudal Europe, but one which applies equally well to the latter-day 
us®—the democratization of which requires the creation of a sovereign 
power ex nthilo. There is no other First World society for which the 
same thing can be said. In nearly all other cases, the people have estab- 
lished their sovereignty by reconstituting their political environment 
and vice versa—in the 1870s in the case of the Swiss, since 1945 in the 
case of nearly all members of the European Union.® Britain is an obvi- 
ous exception in thar it constitutionally enshrines the sovereignty of the 
crown-in-parliament rather than that of the people. But at least it rec- 
ognizes a form of sovereignty whereas the US recognizes none. 


I “To be a confirmed drug addict ts to be one of the walking dead . The teeth are rotted 
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All points on the us liberal-conservative spectrum are at one with the 
Founders in believing that unlimited popular soverergnty—the only 
kind of sovereignty there can be, since sovereignty, by definition, is 
unlimited—is inherently tyrannical. The struggle to democratize the 
Constitution therefore means a struggle to forge a sovereign people, a 
demos, out of a population that has allowed 1ts power to be divided and 
subdivided so as to prevent it from taking charge of society as a 
whole. Rather than merely fighting for this or that reform, it means 
challenging American political beliefs at their most basic. 


But speaking the language of democracy as it has developed since 
1787-88 means speaking a language that ıs by now largely alien to 
American ears. Rather than separation of powers, it means arguing 
that a union of powers under the control of a single demos ıs the only 
coherent basis for modern democracy. Rather than fetishizing checks 
and balances, it means arguing that the goal of democracy must be to 
overcome the contradiction between government and the governed. 
Instead of limited government, it means arguing the people’s unlim- 
ited right to move heaven, earth, and the Constitution to preserve, 
defend, and extend their rule. In a society predicated on the principle 
that freedom depends on the people holding their sovereign power 
in abeyance, the notion cannot help but sound strange, counter- 
intuitive, utopian 


But the situation is not as hopeless as it may at first glance appear. 
Nor, for that matter, is the system as closed. We know from Sidney 
George Fisher that the US constitutional system aims to be ‘a finality’ 
unto itself, ‘to be interpreted only by itself, and to be altered only in 
the manner appointed by itself’. It strives for ‘completeness,’ to use 
the language of the Austrian mathematician Kurt Gödel. But we also 
know from Gödel that no system of logic 1s perfectly self-contained, 
but that all systems are incomplete in some way or another. All have a 
dangling thread, so to speak, which, if pulled hard enough, will cause 


the entire arrangement to unravel. 


There are many ways the US constitutional system could be said to be 
incomplete, but perhaps the most obvious concerns the aforemen- 
tioned Article v. After delineating the elaborate process by which the 
Constitution may be amended, Article v concludes with an extraordi- 
nary clause adopted without debate on the penultimate day of the 
Philadelphia Convention. The clause declares in its entirety that ‘no 
State, without its consent, shall be deprived of its equal suffrage in 
the Senate’. This 1s the only part of the entire document exempt from 
the normal two-thirds/three-quarters amending process, the item 
that comes closest to being absolutely immutable. It is rarely dis- 
cussed, no doubt because its implications are so explosive. What it 
means, simply, is that since no state can be deprived of its ‘equal suf- 
frage’ in the upper house without its consent, every state must agree if 
the arrangement of two votes each is to be altered in any way. Since 
every last state must agree, we can assume that larter-day Old Sarums 
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such as Wyoming, Montana, or Vermont, all of which benefit enor- 
mously under the current system, would not agree and would use 
their constitutional power to veto any modification indefinitely. No 
matter bow unfair the current system of equal state representation, conse- 
quently, reform is rmpossible. Where the ratio between the most popu- 
lous and least populous state was a mere 12 to one in 1790, today it is 
67 to one, while in the year 2020, according to census projections, 1t 
will be 73 to one. Yet, according to America’s Ancient Constitution, 
there ıs nothing the vast majority can do to change it. Where 
California will be nearly two-thirds black, Hispanic, or other ‘minor- 
ity’ by the year 2020, Wyoming according to the same census projec- 
tions will be just 14.6 per cent, North Dakota will be just 10.6 per 
cent, and Vermont will be just 4.4 per cent. Yet, once again, the peo- 
ple would be powerless to rectify such gross imbalances. 


Is this the most ironclad portion of the Constitution or merely the 
most brittle? How long can an ostensibly democratic republic con- 
tinue with such an undemocratic system? If one of America’s leading 
historians is to be believed, the answer is endlessly: 


The Constitution closed the door to sumple majoritarian rule in the 
United States. Popular majorities animated by what people wanted 
to do at a particular moment would be forever constrained. Despite 
the celebration of popular sovereignty in America, the sovereign 
people were restrained once the Constitution was ratified.® 


If so, then, America has succeeded where every other empire 1n his- 
tory has failed. It has created a counter-democratic regime of infinite 
duration. 


On the Brink 


But it has not. The more inequitable the American system grows, the 
greater the likelihood that someday it will snap. Any other society 
would in the grips of a similar contradiction, and there is no reason to 
think that the United States is any different. Indeed, the us constitu- 
tional system has already snapped once before—in 1861-65—-when 
democracy and an immutable constitution were similarly at logger- 
heads. Slavery was legally impregnable, the Constitution contained 
no adequate provision for its removal, and yet somehow the immov- 
able moved. 


If—or, rather, when—something similar happens ın regard to the 
rotten-borough Senate, the implications are intriguing. Mathema- 
tically, the most elegant solution would be for the people, led no 
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doubt by the urban working class, to confront the Senate ex masse and 
demand reform where the law says reform is impossible. Even if they 
were to confine their demands to the removal of a single troublesome 
clause, they would be doing so in violation of the existing law of the 
land. They would be acting illegally, yet the idea of an entire people 
acting in violation of a constitution made in its name would be 
patently absurd. While some latter-day Tories might look to the law 
to dissolve the people and elect another, the people would dissolve 
the law instead. Presuming that no one tried to interfere with the 
democratic will, a revised Article v shorn of its final fifteen words, 
would become the new law of the land. The people would have 
demonstrated once again the old principle that, as the source of law 
rather than its subject, a sovereign power is incapable of violating 
the law, but rather creates new law with every step. It is its own law, 
its own justification. Although the rest of the Constitution would 
remain intact, the superiority of the demas to the whole of the docu- 
ment would have been established. The door would be open to thor- 
ough-going constitutional review, not through the obsolete 
eighteenth-century method set forth in Article v, whose inadequacy 
would have been demonstrated for all to see, but by the people as a 
whole ranging freely over the entire document. Checks and balances, 
separation of powers, and the rest would have to defend themselves 
in the court of democratic opinion, something they have never had 
to do since ratification. All would be considered guilty until proven 
innocent. How much of the old constitutional baggage would sur- 
vive is purest speculation, of course. But it is worth bearing in mind 
the rule of thumb that societies most hostile to change are the ones 
for whom change is most sweeping when ıt finally occurs. The most 
constitutionally conservative of societies thus might become the 
most radical. 


The urban masses, short-changed and 1l-governed under a system 
that gives undue weight to under-populated agrarian states, might 
discover that they enjoy governing directly and embark on further 
changes to strengthen their rule. Workers, who have never had a real 
opportunity to speak with their own voice in America’s impoverished 
political system, might seize the opportunity to organize a separate 
political party. This is something that other societies take for 
granted, yet the formation of a mass socialist party in the headquar- 
ters of global capitalism would shake not only us society to its depths 
but the world as well. Constitutional democratization might be 
America’s February Revolution leading to—what? America has never 
known a top-to-bottom makeover along the lines of the French 
Revolution, the Meiji Restoration, Bolshevism, or the post-1945 
transformation of Continental Europe. Even the Constitution itself 
was less a makeover than a codification of constitutional relationships 
going back to the earliest days of the colonies. True democratization, 
on the other hand, would require a fundamental break with the past. 
As the people awake to the absurdity of trying to force a modern soci- 
ety to conform to a pre-modern plan of government, they would have 
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no choice but to toss ancient shibboleths overboard and replace them 
with something more modern and democratic. 


A February Revolution or a Neo-Venetian Reaction? 


On the other hand, limited modernization within the existing consti- 
tutional framework is not altogether impossible. There are various 
ways such modernization could take place. Rather than reforming the 
Senate in accord with the principle of one person—one vote, for 
instance, Congress could abolish it outright, slash its powers, or elimi- 
nate them entirely—all of which could be accomplished via the two- 
thirds/three-quarters process outlined in Article v. Or Congress could 
try to make the Senate more equitable by breaking up the most popu- 
lous states or consolidating the least populous—something that the 
affected states, according to the Constitution, would have to agree to 
themselves, however. Reforms like these are highly unlikely thanks to 
the daunting constitutional obstacles that would have to be overcome, 
but they are not absolutely out of the question. Their chief virtue from 
a liberal perspective ıs that they would allow true believers to trumpet 
that the system had ‘worked’ once again. Finally, Congress could opt 
for a Clintonian policy of muddling through under more or less the 
constitutional status quo. This is what might be called a ‘neo- 
Venetian’ solution, named after the republic with which the us briefly 
overlapped, whose constitution was once the envy of Europe. 
Government in Venice was an immensely complex arrangement of 
checks and balances and countervailing institutions. Yet for centuries 
it ‘worked’ in the sense that it allowed the republic to grow rich off the 
Levantine trade while sparing it the civil wars that were tearing apart 
the rest of Italy. But, beginning around the seventeenth century, the 
situation began to change. Other nations advanced, while the 
Venetian constitution remained frozen in its late-medieval splendour. 
Stability gave way to stultification and decay to the point that when 
the modern world in the figure of Napoleon Bonaparte pounded on 
the doors in 1797, the republic was too paralyzed even to offer a proper 
surrender. Instead, the Venetian ruling class simply scattered. 


It is difficult to imagine the us following a similar path to ruin. After 
all, America’s problem would not seem to be stasis, but over-excite- 
ment to the point of hysteria. But all this hyper-activity masks—or 
perhaps compensates for—stagnation at the core. In love with change 
at one level, it refuses to acknowledge even the possibility of change 
at another. While admitting in its bleaker moments that the long- 
term outlook for US is negative, that decay is deepening, that what is 
right with America may in the end be insufficient to overcome the 
growing list of what is wrong with it, it is incapable of marshalling 
its resources to put a halt to che downward spiral. Indeed, its greatest 
constitutional sages tell it that even to attempt such a thing would 
mean breaking faith with the Founders and letting loose all those tor- 
ments and disorders that sent the Puritans fleeing into the wilderness 
in the 1620s. Instead, the populace is urged to stand by and watch as 
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constitutional high priests rummage through the ancient law to 
come up with answers to modern problems. If this trend is allowed to 
continue, the outcome will almost undoubtedly be deepening politi- 
cal stagnation, growing corruption and oligarchy, increasing brutal- 
ity toward the working class and the poor, and a rising obsession with 
legal forms as opposed to democratic substance. The Constitution 
and Bill of Rights will no doubt remain ın their bullet-proof, helium- 
filled glass cases ın the National Archives in Washington, lowered 
each night into a reinforced underground vault as a precaution 
against nuclear attack. But the essence of democracy will have been 
lost. The more revered the Constitution grows, the more society 
beneath it will decay. The more society needs to analyze where it went 
wrong, the less will it be able to concentrate its thoughts. Thomas 
Hobbes, who argued that society needs a clearly defined sovereign 
power to guard against the war of all against all, would not be 
entirely displeased by the outcome. 


In an interesting article a few years ago, Akhil Reed Amar argued 
thar the Us Constitution has not just one amending clause, but two: 
the one everyone knows about in Article v plus a super-amending 
clause implicit in the Preamble “ It is by a now commonplace in 
American legal history that the Constitution of 1787 was an illegal 
usurpation under the terms of America’s first constitution, the 
Articles of Confederation, which were still the law of the land at the 
time of the Philadelphia Convention. Where the Articles stipulated 
that unanimous approval of all thirteen states was required to approve 
any constitutional change, the Constitution of 1787 declared itself 
ratified with the approval of just nine. Hence, the assertion that ‘We 
the People do ordain and establish this Constitution for the United 
States of America’ implies a right not only to create new frames of 
government but to abrogate old ones when they are no longer serving 
their purposes. The people may do so over and above, or even contrary 
to the existing law. Given that the current constitution is no longer 
establishing justice, insuring domestic tranquillity, and promoting 
the general welfare but is in fact undermining them, the people have 
a historically established right of revolution to jettison it as well. 
Having done it once, “We the People’ can do it again. The us 
Constitution's great gift to the cause of international democracy is 
contained in its first three words. The rest of it can go. 


% Philadelphia Revisited Amending the Constitution Outside Article v’, Usrwersity of 
Chrcage Law Reveew 55, Fall 1988, pp 1043—1104 
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Michel Aglietta 


Capitalism at the Turn of the Century: 
Regulation Theory and 
the Challenge of Social Change 


My book, A Theory of Capstalist Regulation, was written more than twenty years 
ago.” The new edition perhaps testifies to the longevity of the ideas it sought to 
communicate. These two decades, however, have not been kind to anyone try- 
ing to make sense of the erratic and sometimes disconcerting development of 
contemporary societies. Here, I should like to say how the ideas contained in 
the book have stood this test, and how they can be modified or extended so that 
we can try to understand the dramas we are witnessing and the hopes of 
renewal we cherish as this twentieth century draws to its close. 


A Theory of Capitalist Regulation has been the source of an approach to the analy- 
sis of economic phenomena which has gained widespread acceptance, in the 
sense that a wide range of studies and analyses have seized upon its ideas 
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and have developed them in many different directions. We must speak 
of an approach rather than a theory. What has gained acceptance is not 
a body of fully refined concepts but a research programme. 


When the theoretical positions defended in A Theory of Capitalist 
Regulation were elaborated, ambitious synoptic studies were ideologi- 
cally appealing as interpretations of the economic system. They were 
intellectually seductive because of their capacity to grasp the eco- 
nomic system as a whole. On the basis of so-called first principles, 
they developed consistent concepts reconciling microeconomics and 
macroeconomics, microscopic and macroscopic phenomena, Yet this 
could not take place without a postulate of homogeneity that gave 
these theories, however mutually antagonistic, a peculiar epistemo- 
logical congruity. 


In Search of Homogeneity 


The neo-classical theory inspired by liberalism, which amounts to a 
representation of the system as a pure economy in a natural state of 
equilibrium, stretches the postulate of homogeneity to its very lim- 
its. Not only does the axiom of rationality assign the same identity to 
all individuals in pursuit of their goals by defining an economic 
behaviour pattern that can be applied to any domain of social prac- 
tice, but the characterization of the whole system as an equilibrium 
created by perfect competition implies that each player is totally 
aware of the web of their relations with all other players, and that this 
web presents itself to the individual in the form of constraints on the 
use of their resources. 


Marxism, as an economic theory, is built upon a radical separation 
which explains capitalism by rejecting the postulate of homogeneity. 
Not only is market exchange no longer perceived as a symmetrical 
relation between contracting parties; the labour force 1s also put on 
one side of a basic social division which sets one class of individuals 
against the other. Nevertheless, the Marxist view of the economy 
remains strongly homogeneous because capitalism is supposed to 
move in accordance with general laws which lead to its overthrow, 
wharever the nature of the society in which it develops. Furthermore, 
the overthrow of capitalism heralds the coming of a transparent and 
homogeneous system of perfect planning 


The debate that raged in the 1930s on the relative merits of a market 
economy and a planned economy culminated in the demonstration 
by Oskar Lange that perfect competition and perfect planning were 
identical. If the economic system ıs homogeneous, there can be no 


1 This us an edited version of the postface co the new edition of Michel Aglietta, Régalatren 
a crises da copttalime, Odile Jacob, coll Opus, October 1997, augmented with a new post- 
face. The first edition was cranslaced as A Theory of Caprialsst Regulation. The US Excpertence, 
New Left Books, London 1980 and the new edition will be published by Verso in 1999 
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real decentralization. A general economic equilibrium is a completely 
centralized system, either because the characteristics of the system are 
in the minds of all individuals, who act like a single representative 
individual—the hypothesis of rational expectations—or because the 
coordination of individual plans 1s guided by an explicit or implicit 
planner—the omniscient invisible hand in Léon Walras’s general 
equilibrium model. 


The Enigma of the Economic Quanta 


Advances in economic thought have been made against the postulate of 
homogeneity, but they run into a formidable difficulty. Where 
heterogeneous features are taken into account in the behaviour of 
microeconomic players, the coherence of the entire system becomes a 
puzzle. Microeconomics and macroeconomics become estranged 
because ıt 1s no longer possible to postulate a uniform system of co- 
ordination. This state of affairs is not unique to economics. In the phys- 
ical sciences and life sciences, it is known that microscopic and 
macroscopic phenomena cannot be described with the same formal 
tools. Macroscopic regularities have their own autonomy. However, it is 
in economics that the philosophy of methodological individualism is 
found at its most virulent. The desire to found macroeconomics on 
microeconomic principles is such that the prevailing inclination is to 
overlook such obstacles and hence to perpetuate the postulate of homo- 
geneity against all empurical evidence. Thus, the macroeconomy 1s no 
more than a microeconomy enlarged to full size by means of the 
hypothesis of the representative agent. Another approach is simply to 
deny that macroeconomics is in any way relevant. It is evident that this 
type of fundamentalism has serious consequences for economic policy. 
We have experienced the paradox of ideological ossification at the very 
time when theoretical progress has revealed the complexity of relations 
between the levels at which economic phenomena are perceived. But 
this progress has forever tainted the purity of the great paradigms. 


In fact, for a quarter of a century, exploration of this complexity has 
produced a splintered image of economic science. A key dimension of 
the heterogeneity of economic phenomena relates to information. 
Costly, incomplete, unbalanced and organized into structures that are 
far from being exclusively markets, information creates asymmetries 
in terms of influence, giving some economic operators power over 
others. Information is processed by intermediaries situated between 
the microeconomic and the macroeconomic levels, organizations 
which are not themselves aggregations of microeconomic agents but 
sets of non-market relationships which help to create consistencies 
within the global economy. 


Another dimension of this complexity 1s the discovery of the extent of 
the role played in economics by externalities, in other words, of any 
type of interdependence that is not incorporated into prices. The 
greater the role played by externalities, that is, the less markets them- 
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selves are the sole co-ordinators, the more ambiguous and fallible will 
be the use of a market equilibrium to represent the system in its 
entirety. Externalities have undermined the dichotomy between pub- 
lic and private goods, have emphasized the role of collective action in 
the achievement of economic efficiency, and have made a considerable 
contribution to better understanding of the process of growth. 


In a world in which information is an issue and in which externalities 
are laden with significance, there is no such thing as a general equilib- 
rium of perfect competition. Nor ıs there any reason why maximum 
competition should be the best possible form of relationship between 
economic agents, for competition in these contexts entails the adoption 
of behavioural strategies, the effects of which could be socially and even 
individually disadvantageous. This is the environment in which the 
problems of regulation arise. Regulation theory is concerned with het- 
erogeneous economic processes in which necessity and contingency, the 
constraint of the past and the creation of the new are intertwined. It 
deals with processes that emerge, are reproduced, then wither away 
under the effects of the unequal development inherent ın capitalism. 


Accumulation and Cohesion 


A mode of regulation is a set of mediations which ensure thar the dis- 
tortions created by the accumulation of capital are kept within Limits 
which are compatible with social cohesion within each nation. This 
compatibility is always observable ın specific contexts at specific his- 
torical moments. The salient test for any analysis of the changes that 
capitalism has undergone is to describe this cohesion ın its local manı- 
festations. It also involves understanding why such cohesion is a short- 
lived phenomenon in the life of nations, why the effectiveness of a 
mode of regulation always wanes. And it requires grasping the 
processes that occur at times of crisis, confusion and changing behav- 
iour patterns. Lastly, it involves trying to perceive the seeds of a new 
mode of regulation ın the very midst of the crisis afflicting the old one. 


Here I shall begin by returning to certain fundamental concepts used 
in A Theory of Capitalist Regulation with a view to examining them in 
the light of the developments in economic theory that have occurred 
over the past twenty years. I shall then present a summary of the 
forces behind the great post-war boom, in which I shall include both 
the American experience and that of Western Europe. Thereafter I 
shall study the demise of the mode of regulation known as Fordism 
and the profound social changes of the last twenty years. Finally, I 
shall address the open question of the emergence of a new mode of 
regulation, the promise of a new age of the wage society.” 


a Translation note “Wage society’ is a translation of the term ‘la société salariale’ by 
which ıs meant ‘a society which develops under the impulse of capitalism and in which 
wage—labour—by far the preponderant form of employment—s also the predominant 
source of coral demand. It follows from this that tbe comparibility between wage costs 
and income has co be regulaced by social rastitutions’ (euchor’s definition). 
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Theoretical Problems 


If we reject the paradigm of the pure economy, as established by the 
rational expectations school, this raises the problem of the social fab- 
ric. Economic relations cannot exist outside a social framework. It is 
quite clear that in democratic societies individuals can pursue their 
own objectives within markets, subject to a wider range of con- 
straints than just scarce resources. These constraints include lack of 
knowledge, moral considerations and institutional or organizational 
restrictions. Even such a general formulation is already far removed 
from the pure economy. What 1s being hinted at here is an evolution- 
ary theory of microeconomics with imperfect information, a system 
in which processes of learning and adaptation are of the essence. The 
question that then arises is what kind of macroeconomics goes with 
it—a conception of the global system comparible with a representa- 
tion of individual behaviour that goes beyond assuming the individ- 
ual’s desire and capacity to achieve the best possible deal under an 
exogenous set of constraints. 


Individualism, in fact, has little to do with the logic of utilitarianism. 
Contrary to the claims of an instrumentalist perspective, goals are not 
exogenously given, merely forming part of the social background to 
economic relations. The goals themselves, and not only the means 
used in their pursuit, help to form economic relationships and are 
influenced by such relationships. Some outstanding economists of the 
past have given a great deal of thought to the way in which individual 
behaviour influences the economic climate and vice versa. Joseph 
Schumpeter portrays individualism in the figure of the entrepreneur. 
Entrepreneurs are far from being profit-maximizing automata, They 
are innovators. By venturing into the unknown, they enable society 
to reduce its dependence on existing structures. But they do not do so 
without causing social damage; they are destroyers as well as creators. 
Keynes depicts the infernal rntertwining of the industrialist and the 
financier. They do not have the same perception of time or the same 
evaluation of profit, yet they are linked by a web of financial obliga- 
tions. The inevitability of debt also binds them inexorably together 
in conflict. That relation is preordained by the power relationships 
which derive from this financial bond—asymmetric information, as 
it is termed nowadays in the sanitized language of economusts. 
Keynes shows that economic development depends on which is the 
dominant force, the entrepreneur or the financier. However, which 
has the upper hand itself depends on the prevailing situation. 


Thus, in a society ın which individualism reigns, individual goals 
take on economic form by asserting themselves in the pursuit of 
interests. These do not necessarily embody collective aims when they 
are formulated and revised. But these interests come into contact 
with each other. They may be mutually antagonistic or mutually 
reinforcing, depending on the nature of the social links which they 
are helping to change. Those links, however, function primarily as 
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vehicles for the formulation and pursuit of individual interests, 
because the successful pursuit of these interests depends on society's 
acceptance or rejection of the result of the actions to which they give 
rise. The social fabric appears first and foremost as a problem of col- 
lective belonging, in the form of a system or systems in which indi- 
vidual interests are validated by the results they produce. 


The Division of Labour, Money and Debt 


The regulation approach assigns an important role to money, which, 
since the original publication of A Theory of Capttalist Regulation, has 
constantly been reaffirmed. Money ıs the primordial social Link ın 
market economies.3 


Let us underline the importance of this hypothesis. It means that, 
logically and historically, money precedes exchange. There can be no 
starker statement of the contrast between this hypothesis and that of 
the pure economy, in which money is regarded as a development of 
barter. In the pure economy, money is a particular means of exchange 
which springs from the spontaneous coordination among rational 
individuals. In the social-link model, money is the collective pivotal 
point in the relanonship between the individual and society. A 
relationship between two individuals may be termed ‘commercial’ 
because it is conducted through the institution of money. Individuals 
do not have to make their mutual interests compatible via the price 
mechanism before actually exchanging commodities. They may 
express their interests independently and perhaps these interests will 
conflict, for the individuals’ actions must respect one social constraint, 
namely the need to settle their prior debts in money Money 1s thus the 
key to membership of the market society of individuals who are free to 
pursue their own ends without having to coordinate their actions 
through the determination of equilibrium prices. The underlying 
rationale that gives coherence to the system of market exchanges is the 
settling of debts, not the determination of prices. 


If money 1s the basic social link in market economies, and if it means 
that individual actions are validated by the obligation to settle debts, 
we still need to know why such great importance 1s attached to debt. 
Thus is because debt is the type of relationship between the individual 
and a society which rests on the division of labour. Individuals pursu- 
ing their own ends are no less a part of society, for they are necessarily 
incorporated into the division of labour. The division of labour cre- 
ates reciprocal indebtedness between each individual and society in 
general. To translate their goals into an autonomous activity, eco- 
nomic agents must invest, in other words, take resources from society 


3 This conception of money, which 1s noc absent from the works of Kar! Marx and which is 
also one of the foundations of Keynesian economics, was explicitly mentioned as part of 
che very definiuon of a market economy by C Benett and J. Cartelier, Marchunds, telart- 
ats ot capitalistes, Pars 1980 A compatible formulation may be found in M Aglietta and 
A Orléan, La Veelence of la monnatt, Paris 1984 
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They are thus indebted to the community and responsible for the 
resources borrowed. But society, for its part, owes a debt to individu- 
als insofar as the use they make of these resources helps to reconstitute 
the division of labour. 


What is better understood 1s how money serves as the fundamental 
institution in any market economy. When individuals pay off their 
debt, they are proving that they have helped to renew the division of 
labour. But they can only do this because of the income earned 
through their activity. By transferring money through someone buy- 
ing the fruits of a particular individual’s labour, society has given the 
individual what it believes he or she has given it. But the apparent 
reciprocity of this relationship is illusory, since individuals’ valuation 
of their input will not necessarily match society’s valuation when it 
pays them. This disparity is reflected in unpaid debrs, the deferment 
of which can cause problems. Society may therefore exist in a state of 
financial disequilibrium. The state of individual accounts and of the 
obligations they entail under the prevailing financial rules is what 
creates the potential for conflict between individual goals and social 
constraints. 


As the primordial institution of market exchange, money is consub- 
stantial with value. Indeed, economic value is the anonymous judge- 
ment passed by the market society—all other individuals—on the 
economic act of each individual. This judgement is ratified by the 
system of payments. It is the form in which societies with autono- 
mous economies reward the contribution of each individual to the 
reconstitution of the division of labour. Money, as the operator of 
value, ıs the regulatory institution par excellence, because payment is 
prescriptive. Money logically precedes exchanges, because it is the 
unit in which prices are defined. As a basic social norm, it proceeds 
from sovereigaty. It is the temple of the common faith of individuals 
in the markets, because it is through money that they belong to the 
market economy. The economy, then, is not pure, because its very 
foundation, the monetary standard, is an extraneous factor. 


Capitalism and the Working Classes 


How do money and debt relate to capital and the labour force? There 
is no doubt that capitalism, ın the eyes of both Marx and Keynes, is a 
monetary economic system. If wages create social division, establish- 
ing the power of one social class over another, that power is the power 
of money. To be more precise, it 1s the power of those who have the 
initiative to create money in order to transform it into a means of 
funding; it is their power over those whose only access to money is the 
sale of their capacity to work. This power is exercised with a view to 
accumulation. Transforming money into capital means sharpening 
the contrast between the goods produced by individuals’ activity and 
money itself. As Marx himself said, ‘If ordinary items of merchandise 
are considered, money presents itself as the only adequate incarnation 
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of their value.’ But the money that is accumulated as capital 1s money 
that is not extinguished in the settlement of debts. Accumulation of 
capital is one side of the equation, but the other side 1s necessarily the 
development of indebtedness. 


Trying to accumulate money for its own sake as the aim of economic 
activity means seeking power over others, because money is the basis 
of the social fabric. The accumulation of power, however, is a limitless 
desire. This is what makes capitalism a force that cuts across society, a 
dynamic that takes control of the division of labour to continually 
transform it. But capitalists are part of the division of labour, too. 
They cannot accumulate the power of money without an input and 
hence without incurring debt and submitting to the judgement of 
society. That is why the employer—employee relationship is an inten- 
sification of the link between the individual and society, the illusory 
reciprocity of which we emphasized above Marx made much of the 
antagonistic aspect of this relationship, placing it in the context of an 
unrelenting class struggle that would result in the demise of capital- 
ism itself. Nevertheless, ıt 1s theoretically possible to alter this illu- 
sory reciprocity within capitalism. It can be altered if the dynamism 
of capital also improves the living conditions of the labour force and 
develops a wage society. This is the theoretical option that the regula- 
tion approach has pursued and that this book has explored in order to 
interpret the development of American society as a model for the 
Western societies of the twentieth century. This involves a clear defi- 
nition of the relationship between employers and employees. 


Wagering on the Future 


The employer-employee relationship is the separation which renders 
a body of free individuals incapable of becoming private producers 
within the market economy. The withdrawal of resources from soci- 
ety by the agents in the market economy turns these resources into 
the means of producing goods autonomously. Employees are also 
individuals who are free to pursue their own ends, but this pursuit is 
subject to the constraint of the privation of property. Their access to 
money is obtained through an employment contract whereby they 
sell a number of hours’ work ın return for a wage or salary. 
Subordination to the capitalists occurs in the realm of production, 
which 1s not a place of exchange. The fact is that the labour contract 
entitles capitalists to have their employees work under their control. 
Enterprises are therefore specific kinds of organizations, since hierar- 
chical power 1s exercised there to produce goods with a view to accu- 
mulating money. 


It follows that the dichotomy of the individual and society is not 
seen in the same way by employees and capitalists. Collectively, 
employees have 2 common status; the key to their subsistence is 
work under the authority of those who own the means of production. 
Individually, employees are free to hire out their labour to any capi- 
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` talist. They are also free to spend their pay as they see fit. There is 
therefore a twofold mobility that can act as a regulator on the accu- 
mulation of ‘capital: the mobility of the employees themselves, 
which is a source of unemployment, and the mobility of their con- 
sumption habits. . 


Collectively, the capitalists depend on employees’ consumption in the 
market to honour their financial obligations and realize their mone- 
tary profit. Individually, they are competing to accumulate capital. 
Capitalist enrichment 1s private, in the sense that the debts incurred 
by capitalists are wagers on the future which are not mutually com- 
patible, for reasons clearly identified by Schumpeter. To accumulate 
capital, each capitalist tries to free himself from the constraints of the 
existing division of labour. That is what makes capitalism a dynamic 
force for technical change which drastically alters the division of 
labour. As it takes some time for society to validate or invalidate these 
wagers, the evaluation of capital at any grven moment includes a spe- 
cific process of buying and selling debts and rights to capitalist prop- 
erty. The capital owned by individual capitalists 1s evaluated in 
financial markets. This evaluation itself amounts to speculation on 
the future. It comprises wagers placed by the financial community, in 
other words by other capitalists, on the success or failure of the gam- 
bles taken by each individual capitalist. The financial evaluation of 
capital rotroduces the ambivalent solidarity between industrialists 
and financiers to which Keynes refers. The incoherence of the capital- 
ists’ wagers on the future division of labour is illustrated by the sol- 
veacy problems affecting their debts. Doubts about solvency provoke 
drastic revisions in these evaluations of capital, which trigger finan- 
cial crises. These crises are the expression of the monetary constraint 
that reveals the incoherence of individual interests whenever these 
interests take che form of capital accumulation. 


The Importance of Mediation 


The essential idea of A Theory of Capitalist Regulation is that the 
dynamism of capital represents an enormous productive potential but 
that it 1s also a blind force. It does not contain a self-limiting mecha- 
nism of its own, nor 1s it guided in a direction that would enable it to 
fulfil the capitalists’ dream of perpetual accumulation. To put it 
another way, capitalism has the inherent ability to mobilize human 
energy and transform it into growth, but it does not have the capacity 
to convert the clash of individual interests into a coherent global 
system. 


The abstract form of the link between the individual and society rep- 
resented by the buyer-seller relationship itself depends on the basic 
social institution of money. But a virtual economy comprising only 
buyer-seller relationships would be regulated exclustvely by the sys- 
tem of payments, that is, by a coherent set of monetary rules and by 
an institution which is the guarantor and executor of that system. 
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The same no longer applies to capitalism. We have just seen that the 
evaluation of capital already presupposes an entire financial system. 
Moreover, the employer-employee relationship ıs fundamentally 
hierarchical within the enterprise, even though it assumes the guise 
of an exchange thar 1s formalized by the employment contract. Since 
it is spurred on by the limitless desire to accumulate money, capitalist 
management of the production process can degenerate into a power 
capable of destroying the labour force it has subjugated, as the tragic 
history of proletarianizarion demonstrates. 


To manage an ordered productive force, namely one that is capable of 
preserving the working potential at its disposal, capitalism must be 
hemmed in by constraining structures. Such structures are not the 
fruit of capitalist reasoning or che spontaneous result of competition, 
but rather emanate from the creation of social institutions, legit- 
imized by collective values from which societies draw their cohesion. 
This cohesion is the product of social interactions that take a variety 
of forms: conflicts, some of which may be violent, debates that find 
their way into the political arena, associations that lend collective 
strength to groups of employees and legislative provisions that insti- 
tute and enshrine social rights. 


Within its own ranks, capitalism unleashes conflicts which obstruct 
its own development. But it also summons up forces opposed to its 
desire for accumulation, forces which find a way to channel this oppo- 
sition into social mediation. In a historical context, 1t is this media- 
tion that makes actual the notion of the wage society. Thanks to this 
mediation, processes of capital accumulation can also improve 
employees’ living conditions. Technical progress can be converted 
into social progress. That is no more, of course, than a possibility; 
everything depends on the creation of mediatory mechanisms and 
their effectiveness as regulators.4 


Against the Primacy of State or Market 


The regulation approach is therefore related to numerous critical 
views of the orthodoxy that presents capitalism as a spontaneous 
development, and progress as the direct and continuous effect of 
technical development. It affirms the belief that market mechanisms 
must be supplemented or supplanted by collective action. This 
action 1s expressed in social mediation. But the regulation approach 
is distinct from two mutually contradictory conceptions: first, the 
idea that rules and institutions are products of the convergence of 
private decisions; second, that any non-market force that has a global 
effect on the development of capitalist economies must proceed from 
the state. 


4 In A Theory of Capstalsst Regulateen, written at a time when the term ‘mediation’ was not 
really established in this sense, these mechanisms are referred co as ‘structural forms’ or 
‘instirocional forms’. 
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Mediation mechanisms, ın the regulation approach, are genuinely 
intermediary structures that modify the relationships in which ten- 
sion between individuals and society plays a part. Mediation mecha- 
nisms are present in the context of private actions. For instance, an 
industrialist will decide to invest on the basis of the financial com- 
munity’s opinions, the credit lines his banker is prepared to open and 
any tax incentives available. But there are other matters for considera- 
tion: the impact of the investment on the social hierarchy in the com- 
pany and of the changes which new technology—if involved—might 
have on the pay scale, on the status of categories of worker and on pro- 
motion opportunities. This context is socially constructed by an 
intermingling of mediation mechanisms. They have their own iner- 
tia, they perpetuate behavioural routines, but they also develop at dif- 
ferent rates—the markets’ opinion of the value of the capital being 
affected by the intentions of an industrialist and developing more 
rapidly and in a more volatile manner than the change in the organi- 
zation of labour necessitated by the realization of these intentions. 
The overall context, however, does change along with the collective 
interests that are activated by the interaction of the various wills 
within these mediating mechanisms. 


From another point of view, this mediation creates global processes 
that are types of macroeconomic sequences. A Theory of Capitalist 
Regulation, for example, provides ample demonstration of the ways ın 
which collective bargaining alters the development of pay structures 
and how the advent of the large enterprise transformed the price 
system. In short, this whole mediatory structure helps to shape a 
mode of regulation. The life expectancy of a mode of regulation is 
that of the compatibility of the mediation mechanisms that lend it 
coherence. This approach leads us to reflect on the role of mediation 
mechanisms in regulation theory compared with the more general 
approach of institutional economics. 


The question of mediation mechanisms is that of the passage from the 
microeconomy to the macroeconomy in a situation in which the eco- 
nomic players and their behaviour patterns are heterogeneous. The 
unsatisfactory nature of the concept of utility maximization as the 
sole universal goal within the framework of limited resources makes 
it impossible to imagine the macroeconomy as a projection based ona 
representative individual. Even if this view persists in macroeconom- 
ics and claims to represent the system on the basis of primary micro- 
economic principles, it is incompatible with the new microeconomy. 


Institutionalism as Pragmatist Minimalism 


In the face of this insurmountable obstacle in the present state of 
knowledge in the social sciences, and particularly within economics, 
the pragmatic position consists in taking note of the separation 
between microscopic and macroscopic phenomena. The investiga- 
tions and theoretical propositions applicable to individual players are 
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not regarded as relevant to the study of economic systems. We should 
state that this approach is very familiar to experimental scientists. 
Everyone knows that some physical laws possess only statistical 
validity since ıt is impossible to account for observed patterns on the 
basis of a complete explanation of the interaction between elementary 
physical units. Similarly, without seeking to enter the philosophical 
debate between holism and individualism in the study of what a 
society is, we can recognize regular macroeconomic patterns. There is 
therefore a field of macroeconomic study that is closely linked to 
economic policy. It consists in examining the relationships between 
the global factors involved in these patterns, in identifying the 
conditions under which they will remain stable, in making pro- 
jections and in studying the global effects of budgetary or monetary 
responses. 


Institutional economics is critical of this minimalist approach. It 
acknowledges the existence of a multitude of rules, agreements, cus- 
toms and norms. It studies their appearance, their effect on the ele- 
mentary economic agents and their defects. Compared with the 
microeconomics of the rational individual restricted by scarcity, insti- 
tutional economics emphasizes a variety of relationships. These create 
more or less extensive co-ordination systems among microeconomic 
players, favour certain behaviour patterns, conclude agreements and 
combine individual objectives into collective aims. The institutions 
therefore perform mediatory functions. 


But in its burgeoning development, modern institutional economics, 
with its strongly evolutionary tendency, does not solve the problem of 
macroeconomic coherence. The problem essentially consists in the 
perception that institutions are the products of behavioural interac- 
tions among microeconomic agents.’ According to this definition, 
however, traffic lights, product labels, the rules of etiquette, social 
security and central banks can all be called institutions! The ways in 
which the institutions are linked, dovetailed, hierarchically orga- 
nized, and so forth, to form subsystems are not dealt with systemati- 
cally. This institutional approach does shed some very important 
light on the collective factors that condition the behaviour of individ- 
ual economic players and, by extension, on the environmental 
changes produced by the interaction of players trying to loosen con- 
straints. But it cannot explain the existence, coherence or incoherence 
of macroeconomic patterns by this method. 


Theory of Conventions 
The theory of conventions explicitly admits the existence of collective 


entities that are not the results of the behaviour of individuals under 
bounded rationality. The collective entities have an existence of their 


3 One good example of this approach may be found in A Schocter, The Ecomemse Theory of 
Secsal Instrtutroms, Cambodge 1981 
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own, the analysis of which is rooted in the cognitive sciences. The 
theory of conventions therefore offers a wide variety of models in 
which institurional forms are studied.® But the transition to the 
macroeconomy 1s almost totally absent. It is this transition that regu- 
lation theory seeks to establish by linking the mediation mechanisms 
to the fundamental relationships of capitalism, namely money and 
employer—employee relations, as defined above. There ıs, however, 
some common ground between regulation and convention theories 
which reconciles these viewpoints with regard to evolutionary neo- 
classical economics. The latter regards institutions merely as con- 
tracts between economic players. Convention theory and regulation 
theory explicitly perceive institutions as mediatory mechanisms. 
Enterprises are the co-ordinating organizations between the micro- 
economy and the macroeconomy, since rules of payment, flows of 
goods and money and financial relationships are linked into a hierar- 
chical structure where deals are struck between various categories of 
stakeholders with claims on the collectively produced added value. 
The conceptual division of the enterprise into product markets, 
labour, and capital, in neo-classical economic theory obscures the 
essential point, namely the existence of structured links that are not 
markets, links without which the overall coherence of the economic 
system is unintelligible. 


There are, though, differences between convention theory and regu- 
lation theory on the role of mediation mechanisms as a means of 
accounting for macroeconomic patterns: they are apparent in views 
of the formation of the collective entities through which these 
mediation mechanisms operate. Convention theory, like the ideas of 
the neo-Austrian school inspired by Friedrich von Hayek, tends to 
see these as spontaneous processes emerging from the dynamic 
interaction of individuals pursuing their interests. Regulation 
theory, by contrast, emphasizes the organized establishment and 
pursuit of collective interests. The creation of institutions is an 
essentially political act, and politics is never an individualized 
pursuit. Government intervention, industrial disputes and the 
formalization of compromises by the legislature must be considered 
in order to take account of changes in institutions as well as to 
describe the hierarchical structure of their relationships. The mode 
of regulation manages the tension between the expansive force of 
capital and the democratic principle. This principle is the source of 
the mediation mechanisms that lead to regular macroeconomic 
patterns in which the accumulation of capital can be made compati- 
ble with social cohesion. 


é Some of the xus oa which the economics of conventions 1s based appear in J P Dupuy 
et al., eds, L Economie des conventions’, in Ress Economique, special issue, March 1989 
See also the collecerve work edited by A. Orléan, Ama/yse dcomentzgse des conventrons, Paris 
1994 


The Advent of the Wage Society 


The twentieth century has been an era of social upheaval on an 
exceptional scale.” In these closing years of this century, when 
Europe has fallen prey to chronic stagnation, pessimism has become 
fashionable among some intellectuals. As they review the key 
events of the century, they delight in focusing on its tragedies. This 
nihilism, or, at best, scepticism, contemplates history and judges it 
absurd. Whether they invoke the curse of the human condition or 
the empty abyss that lies beyond the acquisition of freedom, these 
pessimists thrive on a metaphysical theory in which the notion of 
progress has no place. Such a point of view is not part of the regula- 
tion approach, which postulates that the thread running through 
the history of the twentieth century is that of the advent of rhe wage 
society. 


It was suggested above that capitalism is a force motivated by the 
individual’s desire to accumulate money. This force is converted 
into a dynamism that transforms the division of labour. Since it 1s 
intrinsically a creator and a destroyer, capitalism can only achieve 
progress for society if sets of mediation mechanisms, forming a 
mode of regulation, establish coherence among the imbalances 
inherent in the capitalist system. The cumulative effect of this 
coherence, once it has been achieved, is the establishment of a 
régime of growth. 


The advent of the wage society is the product of changes in the 
employer—employee relationship in the first half of the twentieth 
century: the integration of the labour force into the process of the 
circulation of wealth produced under the stimulus of capitalism. 
This integration has established constraints on the accumulation of 
capital which have given a collective purpose to the pursuit of inter- 
ests, thereby legitimizing both parts of the dichotomy between 
individual goals and membership of society. On the one hand, con- 
straints on the accumulation of capital have opened up markets cre- 
ated by the integration of the labour force. On the other hand, the 
subordination of the labour force to the production process has been 
normalized by the acquisition of social rights giving employees 
access to the wealth they produce. This historic transformation 
gives rise to the following proposition: the modes of regulation in the 
wage society are legitimate to the extent that they permst social progress. 


7 A Theory of Capitalist Regnulatren describes how the wage society developed in the United 
States and why it has served co regulate the accumulation of cepical In the following 


pages, these results are generalized by refercnce to the experience of Ruropean countries. 
Special attention g given to the crucial mediation mechanisms within the accumulation 
system, their relarrve importance as part of the mode of regulation and therr effect on indi- 
vidual preferences Emphasıs 1s also placed oa the importance of the nation as the crucible 
of institutions creating a greater degree of socal cohesion dunng the period of rapid 


The Age of Large Organizations and Stable Social Hierarchies 


Political debate is indispensable as a means of transforming the 
aspirations that stem from experiences that individuals undergo in 
particular economic situations into social aims which can be sup- 
ported by broad sections of the population. After all, political delib- 
eration, whether it influences legislative work or whether it results ın 
agreements between organizations representing interests thar are 
both mutually opposed and mutually dependent, has always been 
party to the creation of the major social mediation mechanisms. It is 
in this sense that it was true to say that the rights of employees at 
work, the collective negotiation of pay rates and social protection are 
institutionalized compromises. They do not derive from the sponta- 
neous progress of capitalism but from an institutionalization of rela- 
tions between employers and employees. The mode of regulation that 
established the Fordist system, whereby the constraints imposed on 
capital corresponded to the degree of integration of the labour force, 
was the fruit of the institutionalization of economic relations. 


From the capitalist point of view, the twentieth century has been the 
century of organization. Capitalism based on organization in the 
industrial and financial sectors has become the main engine of accu- 
mulation in place of Schumpeter’s individual entrepreneurs. It is also 
organized capitalism that has structured the masses employed in 
industry into hierarchical strata, ranging from the specialized worker 
to the engineer, to replace the mosaic of trades that coexisted in the 
factories of the nineteenth century. 


Organized capitalism developed from the end of the nineteenth cen- 
tury and blossomed after World War m. The major companies, the 
public institutions administering social infrastructures such as 
schools, urban facilities and transport systems, the social institutions 
and the intermediaries involved in the circulation of capital—large 
commercial businesses and the financial system—grew rapidly as the 
full-time employment wage contract became the norm.® All of these 
organizations enable markets to function while they themselves oper- 
ate according to their own rationale—thar of an organization. The 
form of organization which divides the work force into functional 
strata is preordained because it is effective in the wage society. This 
hierarchical stratification reduces uncertainty about the behaviour 
patterns expected of those who occupy a position within the structure. 
The organizations rebuild a sense of belonging to society on the ruins 
of the traditional forms of social life that cap1talism destroys.’ 


t In the countries of the Western world, 80 to 95 per cent of the actrve popularion were 
wage-camers 10 1970, compared with less than 50 per cent at the start of the twentieth 
century 

> Theat is why we come across overstered pessimism in the sociological approaches 
inspired by Karl Polanyi. While Polany: provides an admirable analysis of the ways in 
which capitalism destroys the forms of social life inherited from the pre-industrial ere, be 


35 


The large organization is integrated by stratification, because the 
staffing system it entails is robust enough to withstand the shocks of 
the market economy. In the Fordist model, uncertainty was relegated 
to the margins of capitalist accumulation, to small subcontracting 
businesses, agriculture, small traders, Third World countries, and so 
forth. In this way, the large organization legitimized its growth by 
sucking into the labour force non-wage-earning populations on the 
periphery of capitalism and giving them the chance of integration into 
the mainstream economy. The transformation of the employment 
structure, involving migration into paid employment and stratifica- 
tion of the labour force into socio-professional categories, was the dri- 
ving force behind the growth that followed World War 1. 


Establishment of a Growth Régime 


The large organization not only drew new social strata into itself. It 
also provided them with a framework and a code of membership: a 
steady wage, job security, the prospect of climbing a visible promo- 
tion ladder and rules governing upward mobility. The employees 
integrated into the organization were thus able to give meaning to 
their aspirations by pursuing the goal of social mobility.*° This is why 
certain sociologists were able to say that the wage society was turning 
class struggle into a struggle over status. These aspirations extended 
across generational boundaries and addressed a powerful demand to 
schools, which became the producers of human capital, striving for 
equality of opportunity. In fact, schooling was a selection process, and 
schools had to adapt to the limitations on social mobility that the 
hierarchy imposed to ensure thar the large organizations operated in 
the interests of capital accumulation. This is what mediation mecha- 
nisms do effectively: find acceptable compromises between forces 
that are diametrically opposed but inextricably linked. 


Another conclusion drawn from this connection between the major 
enterprise or administrative apparatus and the school is that the vari- 
ous mediation mechanisms are dovetailed to form the framework of a 
mode of regulation. This dovetailing does not happen automatically, 
because each of these organizations has its own rationale, the integrity 
of its own structures that makes it persevere in its perceived social 
role. That is why the coherence of a mode of regulation does not con- 
form to any pre-established general law. It is a historically unique 
entity that may be called a growth régime. By contrast, the symp- 
toms of exhaustion of a growth régime, heralding a period of uncer- 
tainty, crisis and change, must be sought in malfunctions of the 
interaction between mediation mechanisms. 


undoubtedly underestimates the capacity to recreate the social fabric generated by social 

conflicts, provided that these can be shifted into the political arena, thanks to the democ- 

racic prociple which encoursges political groupe to express their common interests 
collective channels 


through 
10 M. Pages etal , Veuprise de Porgeussatron, Paris 1981 
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In this coherence that ultimately turns into malfunctioning, it must 
never be forgotten that mediation mechanisms are charged with the 
tension that exists between the individual and society. The compati- 
bility between mobility and security provided by the large organiza- 
tion—as long as there is a coherent mode of regulation—teinforces 
individualism, for the hierarchical principle is at work there. This is 
how a collection of functions is articulated through a set of rules. 
Authority can no longer be legitimized by a symbolic figurehead or 
by the invocation of a transcendent moral value or religious belief. 
The large organization considerably alters the nature of our sense of 
belonging. We are citizens with all sorts of cards—identity cards, 
national insurance cards, credit cards. We are able to join all sorts of 
associations. In short, we belong to many things. But none of these 
memberships implies any particular emotional commitment. Scope 
for autonomous action, unthinkable only a few decades ago, has 
become available to a multitude of individuals." 


The rise of individualism, which released a prodigious amount of 
energy that large organizations succeeded in harnessing, also ran into 
opposition in the events of 1968, which were experienced more or less 
intensely throughout the Western world. While the large organiza- 
tion gives rise to individualism, it must also limit that individualism 
in order to play its mediatory role. The large organization lmits 
mobility and innovation, because the stability of its constituent rules 
does not allow it to accommodate more than a limited margin of flex- 
ibility in its operating conditions. Large companies, for example, in 
opting for a form of technical progress and trying to control the pace 
of that progress, will make use of employees’ initiatives but will 
channel them through company mechanisms. These limitations pre- 
serve capitalist power over the production process but this power 
comes into conflict with the increasing autonomy of individuals. The 
quest for an enterprise culture aims to rediscover emotional commit- 
ment in order to cement employees’ sense of belonging to a purely 
obyective type of organization. The failure of these efforts in the 
19708 was one reason why productivity ran out of steam, inflationary 
pressures built up and the rate of growth declined. 


‘The Economic Principles of Regulation in the Fordist Model 


The exceptional quality of this mode of regulation, which achieved 
maximum coherence during the 1960s, may be illustrated with refer- 
ence to a number of stylized economic facts.*? The core of the mode of 
regulation was the reconciliation of rapid increases in productivity 
with the growth of real income and with stability in its distribution. 
Real wages increased regularly because they were linked to prod- 


u G. Mendel, 54 sulleens d rndsvidas sans appariomance, Pars 1983 

11 A Theory of Capitalsst Regulatren analyses these ın detail as they relate to the United 
States They can be generalized, with variations to reflect specific national circumstances. 
Such vanations, however, cannot cast doubt on the fundamental fact thar all Westem 
countries benefited from a common growth régime. 
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uctivity growth. The functional division of income into wages and 
profits remained stable, because the increase in money wages was 
linked to the price index. This made the improvement in the stan- 
dard of living of the workforce compatible with the constancy of the 
rate of profit and hence with the steady accumulation of capital. This 
set of stylized facts depicts the macroeconomic process whereby the 
labour force was integrated ınto capitalism. 


To the first pillar of the growth régime, namely the distribution of 
wealth, was added another, comprising a high level of investment, the 
ocrease in the labour force, stable employment structures and a low 
unemployment rate. The positive interaction between the distribu- 
tion of income, on the one hand, and investment and productivity, on 
the other, was a result of the dynamism of demand. Thanks to the very 
broad redistribution of the fruits of increased productivity among the 
labour force, popular demand, based on mass consumption by an 
urban and suburban society, lent impetus and a sense of direction to 
technical progress. The result was endogenous growth, as it is called 
nowadays. The long-term development of employees’ consumption 
demands ensured a rapid and very steady rate of technical progress. 
The steeper the long-term growth curve, the greater progress was 
achieved in the domain of productivity. These dynamically increasing 
returns on a macroeconomic scale more than offset the diminishing 
marginal return on investments as the stock of productive capital 
increased. The interacting dynamucs of consumer demand and techni- 
cal progress steadily extended the limits of technical efficiency in the 
production process, thereby preventing any reduction of profit rates. It 
also continually created new activities to absorb the labour force that 
productivity growth had made superfluous. 


Along with self-sustaining long-term growth—which lasted for 
almost three decades—another remarkable property of Fordism was 
the way in which the growth régime could cushion the fluctuations of 
the business cycle. Such is the efficiency of the regulation mechanism. 
The coherent dovetailing of the mediating institutions played a deci- 
sive role here. First of all, a steady rise in real wages was guaranteed 
by collective pay bargaining and by the expansion of social transfers, 
which served as a powerful anti-cyclical instrument. In the event of a 
transitory drop in sales, large companies could foresee that the trend 
ın demand was not altered. Working on a longer timescale than that 
of the trade cycle, they invested on expectation of future demand 
growth ahead of the present shortfall, thus sustaining global demand. 


The financial system and its close links with monetary policy formed 
a second line of defence to guarantee the durability of growth. Within 
a framework of rules thar legislared in their favour, banks could 
administer interest rates so as to safeguard their profit margins. They 
therefore competed with each other over credit volumes. The credit 
system was a buyer's market, with rigid interest rates and high ~ 
elasticity of supply. This enabled companies to invest in growth and 
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technical progress at minimum financial cost, which created a high 
leverage of borrowed funds over companies’ own capital. This credit 
supply function certainly tended to fuel cyclical tensions. The sus- 
tained pace of capital accumulation resulted in demand outstripping 
supply, thereby creating inflationary pressures. However, the way in 
which these pressures were eased, namely by increased productivity, 
explains the rampant inflation that dogged the era of Fordism. 


Monetary policy was therefore mainly directed towards the avoidance 
of inflationary excesses. Its chief problem was to limit the liquidity of 
banks by quantitative measures, which were toughened whenever 
signs of excessive demand became widespread——mandatory reserves, 
limits on borrowing to the central bank, credit restrictions. For all 
that, the recessions which this monetary policy might have provoked 
were fairly mild and short-lived, for the reasons given above. The 
dynamics of income, demand and investment ensured that sales 


always picked up again. 
Government and Nation 


Relations between governments and national economies have always 
been the source of bitter ideological strife. The dominant view in the 
1960s was that long-term growth depended only on supply and that 
the macroeconomic influence of the government depended solely on 
demand. So the state had to regulate the business cycle to match the 
long-term trend as closely as possible in order to maintain full 
employment, using a combination of budgetary and monetary mea- 
sures. This, at least, was the Anglo-Saxon idea of a synthesis of the 
neo-classical and Keynesian schools. It was attacked in the 1970s by 
the ultra-liberals, who did not see any reason for macroeconomic 
intervention by the state, and by the monetarists, who regarded it as 
no more than nominal price stabilization. 


There have certainly been other economuc histories and other political 
cultures in Europe. The Scandinavian Social Democrats put the state 
at the heart of the collective bargaining process, as a mediatory third 
party ın a centralized system of income control. The German form of 
welfare-state capivalism—the ‘social market economy’—developed a 
tradition of close collaboration on a regional scale by the public, 
private and cooperative sectors to create the technical and human 
environment that would best promote the competitiveness of small- 
and medium-sized businesses. In France the role of government was 
to counteract the division of the union movement and the archaic 
attitudes of employers. The renewal effort in France after World War 
n was led by a central administration, which succeeded in converting 
the mercantilist tradition established by Jean-Baptiste Colbert into a 
force for progress, thanks to the renewal of the élites. The French 
model of state direction of the economy had a strong public presence 
in the production system and entailed tight control of the financial 
system. 


The use of mediatory institutions therefore took on a national hue, 
allowing the development of national varieties of the Fordist growth 
régime. The coexistence of these variants was permitted by the inter- 
national monetary system, which left scope for national autonomy in 
the choice of their mode of regulation. In fact, the modest share of 
GDP that foreign trade contributed at that tıme, the limited degree of 
financial integration resulting from the restrictions on international 
capital movements and the ability to devalue the currency in a system 
of fixed but adjustable exchange rates offered some room for manoeu- 
vre in the formulation of economic policy. In those post-war years, 
governments were able to coordinate the various mediation mecha- 
nisms. Economic policy determined how the macroeconomy was to 
be regulated. We have seen that this coherence affected the relation- 
ship between progress in productivity, wage increases, social transfers 
and domestic demand. The pivotal point of this coherence was there- 
fore the total amount of wages and salaries in its dual role as produc- 
tion cost for firms and consumer spending power. That 1s why it was 
possible to speak of a national wage standard to describe this mode of 
regulation in a nutshell The state asserted its responsibilicy in this 
domain by stabilizing the national business cycle. In that way, it cre- 
ated a chronologtcal perspective for all economic agents and increased 
the predictability of the climate in which private agents conceived 
and pursued their ventures. 


Apart from macroeconomic coherence, which is the Keynesian heri- 
tage recognized by the Anglo-Saxon tradition during the era of 
Fordist regulation, the regulation approach underlines the more 
structural government inputs into institutions. This idea is nurtured 
by the experiences of continental Europe. These forms of state input 
may be characterized by the aims they seek to achieve: building up 
collective production bases; stimulating technical progress; overcom- 
ing the collective risks inherent in the financial system; and promot- 
ing an equitable distribution of income. 


The Institutional Base 


The importance of the school in the emergence of the wage society 
has already been indicated. The same applies to energy, transport and 
urban planning. All these investments are far more profitable to soci- 
ety than to a private investor, because their full collective value can- 
not be translated into a pricing system. The resources that need to be 
raised to fund such collective capital are enormous, and the amortiza- 
tion periods are very long. These infrastructural amenities are the 
social foundations of productivity. 


Technological innovation also depends on collective factors—basic 
research, scientific knowledge and skills—which yield fewer returns 
for a private investor than for society as a whole. When the state with- 
draws from this domain, some of the collective factors that lend ~ 
impetus to technical progress are missing, and the pace of innovation 
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slackens. The more available these factors are, the more beneficial 
external effects they have on the production of market goods and 
services, encouraging greater diversity. This process is at the root of 
the increasing returns from capitalist production which preserve the 
stability of the rate of profit. State intervention can take various 
forms. Where purely collective factors are concerned, factors which 
cannot be privately appropriated—general scientific knowledge— 
the state must undertake to produce them in public laboratories. 
Where the factors of innovation can be produced privately—records 
of industrial reseacch—ecause their use is a source of revenue to 
those who produce them, the state may restrict itself to encouraging 
invention. It may offer tax incentives, relax the rules governing 
patents or involve itself directly in associations of public laboratories 
and private companies. 


It was indicated above that the financial system was a system of capi- 
talist mediation. It involves evaluating wagers on the accumulation 
of future profits, redistributing risks in order to spread them more 
widely, and acquiring and investing funds drawn from the savings of 
the general public. But financial activity implies certain risks that 
cannot be spread because the financial markets are incomplete, 
because the information flow is imperfect and because attitudes to a 
particular risk are changeable. The result of this is a contagious effect 
which produces collective behaviour patterns, generating waves of 
optimism and pessimism in the course of which financial values can 
undergo huge fluctuations. These disruptions can trigger financial 
crises, the social cost of which ıs far higher than the cost to private 
investors. That is one of the key reasons why governments intervene 
in the financial sector to prevent crises if possible, or at least to limit 
their disastrous social consequences. 


Regulating the Financial System 


Under the Fordist regulation system, oational governments have 
generally been strongly interventionist in financial matters. They 
have established rules in favour of concentrated banking systems, 
often differentiating between banks and other financial institutions. 
They have controlled interest rates to avoid excessive variations and 
have concluded agreements with their respective central banks to 
ensure that commercial banks in temporary difficulties have enough 
liquid assets to guarantee bank deposits at all times. 


The development of social transfers creates moral hazards similar to 
the financial risks. These transfers, in fact, are inspired by solidarity 
and the need to cover social risks that cannot be spread. They are not 
therefore regulated by private insurance contracts but by social rules. 
The moral hazard lies in the fact that the system of social protection 
has no control over the social costs for which it is liable. It adminis- 
ters a form of passive solidarity in which responsibilities are diluted. 
The ways in which states have tried to resolve that contradiction vary 
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widely. But the principles of equity underlying these systems of social 
protection derive from a common philosophy. A purely individualist 
society cannot exist; there must be a common basis of solidarity. This 
common basis comprises first and foremost the fundamental necessi- 
ties of which no-one should be deprived and which must therefore be 
provided by public or publicly guaranteed systems. It also implies 
social justice in the form of a system of taxation which redistributes 
wealth while maintaining the hierarchy of incomes within generally 
accepted limits. 


Equity is thus an important dimension of the reconciliation of 
capitalist interests with social progress in the wage society. By 
preventing exclusion, it reinforces citizenship and hence identifica- 
tion with the economic system. By preserving homogeneity in the 
distribution of income, it encourages the widespread adoption of 
modern lifestyles and hence the development of markets for mass 
consumer goods, the very development that served as the main 
engine of capital accumulation. 


The Globalization of Capitalism and Crises in the Wage Society 


When A Theory of Capitalist Regulation was written, the Fordist system 
was just beginning to malfunction. With twenty years of hindsight, 
and within the theoretical framework presented here, we might ven- 
ture to suggest an understanding for the many changes, jolts and con- 
vulsions that have marked the crises of this period. To that end, we 
must reconsider the two contradictory faces of employer—-employee 
relations which brought forth the wage society. 


Let us recall the hypothesis chat underlies the regulation approach, 
namely that capitalism is a force for change which has no inherent 
regulatory principle; this principle is provided by a coherent set of 
mechanisms for social mediation that guide the accumulation of capi- 
tal in the direction of social progress. The capacity of these mediation 
mechanisms to absorb the effects of change in a manner compatible 
with the global growth rate is limited in two ways. First, the effec- 
tiveness of organizations lies entirely in the stability of their internal 
rules, but these allow them limited scope to respond to variations in 
the conditions governing the accumulation of capital. Second, the 
institutionalized compromises between interest groups, whether they 
are contractual or enshrined in law, only reduce uncertainty by virtue 
of their rigidity. The causes for the malfunctioning of the growth 
régime must be sought in the distortions between the changes 
unleashed by capitalism and the impotence of the existing institu- 
tions to deal with them ın the framework of the established macro- 
economic regulatory system. Many such changes have occurred over 
the past twenty to twenty-five years: the extension of the wage society 
as capitalism spreads across the world, financial globalization, the 
technological revolution and the renewal of individual interests. 
These upheavals affect employment, employees’ lifestyles and the 


62 


substance of social progress in the countries that were previously the 
main beneficiaries of growth and mass consumption. 


What is Globalization? 


The term ‘globalization’ has become a catch-all word for journalists, 
politicians and the business community. It is the horizon for all our 
hopes and the source of all our ills. In continental Europe it is accused 
of having caused chronic unemployment. In the Anglo-Saxon coun- 
tries ıt 1s blamed for the fall in average real wages and the spectacular 
widening of the income gap. 


These concerns are dismissed by the liberal economists who empha- 
size the primacy of global competitiveness. Free trade is not a zero- 
sum game but rather an engine of growth. The acceleration of global 
growth in the 1990s, after the previous decade had been one of 
decline and stagnation in many developing countries, has introduced 
hundreds of millions of people to the era of mass consumption. 


Above all, globalization means the spread of paid employment which 
has enabled capitalism to penetrate into the very heart of non- 
Western societies. This is happening because the international divi- 
sion of labour offers the prospect of profit. Most importantly, the cost 
of transferring up-to-date technical knowledge is falling sharply. An 
increasingly wide range of activities has been profitably included in 
the international exchange of more highly skilled work in the more 
developed countries for lower-skilled work in the less developed 
countries. This two-fold dynamism, broadening and deepening the 
division of labour, is stimulating the growth of productivity. In the 
most advanced capitalist countries, the service sector is being revolu- 
tionized by the upsurge in intellectual work on concepts, symbols 
and forms—technical and financial consultancy, design, know-how, 
information and communication. In the developing countries, the 
intensity of capitalist activity is increasing with the production of 
capital goods, the growth of processing industries and the expansion 
of financial services. The intensification of the international division 
of labour ıs therefore equivalent to an increase in productivity. 


There is another dimension of the international division of labour 
which looks set for a promising future at the start of the next century, 
and that is the exchange between generations. The savings of the age- 
ing active population of the developed countries will be exchanged 
for flows of future income earned by the young labour force of the 
newly industrialized countries. This type of integration is based on 
solid demographic trends. The average age of the population of the 
developed countries 1s bound to rise because of the declining fertility 
rate among women aspiring to greater independence, and because 
of increased life expectancy. Furthermore, the declining birth rates 
that are now being registered in more and more regions of the world 
will result in a relative increase in the size of the labour force as a 
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percentage of the whole population. The transfer of savings that 
results from this really did take off during the 1990s. It is a key factor 
in the pursuit of financial globalization, although the latter phenom- 
enon dates much farther back. 


This transformation of the division of labour on a planetary scale is a 
source of capital accumulation which is fuelling a new growth 
régime. However, as has always been the case in the history of capital- 
ism, this technological revolution 1s not self-regulating. The policies, 
mentalities and institutions which interfere with the determinant 
factors of capital accumulation do not develop at the same rate as 
techniques, working methods and markets. 


The European Dimension 


So the new accumulation system that is establishing itself is not that 
dreamed of by the theorists of free trade—a global economy unified 
by the market. Although economic policy has shifted towards liberal- 
ism, it has not returned to the competitive capitalism of the nine- 
teenth century. Nevertheless, the institutions of Fordism have found 
it very difficult to adapt. The regulations that proved effective in the 
1960s have become largely inadequate. This does not, however, alter 
the fact that the twentieth century has seen the rise of the wage soci- 
eties. In these societies, social rights are a constituent element of citi- 
zenship; they are the cement of social cohesion. The organization of 
the work process has increasingly become a collective process which 
depends on investments in the infrastructure and in human capaci- 
ties. And so the globalization of the economy is leading neither to the 
disappearance of nations nor to a minimalist state. But the need to 
formulate regulatory principles that can guide the accumulation of 
capital into a new era of wage societies calls for changes in many insti- 
tutions. Nation-states are required to redefine which social rights are 
truly fundamental and to strengthen the collective bases of their com- 
petitiveness. 


The rates of growth and the unemployment trends over three decades 
suggest that the changes in the social mediation mechanisms are pos- 
ıng more serious problems in Europe than in the United States. There 
has not been a long-term slackening of growth or increase in unem- 
ployment, and the economic policy options have not been radically 
changed, 1n the United States. In Europe, by contrast, discriminatory 
divisions have emerged. Britain has seen the overthrow of the regula- 
tory system, resulting in the intrusion of competition into industrial 
relations Yet the Germanic model of negotiations and compromise 
between organized interests has remained unchanged. The rampant 
growth of social inequality in the British model, which matches 
similar American developments, and the relentless rise of unemploy- 
ment in the Germanic model both underline the difficulties facing 
wage societies that have experienced Fordism when they try to equip ~ 
their institutions to establish a new compatibility between the 
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accumulation of capital and social progress. To arrive at a better 
understanding of this tension, ıt will be useful to describe the numer- 
ous forms taken by the globalization of capital. 


Economic Integration 

Globalization is a multiplicity of distinct but interconnected pro- 
cesses. Occurring at different speeds, in different sequences and in 
different places with varying degrees of intensity, these processes are 
far from coherent. They take root in the main areas of change in the 
international division of labour. But by interacting with existing reg- 
ulation models they create various types of disruption in the eco- 
nomic, financial and monetary fields. 


Economic integration is a process that has increased in scope since the 
1960s. The most obvious measure of its development is the fact that 
world trade has been growing at a consistently faster rate than world 
GDP. This trend has proved robust enough to withstand the financial 
crises and structural shocks that have studded the history of the last 
three decades. Economic integration generated by trade has not been 
homogeneous. The establishment of regional economic areas, where 
the greatest increases have occurred in foreign trade, has been a par- 
ticularly conspicuous development in Europe, but the trend has not 
left Asia or America untouched. However, spectacular though the 
development of trade may be, ıt does not account for the processes 
that are transforming the conditions governing the accumulation of 
capital. It does not satisfactorily explain why such severe and lasting 
damage has been done to the macroeconomic equilibrium of the 
countries of Europe. To do that, we must focus on the forms of com- 
petition to which the technical progress of our age has given rise and 
which feature in the international division of labour. 


International competition has been extended to broad areas that were 
shielded from it under the Fordist system. These include public 
transport, communications, information systems, television net- 
works, energy distribution and financial services. This amounts to a 
decisive shift in the dividing line between markets and public ser- 
vices. The social shock has been all the more deeply felt in countries 
where public services were successfully supplied by national public 
monopolies in which the workforce had enjoyed special conditions of 
employment. In countries where a high percentage of the labour force 
had the status of civil servants, the labour contract in the public ser- 
vices used to have a strong influence on wages and prices in the whole 
economy. That is why the impact of competition is causing consider- 
able upheaval in those countries. 


This upheaval is amplified by the effect of the exchange between 
skilled and unskilled labour resulting from world-wide expansion. 
The expansion of markets for mass consumer goods and services in 
the newly industrialized countries is establishing a production base 
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with low wage costs relative to those in the more developed countries. 
However, thanks to the low cost of technology transfer and to 
dynamic increasing returns to scale, productivity is high. The result 
is a distortion of the wage structure 10 advanced capitalist countries, 
with upward pressure on the price of skills required to produce goods 
and services with a high added value, and downward pressure on the 
cost of labour in industries where there is competition from foreign 
manufacturers. 


Besides the growing quantitative inequality, the distribution of 
income has been affected by the disappearance of the rules that guar- 
anteed its stability during the Fordist era. The more technical skills 
become available to companies throughout the world, the greater is 
the extent to which the cost of the various types of labour ts deter- 
mined by competition on a supranational scale. If specialized workers 
and engineers have their income determined in supranational mar- 
kets, their interests will split. Collective bargaining, which used to 
maintain a stable wage structure accompanied by a steady increase in 
real income, is n0 longer underpinned by a common interest in the 
upward shift of the whole wage ladder. 


Weakened Collective Bargaining 


The globalization of corporations has undermined the stability of 
wage structures. As long as the exchange of goods was the predomi- 
nant form of international interdependence, the labour of one country 
could be exchanged for the labour of another without the core of the 
domestic price system being significantly affected by such external 
transactions. When firms become integrated networks of plants 
located throughout the world, their competitiveness does not depend 
decisively on the comparative advantage in a particular country. They 
are concerned with global profitability and the centralization of cash 
flows which are means of their strategic decision-making on capital 
accumulation. Because the interests of multinationals no longer coin- 
cide with those of their country of origin, collective bargaining ceases 
to be the pivotal element in the system of national macroeconomic 
regulation. 


Labour standards linked to full-employment equilibria, determined 
themselves by multi-year collective bargaining, were the economic 
linchpins of wage societies during the Fordist era. Cyclical adjust- 
ment of economic policies, discretionary devaluations and exchange 
controls were sufficient to reconcile the national autonomy of these 
regulations with international trade. By contrast, present-day eco- 
nomic integration 1s forcing companies to compete on labour costs, to 
make employment the residual variable and to adjust their profitabil- 
ity to tight financial requirements. Financial integration has become 
the leading force of globalization. It is in the financial sphere that 
there have appeared some of the key institutional forms of the new ~ 
growth régime. 
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The nature of international competition changes when the interests 
of companies cease to coincide with those of their respective countries 
of origin. The competitiveness of enterprises depends on their ability 
to organize flows of goods, production factors, engineering and 
finance throughout the world. The production and distribution of 
economic value by corporations are becoming detached from their 
territory of origin. Since the coherence of the Fordist mode of regula- 
tion lay in the relationship between productivity and distribution in 
a national context, there is a feeling that the institutions which moni- 
tored these adjustments are in disarray. Indeed, real wages and pro- 
ductivity increases have been disconnected, weakening unions and 
emptying the content of collective bargaining. 


The other side of the coin is that the globalization of enterprises 
intensifies competition, and hence the preponderance of capitalist 
interests, throughout the entire social fabric of each nation. 
“Whatever moves in the world economy puts competitive pressure on 
factors that do not move’. The set of mediation mechanisms that 
maintained the delicate balance between private interests and social 
coheston has been broken, which has enabled private multinational 
interests to break out of confinement. Capitalism is engaging entire 
societies, and the individuals who live in them, in competition 
without any longer being subject to the constraints that formerly 
channelled the quest for capital accumulation in the direction of 
social progress. 


The Opening of Financial Markets 


Unlike economic integration, which has been proceeding at a steady 
pace for more than thirty years, the opening of financial markets was 
a discontinuous régime change arising from deregulation and finan- 
cial innovation. Finance, after all, is a key mediation mechanism in 
the regulation of capital accumulation. 


Financial intermediaries shape the structure of assets and Liabilities 
which give rise to objective commitments stemming from the idio- 
syncratic endeavours of entrepreneurs. The logic of finance confronts 
uncertainty to establish the economic horizon in which capitalist pro- 

“jects can be implemented and to assume liability for specific risks 
arising from the great diversity of company wagers. This mediation 
has three functions. The first is the production and circulation of 
information. Financial logic is threatened by vicious circles and self- 
fulfilling processes, because finance produces information from infor- 
mation. This process can always degenerate into pure speculation, 
detached from the real world of production, and create disruptive 
phenomena: speculative bubbles, sunspot equilibria, overshooting, 
heterogeneous expectations and shifts in beliefs. 


3 A. Brender, in L'impératif de solidariti. La France face à la mendtaltsatroa, Paris 1996. 


These disruptions have repercussions on the second function, namely 
the evaluation of the financial assets that determine the direction in 
which accumulation is guided and the allocation of savings by inter- 
nal means (self-financing) and by external means (credit and share 
issues). The quality of the first two functions conditions the third, 
which is the supervision of the use of savings. This third function 1s a 
means of exercising proprietary rights over enterprises. It can either 
be done centrally on the basis of judgements arrived at by the finan- 
cial markets or in a decentralized manner through bilateral relations 
between companies and financial intermediaries. 


Since these three functions of finance are not independent of each 
other, it ıs the type of combination between them that defines the 
financial régime of macroeconomic regulation. During the Fordist 
period, accumulation on a national basis was supported by the mobi- 
lization of national savings, courtesy of intermediaries competing 
within an oligopoly. This competition was contained and channelled 
by a detailed set of rules governing market activities and conditions. 
The strict control of international movements of capital added to the 
coherence of that system. 


The opening of financial markets was the result of the crisis of 
Fordism coming into conjunction with the increase in economic inte- 
gration. This brought about an abrupt change ın the financial system, 
followed by the slow emergence of new forms of macroeconomic reg- 
ulation. This discordance produced the banking crises and the 
upheavals within the finance markets which punctuated the 1980s 


and 1990s. 


There are numerous links between the opening of financial markets 
and economic integration. They affect the three functions of the 
financial system described above. The crisis of Fordism resulted in an 
economic slowdown, the severity of which varied between developed 
countries, resulting in differences between countries in the way in 
which the balance between savings and investment shifted. The 
United States, for example, became a net debtor and Japan a net cred- 
itor, a polarization that became ever sharper as time went on. Even so, 
the globalization of enterprises led to the mobilization of interna- 
tional financial resources. These forces brought about the disman- 
tling of controls on movements of capital on a country-by~country 
basis. As a result, we have seen the beginnings of a disconnection 
between domestic savings and domestic investments. 


The Rise of the Institutional Investor 


This disconnection 1s one reason for the international diversification 
of financial wealth but it 1s not the only reason. The other powerful 


4 Fora definition of the financial systems and a description of the characteristic fearures 
of the various crises, see M. Aglietta, Mecredconemss finexcttre, Paris 1995, chs. 4,5 
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force derives from the change in savings themselves. The relative 
decline in savings in the form of bank deposits and the prodigious rise 
in institutionalized savings have led to a demand among savers for 
higher returns. The institutional investors have become the instru- 
ments of the diversification of financial wealth. But the management 
of a portfolio makes very different demands than those made by banks 
in terms of transparency of information, ability to manage risks, eval- 
uation of financial assets by the markets and forms of proprietary con- 
trol of enterprises. 


The system of market finance, with its predominance of institutional 
investors, has therefore replaced the financial system administered 
by the banking oligopolies. The new system has decisively changed 
the constraints on the accumulation of capital by changing the 
way in which proprietary control 1s exercised. The old form of man- 
agerial control accepted pay deals based on stable distribution of the 
added value of the firms. Long-term stability of accumulation was 
themanagement objective. Institutional investors with holdings 
ın a company, by contrast, insist on the performance criteria as 
evaluated by the financial markets. They compel firms to maximize 
their equity value in the short term, under the constant threat of 
hostile mergers and leveraged buy-outs. This form of company 
management breeds an obsession with cutting wage costs and 
shedding jobs to boost share prices without much thought for future 
development. 


Another characteristic of market finance derives from innovation in 
the management of risks. The enormous increase in the volume of 
trading in securities and the extraordinary boom in derivatives are 
entirely the fruits of this revolution. Instead of being exclusively 
administered by the banks, which hold claims until they fall due, the 
risks associated with market finance are divided into elementary 
components. These are formalized by financial instruments which 
make them negotiable—in other words, redistributable to anyone 
who is able to take them over with profit. A large number of inter- 
dependent market segments have combined to provide the elements 
of a wholesale market in global liquidity. Currencies are exchanged 
there, the risk and time profiles of portfolios are remodelled, and 
barriers between banking and non-banking activities are removed. 
These microeconomic innovations have spectacular macroeconomic 
effects. A complex web of financial interdependence is being woven 
between countries through the arbitrage of interest rates, through 
currency speculation and international creditor and debtor positions. 
This financial configuration is spreading gradually across the whole 
world as the new capitalist countries make their currencies convert- 
ible and deregulate their financial systems. This 1s the dominant 
mediation mechanism in the establishment of the new growth 
régime. 


Technical Progress, Exaggerated Individualism and 
Identity Crisis 


The globalization of economies is far from being the only profound 
change that wage societies have undergone. They are also subject to 
the forces of individualism that strike at the social fabric and threaten 
it with disintegration. Individualism can develop 1n societies where 
the main social bond 1s money. It 1s only under capitalism that this 
factor can become a drive that determines individual goals as well as a 
generalized behaviour pattern. This is the case because, under capital- 
ism, money becomes more than just the standard by which every- 
body’s place in the division of labour is judged. Money becomes a 
form of wealth that is sought for its own sake, not out of some patho- 
logical craving, but as evidence of the social recognition accorded to 
individuals. By integrating the wage-earning and salaried population 
into the circulation of wealth, because their incomes exceed the levels 
required for the mere perpetuation of existing lifestyles, the wage 
society has given sodividualism a massive boost. 


We are all well aware of the extent to which the generalization of 
wage labour during the post-war boom contributed to the financial 
autonomy of individuals. We are also aware of the extent to which it 
changed the nature of the family by allowing individual aspirations 
to be fulfilled outside the constraints of the family unit. Although 
some of the dynamics of consumer demand were generated by efforts 
to improve the living conditions of the family as a group, changing 
lifestyles diverted another part of this dynamism nto the satisfaction 
of individual desires. 


Nevertheless, individualism does intensify the contradiction inherent 
in the relationship between the individual and society. There is a pos- 
itive and a negative side to individualism." The positive side consists 
in emancipation from the shackles of a system of social allegiance, 
from personal subordination, loyalty and observance of rituals legit- 
imuzed by a symbolic order. This emancipation serves as the key to 
rational economic behaviour, opening the door to the pursuit by 
monetary means of the individual aims we call interests. This also 
sustains the dynamics of effective demand by causing constant diver- 
sification of supply, an innovation which capitalist enterprises can 
turn to account in order to renew their profitable investment bases. 


The negative aspect of individualism, however, is that membership of 
society, ın other words the legitimization of individual acts, bas to be 
constantly reclaimed. Taken to extremes, individualist demands tend 
to dissolve the social fabric from which such demands derive their 
validity. Or else, the ımpact of globalization on organizations makes 
individuals unsure of their identity within society and destroys the 


13 J P Fitoussi and P. Rosanvallon refer to positive uodividualizm and negacrve indrvidu- 
alism in Le weve âge des rndgalstés, Paris 1996 
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bonds of solidarity that once allowed the collective expression of indi- 
vidual experiences. Individualism is then a negative force in the sense 
thar ıt results from the failure of the mediation mechanisms to pro- 
duce social cohesion. 


Fordism more or less provided the conditions in which individuals 
could vie to assert their individual aspirations ın the legitimate belief 
thar they were contributing to social progress. These conditions were 
visible in the hierarchical struggles within large organizations. They 
reconciled upward social mobility, which was limited by structural 
constraints but was not negligible, with the stability of a hierarchy of 
social strata based on professional rank. This was reflected in an 
income structure that developed slowly, opening up until the early 
1960s and closing thereafter. The integration of individuals, the 
process within which these hierarchical struggles were waged, was 
guaranteed by the steady increase in each individual's real wages, the 
low unemployment level and the short periods of unemployment. 


From Crisis to Technological Revolution 


When the mass-production-based productivity boom in the United 
States ran out of steam, this triggered the crisis of Fordism. In the 
course of that crisis, the struggle waged by enterprises to halt the 
decline in their profitability gave rise to innovations that explored 
new technological frontiers. Some observers see in the introduction 
and subsequent widespread use of computers a third industrial revo- 
lution, because they believe that information technology, which has 
played its own part ın promoting the international division of labour, 
is also transforming the organization of the work process. This is seen 
in research into artificial intelligence, in human genetics triggered by 
the social cost of increased life expectancy, the challenges related to 
the degradation of the biosphere, the pursuit of space exploration and 
the revolutionizing of the food chain by genetic engineering. 


Where capitalism captures these frontiers of knowledge, it develops a 
compartmentalized system to incorporate the new activity into its 
structures——product design, graphic design, information, communi- 
cation. The consequences are drastic for the hierarchy of qualifica- 
tions inherited from the stage of mass production. The productive 
capacity of collective work performed through co-operation by highly 
skilled teams cannot be measured by a common yardstick with the 
contribution of each individual identified separately. Yet, one single 
lapse on the part of a team member can have the gravest of conse- 
quences for production processes that are highly vulnerable to break- 
downs or accidents. This means that the individual marginal 
productivity of labour loses all significance, as does the principle ‘to 
each according to his labour’. From another point of view, the appli- 
cations of new technology are changeable and therefore uncertain, so 
they are far from leading to the systematic development of the kind of 
product ranges that resulted from the invention of electricity or the 
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motor car. The fact is that the present rules of social life, the various 
forms of cultural resistance and public institutions are out of tune 
with present-day possibilities for technical progress. 


The disappearance of the link between individual earnings and the 
marginal productivity of labour, like the uncertainty surrounding the 
fate of businesses that engage in innovation, 1s leading to the break- 
up of wage scales. These hesitations in the accumulation of capital are 
also causing extensive and abrupt fluctuations in the demand for 
labour. The result 1s an individualization of career patterns. 
Employees who have undergone identical initial training may have 
entirely different pay levels and careers, depending on the companies 
or collective activities into which fortune or misfortune has led them. 


The Uncertainty of the Employee 


Under the impact of technological change, the economic ground 
rules within companies have been overturned, since the mobility 
of capital has created competition between social systems, that 
ts, the body of institutions and rights on the basis of which 
employer—employee relations were regulated nationally. Moreover, 
the overthrow of the rules within companies has destabilized the 
socio-professional hierarchy. The disappearance of the standards that 
had helped stabilize struggles over rank, as well as the waves of reor- 
ganization which have resulted in redundancies among formerly pro- 
tected categories of employees, have caused uncertainty about what 
tomorrow will bring. Increasing numbers of employees cannot find 
their place in the division of labour. The destruction of functional 
identities turns out individuals without any sense of belonging, indi- 
viduals for whom the question of social identity poses a problem. 
That is a measure of the depth of the malaise which has gripped wage 
societies in these trying times. The very principle of the integration 
of labour into the corporate structure, the progressive force behind 
the post-war boom, 1s now under threat. This malaise eats into the 
individual psyche when the energy that used to be channelled into 
work is converted into fear of an unforeseeable future. 


This profound identity crisis leads to splintering of the inequalities 
that are no longer stratified by common standards and to collective 
demands for which the political process can no longer assume respon- 
sibility. It also causes a general decline in solidarity. The result is a 
loss of legitimacy among trade unions and political parties, which can 
no longer clearly portray the social fabric as one within which con- 
flicts can be managed and compromises negotiated. 


The fragmentation of inequalities is penetrating every socio-profes- 
sional stratum. No longer do qualifications, seniority or hierarchical 
responsibility guarantee recognized positions in organizations. A 
patchwork of individual destinies is emerging as unforeseeable 
changes plunge one person into redundancy, another into precarious 
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employment and yet another into work for which he or she is over- 
qualified. The state of social helplessness is reflected in the feeling 
that these anarchic inequalities are not the transient effects of a 
remodelling of the division of labour in the light of technical progress 
and global competition. They are perceived as chronic symptoms of 
exclusion, ın other words of backsliding into a form of capitalism in 
which the integration of the labour force is no longer on the agenda. 
This profound and sustained erosion of the social mediation mecha- 
nisms of the Fordist age has left its imprint on the economy in many 
different ways. 


The Economic Symptoms of Crisis 


The spectacular fall in growth rates and the inexorable rise in unem- 
ployment are the most evident symptoms of crisis for the population 
of Europe. This twofold phenomenon derives from a weakening of the 
dynamics that once powered the accumulation of capital, namely the 
maintenance of a balance between technical progress and the expan- 
sion and diversification of consumer demand. This dynamism had 
sustained both the steady progression of real wages and the redistrib- 
ution of labour among the various fields of economic activity. 


The joint effect of the slowdown 1n productivity and in final demand 
in Western countries was so spectacular as to undermine the indus- 
trial relations that had developed during the boom. In the United 
States, economic liberalism decisively weakened the unions and the 
collective bargaining process, decentralized the determination of 
wages and created very fierce competition among job-seekers in the 
labour market. A growth rate based on very small labour productivity 
gains has established itself. Standards of living have deteriorated for 
many social strata. Two or three sources of income are necessary for 
families to sustain a lifestyle that was previously financed by one 
wage. The growth provided by small productivity gains absorbed a 
55 per cent increase in the labour force, in other words a net gain of 
40 million jobs, between 1971 and 1993! 


At the same time, the employment structure has been transformed, 
thanks in part to a very considerable wave of immigration and to the 
shortcomings of the education system. The competition from this 
new unskilled and non-unionized labour force in decentralized labour 
markets has led to the creation of a huge number of precarious and 
low-paid jobs in the non-industrial sectors. The result of this 
dramatic reshaping of the employment structure is the anarchic 
patchwork of disparities, with extreme individualization of pay struc- 
tures and differences in pay and conditions between employees with 
the same qualifications in the same occupation. 


In Europe, the growth régime has been far more seriously under- 
mined. There seem to be two main reasons which explain this differ- 
ence. First, industrial relations in Europe are more rigidly structured 
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by contractual mediation mechanisms, and direct market influence in 
the regulation of wages is weaker. In particular, the system of social 
protection is considerably stronger. For several years after growth had 
been slowing down, these mediation mechanisms defended the social 
benefits of those to whom they had previously been granted. A 
dichotomy developed within the labour force. In the 1970s, an ‘inter- 
nal labour market’ preserved the existing bargaining mechanisms and 
their corollary, the organizational stability of companies. Where high 
wage costs were a barrier to employment, businesses had recourse to 
the ‘external market’, passing on their problem to a workforce that 
was not protected by collective agreements. From the 1980s onwards, 
and at different times, depending on the state of their respective 
economies, all countries experienced the repercussions of the strate- 
gies whereby companies sought to free themselves of obligations 
deriving from past pay agreements, which had become millstones 
around their necks in the context of international competition. The 
more bitterly this assault on labour costs was contested, the more 
serious was the impact on employment. 


Europe Versus the World 


Second, the countries of continental Europe had to respond to the 
globalization of enterprises to safeguard the construction of Europe. 
The solution that was adopted, after Europe had run the risk of mark- 
ing tıme until the mid-1980s, was to move towards economic and 
financial integration (the Single Market project) then to proceed to 
monetary integration (the EMU project). Consequently, the mode of 
regulation based on strong national autonomy which had guaranteed 
post-war prosperity, was completely destabilized, but the political 
initiative that might have established new mediation mechanisms for 
a fully integrated market was not forthcoming. The result was a vac- 
uum in the content of collective bargaining. The system of national 
labour standards that prevailed during the Fordist era has been 
replaced by a European monetary standard.*® 


The monetary criterion is becoming predominant. Instead of rela- 
tively autonomous national price systems that are harmonized with 
each other by means of exchange-rate variations, the target—at least 
in France—is a set of homogeneous national price systems subject to 
the constraint of fixed exchange rates. Wages are expected to become 
once more the ‘variable capital’ of which Karl Marx spoke. Because 
the labour force is less mobile than companies, ıts price has to adjust 
to financial constraints. This requirement for wage flexibility 1s 
made all che more imperative by the fact that European governments 
have proved incapable of co-ordinating their macroeconomic poli- 
cies, despite their professed desire to establish a monetary union. 
The contradiction berween the respect of monetary targets and the 


‘© R. Boyer, ‘D'une série de National Labour Standards à un European Monetary 
Standard’, Recherche: dcenemiques de Lewsara, vol 59, 108. 1—2, 1993 
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persistence of former procedures of wage bargaining has produced 
the worst possible result: pressure on wages and chronic mass 
unemployment. 


In the absence of political management, the problem posed by the 
need for wage flextbility has been exacerbated by the partial disman- 
tling of established institutions in the wake of macroeconomic diffi- 
culties without their being replaced by other collective systems 
linking income to productivity. The result was an unseemly rush to 
abolish obstacles to dismissal on economic grounds, to undermine the 
statutory minimum wage in some countries, to end the indexing of 
wages, to embrace an extreme and arbitrary individualization of 
wages and salaries chat would obliterate any relation between pay and 
productivity, and to make the system of unemployment benefits 
increasingly restrictive. The remodelling of wage structures is 
therefore part of the hidden agenda of the European construction 
process and is an area of confrontation rather than collaboration 
between governments. 


The State and Debt 


The other main dimension of the sustained crises within wage soci- 
eties is a result of financial constraints. These are a direct product of 
the malfunctioning of the former mode of regulation. Because of the 
weakening of the dynamic relationship linking productivity, income 
and employment, the value added on which social transfers were 
levied has increased more slowly since the 1970s. At the same time, 
the transfers necessitated by the social rules in force have risen far 
more sharply as unemployment has increased. This meant that all 
countries, each at its own pace, incurred budget deficits and increased 
the ratio between public debt and Gpp. The quest for means of fund- 
ing this debt, along with the globalization of enterprises and the 
upheaval in the international currency markets resulting from the oul 
crisis, was one of the main reasons for the transformation of the finan- 
cial systems. Debt has once again become the predominant factor in 
economic policy. Debt implies the obligation to settle. It creates a sit- 
uation of potential rivalry between debtors and creditors, a situation 
in which money plays an intermediary role. 


In the 1970s, the debate on monetary doctrine was raging. But, in 
practice, monetary policy favoured the debtor as long as the system of 
tightly regulated finance was still in force. To safeguard growth as far 
as possible, the monetary authorities left a great deal of leeway for 
bank credit by mitigating the effects of inflation on nominal interest 
rates. The subsequent decrease in real interest rates triggered a revolt 
among creditors anxious to preserve the real value of their financial 
assets. Financial innovations began to proliferate on the initiative of 
financial agents, who offered effective investment instruments to beat 
inflation and compelled the main commercial banks to follow suit. 
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The two other forces for change in the financial structure were the 
need of governments to finance the public debt by non-inflationary 
means and the recycling of o1l revenues. This situation resulted in the 
creation of new financial markets in which interest rates became far 
more sensitive to variations in the rate of inflation. In the late 1970s, 
the international development of these markets had already created a 
network of financial interdependence which caused disorders in 
exchange-rate movements. A vicious circle developed between the 
depreciation of certain currencies and the acceleration of inflation in 
other countries, between the appreciation of some currencies and loss 
of competitiveness in other countries. These macroeconomic disor- 
ders forced monetary policies to change radically. Since the us dollar 
is a key currency in the international monetary system, it was the 
global crisis of confidence in the dollar in the late 1970s which raised 
widespread doubt about the ability of monetary management to 
resolve situations of financial antagonism. By encouraging a general 
escape into inflation, these antagonisms imperilled the monetary 
foundations of capitalism. The time had come to re-establish mone- 
tary discipline. 


Defending the Creditor 


As logic dictated, it was the US Federal Reserve which initiated the 
shift in the balance of monetary constraint in favour of the creditors’ 
interests by radically changing its monetary policy at the start of the 
1980s. This sudden and unexpected change of course resulted in the 
insolvency of a string of sovereign debtors in the developing coun- 
tries. It also caused the other Western countries to vie with each other 
to produce the most restrictive monetary policies. Interest rates rock- 
eted, the recession spread across the world, and the unemployment 
rate scaled heights unknown since the Second World War. By accept- 
ing exorbitant transitional social costs, reinforced monetary restraint 
had succeeded in conquering inflation by the mid 1980s. But it had 
done much more than that. It had transformed the mules of the finan- 
cial system by opening the door to liberalized financial markets. 


The stabilization of inflation at low levels and the maintenance of 
high interest rates greatly increased the cost of indebtedness. Public 
debts became highly onerous, and debt-service obligations perpetu- 
ated budget deficits. The high interest rates encouraged financial 
investments with prospects of a high short-term return. And so, the 
flow of credit into productive investments involving industrial risks 
virtually dried up in favour of speculation on the prices of the existing 
instruments of private wealth—shares, the property market, build- 
ing land and so on. The capitalist economies, rediscovering in this the 
characteristics of the Edwardian era, became sensitive again to credit 
cycles and to the price of property holdings. Where the nominal base 
value is guaranteed by a low and stable inflation rate, variations in 
interest rates set the tone for macroeconomic adjustments. The ten- 
sions that have emerged with regard to the settlement of debts are 
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also affecting the rhythm of production and investment which is 
becoming more erratic. These fluctuations are occurring in the con- 
text of a steady discharging of company debts but also of government 
debts. Judged against the imperative of financial ngour, expenditure 
on social protection has to be reduced. The twofold vigilance of finan- 
cial markets and central bankers has pared away means of funding the 
public services. The impotence of political action has combined with 
the problem of individualism to put the cohesion of the social fabric 
under serious threat. 


Towards a New Age of the Wage Society 


The wage societies of the developed world are trying to cope with the 
triple challenge of the globalization of capitalism, the disintegration 
of social identity and the shrinkage of the state. I have tried to show 
how these three ills are closely interlinked. The same applies to the 
encouraging trends, the initiatives and aspirations that might bring 
forth new mediation mechanisms capable of redefining the regu- 
latory system. These are more visible in some Western countries than 
in others. 


The fact that several types of wage society were able to coexist with 
Fordism testifies to the diversity of modes of regulation. These are 
coherent sets of mediation mechanisms, not a standard universal tun- 
ing system for all markets. The type of regulation system depends on 
the dominant mediation mechanisms. It was possible, for example, to 
distinguish an Anglo-Saxon form of capitalism, in which the markets 
and the state interacted within a framework of active economic 
policies, and a so-called Rhenish-type capitalism, where collective 
interests were organized and social compromises were negotiated 
and capable of making accumulation of capital and social progress 
consistent. 


Globalization, technical changes outside the domain of mass produc- 
tion, and the proliferation of individualism had different effects on the 
different types of wage society. In the Anglo-Saxon versions, the 
incompatibility of these trends with Fordism manifested itself sooner 
in the form of contradictions which the markets intensified—inflation 
and financial innovations—and for which drastic monetary cures were 
prescribed: the monetary shocks experienced under Paul Volcker in 
the United States and Margaret Thatcher ın the United Kingdom in 
1979. The decline of manufacturing industry and the rise of the ser- 
vice sector were very rapid. The polarization between precarious jobs 
with no prospect of social mobility and highly valued jobs in the 
worlds of finance and multinational business was sharpened. 


Parliamentary majorities adopted an intransigent economic liberal- 
ism that eroded the economic position of employees who had for- 
merly enjoyed statutory protection. Excessive deregulation of public 
services in the United States and the headlong rush into privatiza- 
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tions in the United Kingdom wrought radical changes to the struc- 
ture of industrial relations. These relations became highly competi- 
tive once more, resulting in violently fluctuating unemployment 
rates as the trade cycle turned. In the United States, the demand for 
labour varied greatly with cyclical changes. In the United Kingdom, 
the trade cycle mainly affected the supply of labour, the activity rate 
of the population having become far more sensitive to economic fluc- 
tuations. The essential feature of this type of labour regulation 1s the 
high turnover of staff in jobs. In the United States, unemployment 
was not a step on the road to exclusion, but disparities in income and 
education levels were such that the promise of upward social mobil- 
ity, the essence of the American Dream, was seriously compromised. 


Segmentation of the Labour Market 


In Europe, deals negotiated between organized collective interests 
play a far greater part in the functioning of markets. Social rights 
strongly affect wage costs. The dominance of a hard core of mayor 
shareholders, the presence of employees on company boards or the 
control of enterprises by their own management create a variety of 
corporate models. The long-term continuity of the enterprise, the 
stability of the rules governing its operation and the maintenance of 
competitiveness are aims pursued by those who hold economic power 
in this form of capitalism. The style of personnel management that 
results from this favours the existence of an ‘internal’ labour market 
within firms, protected against competition from the ‘external’ mar- 
ket. This segmentation is an integral part of the organized capitalism 
that flourished in the Fordist era. That ıs the main reason for what 
was termed the rigidity of the European labour market. 


Serving as the basis of a virtuous circle as long as growth was strong 
and steady, this segmentation was also at the root of the degradation 
of the employment structure that occurred under the impact of the 
radical change in the growth régime. One of the segmentation factors 
was certainly that of formal qualifications. Thus the steady increase in 
unemployment in France during the 1970s and 1980s essentially 
affected unskilled labour. Moreover, the existence of 1n-house labour 
markets produced hysteresis—effect lagging behind cause. Wage 
negotiations do not depend on the aggregate level of unemployment 
but on its variation. The terms under negotiation do not, in fact, 
depend on the potential competition from the dole queue, since seg- 
mentation has eliminated that, but on the threat to existing jobs. 
Whatever the level of unemployment, as soon as t is stable, the pay of 
the ‘insiders’ can be increased. When this happens, companies have to 
make other workers redundant to reduce their wage bills. Once 
unemployment has struck, once a person in France is in the ‘external’ 
labour market, the odds against finding another job within three 
months are four to five tumes greater than in the United States. As 
periods of unemployment lengthen, with the accompanying deterio- 
ration of working capacity and demoralization, the segmentation of. 
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the labour market condemns people to exclusion. The attempt to 
overcome this exclusion through many forms of assistance, often in 
the guise of recruitment incentives, ultimately foundered on the rock 
of massive public deficits. 


The question of the future of the advanced wage societies is as follows: 
the factors we have analyzed that plunged the Fordist system into crisis 
were sufficiently powerful to lay the foundations of a new accumulation 
system. This system has borrowed from Anglo-Saxon capitalism the 
emphasis on competition, the control of companies by institutional 
shareholders and the place of profit and market value as the key criteria 
of success. But this type of capitalism is no less dependent on wage soci- 
eties in their entirety, even though companies and financial institutions 
are less attached to any particular nation. But, in wage societies, the 
legitimacy of capitalism lies in the social progress that its dynamism 
sustains. The crisis of Fordism halted and even reversed social progress 
in the countries of continental Europe where it had flourished most 
abundantly. But market capitalism, even in conjunction with economic 
policies designed to maintain a high level of employment, cannot jus- 
tify its existence in the absence of adequate regulation of social inequal- 
ities. Is it possible that the contradictions inherent in European 
societies will be resolved, that the enormous changes required to enable 
Europe to benefit from the new growth régime will be made and thar a 
mode of regulation will emerge which is able to reconcile market capi- 
talism with a renewed principle of solidarity? 


Without claiming to answer such a vast question, we can state that it 
coincides with the renewal of the social-democratic blueprint for 
Europe. How can this blueprint be explained? According to regula- 
tion theory, it is necessary to identify the social mediation mecha- 
nisms which, in combination, will form the required mode of 
regulation. These mechanisms must be such that they work together 
to guide the accumulation of capital in the direction of a redistribu- 
tion of income that will re-establish solidarity. A few propositions can 
be advanced, propositions which have profound implications and 
which may help to analyze the demise of Fordism as well as the new 
sources of growth. 


Corporate Governance, Institutional Savings and the 
Redistribution of Income 


Given the problem presented above, the viable mediation mecha- 
nısms are those that reconcile efficiency and equity. As the population 
ages, one crucial dimension of equity is that of fair treatment of dif- 
ferent generations. But it 1s also a source of financial power through 
institutional savings. The institutional investors can surely be identi- 
fied as the most important mediators in the new growth régime. The 
political implications artaching to institutional savings still have to 
be emphasized. 


In the logic of Anglo-Saxon capitalism, the role of institutional 
investors is considered from an individualist and purely financial 
point of view. These bodies privately administer a fund made up of 
individual savings. Investment funds are numerous and competition 
between them is fierce. Performance criteria are relative, the aim of 
each being to produce a better average return than its competitors. 
Pension funds have developed into a portfolio structure in which 
shares predominate, because their long-term yield is superior to that 
of other financial assets. Because institutional savings have been 
advancing more rapidly than any other form of saving, these interme- 
diaries acquire stakes in companies, which induce them to exercise 
influence, albeit passively, on company strategy. They impose the cri- 
terion of financial profitability. They insist on transparency of infor- 
mation, the suppression of corruption and the prevention of insider 
dealing. They do not hesitate to sell blocks of shares and reinvest in 
rival companies. In short, they are the agents of market discipline, 
ensuring that companies’ sole concern is the profitability of capital. 


But that idea is inadequate. It does not incorporate the financial 
dimension of industrial relations. Far from being only the intermedi- 
aries of individual saving, the institutional investors are also the 
potential agents of shareholding employees. The whole question, 
then, is who ultimately holds the companies’ shares as a result of this 
mediatory mechanism. What may emerge through the mediation of 
the institutional investors is a capitalism of consolidated individual 
funds, the socialized ownership of enterprises. If this development is 
given political backing, it may lead to a wage society thar 1s very dif- 
ferent from Anglo-Saxon-style market capitalism while also aban- 
doning the European models of corporate capitalism that marked the 
Fordist era. 


If the trade unions are to regain the power to influence the distribu- 
tion of income, they must realize that the battle to be fought and won 
is the battle for control of company shareholdings. The development 
of employees’ funds will be the paramount mediation mechanism 
that will enable the capitalism of continental Europe to remain dis- 
tinct from the Anglo-Saxon variety of capitalism. 


The Primacy of Pension Funds 


In fact the conversion of contractual savings into property rights in 
respect of companies implies a decisive change in the way companies 
are run. Companies are controlled to an ever-diminishing extent by 
their own organization in the manner of the managerial capitalism of 
Fordism and to an ever-increasing extent by pension funds. These 
funds impose criteria in terms of financial returns which determine 
the nature of investments and the distribution of the value added by 
the company. Anglo-Saxon pension funds, spurred on by competition 
and by the purely financial demands of their clients, require compa- 
nies to achieve a very high yield—about 15 per cent—from their own 
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funds. Since this performance standard is considerably higher than 
the real long-term risk-adjusted interest rate, it 1s reflected in the 
tremendous increase in equity market values. To comply with this 
financial constraint, companies invest primarily ın information tech- 
nology so as to minimize the cost of unskilled labour through quality 
control and on-line processes. In this way, individual savings patterns 
are becoming the main engine of the distribution of income via the 
institutional investors’ governance of company behaviour. 


So there are regulation principles that are now shared by all wage soci- 
eties: the predominance of the financial link, in other words, of profit- 
sharing and shareholding, in income inequalities; the fact that the 
supranational, multi-product company has superseded the branch or 
industrial sector in the national economy as the unit within which the 
rules of income distribution are applied; the primacy of the profitable 
use of the company’s own funds, dictated by financial globalization, 
instead of the negotiated sharing of the fruits of productivity gains in 
accordance with national standards governing increases in real wages. 


In this mode of regulation, corporate governance is decisive. The rise 
of a shareholding labour force to assume control of the pension funds 
could alter the balance between the interests of savers and those of the 
workers. That would suit the trade unions of continental Europe. 
Their history calls on them to transcend the corporate interests of 
individual trades and to voice the needs of the entire labour force. In 
employees’ funds they would find the mediation mechanism to influ- 
ence the rules of profitability. Instead of a maximum short-term 
yield, they could demand a guaranteed long-term rate of return for a 
stable ownership of company assets, protecting the management 
from hostile take-overs. With a greater prospect of economic stabil- 
ity, companies could regain the room for manoeuvre to negotiate pro- 
ductivity contracts with their employees, which would include 
provision for linking real wage and productivity increases and adjust- 
ments in working hours. The opening of this window of opportunity 
on the European continent would have the advantage of hastening the 
advent of supranational collective bargaining in the enterprises whose 
activities are spread across the whole territory covered by monetary 
union. After these bad tumes, when national collective bargaining 
structures are being destroyed, a more hopeful phase may follow, in 
which the reorganization of industrial relations on a European scale 
can be launched in line with the needs of the companies themselves. 


Government, Social Investment and Macroeconomic 


Regulation 


To assess the globalization of capital, we must first recognize that 
enterprises are no longer the main generators of social integration 
within a nation. Enterprises create competition between the national 
collective factors of productivity: the level general of education, 
the scientific basis for technical progress and the infrastructural 
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amenities 1n each country. Enhancing the collective basis of produc- 
tivity growth to sell at a high price the fruits of expensive labour is 
the only acceptable solution for developed wage societies. It is the 
only way to entice companies concerned with global profitability to 
locate plants which create a high level of added value. Bur, since the 
collective sources of productivity are exploited for the accumulation 
of capital by enterprises that have played little part in their creation, a 
heavy burden of responsibility rests with governments. Reform of the 
state, of its aims and of its means of action, so that it becomes an 
investor in the living forces of productivity, is essential 1f the nation is 
to reclaim its place as the cradle of common values of social cohesion. 
In this respect there is no contradiction between competition among 
nations within the global competitive framework and improvements 
in national living standards. 


If the separation between work, unemployment and inactivity is to be 
overcome, a means must be found of according social recognition to 
the idea of full activity throughout a person’s working life. This 
implies considerable organizational changes of the type that have 
been explored in the Netherlands and the Scandinavian countries. 
Since employees’ attachment to their companies loosens with the 
globalization of capitalism, it must be accepted that enterprises are 
not the only places where professional skills can be acquired and 
maintained. In the Fordist era the education system, besides deter- 
mining the general level of education, also established the hierarchy 
of formal qualifications which held the key to recruitment and start- 
ing levels in companies and defined the scope for promotion during 
the working life of an employee. The education system must become 
far more involved in training human capital throughout the working 
lives of individuals. The investing state is the one that offers employ- 
ees the means of acquiring evolutionary and mobile skills—in other 
words, skills chat can be transferred from one company to another, 
through a system of periodic reversion to a formal learning process. 


This is the first aspect of reduced working hours we should con- 
sider—namely a reduction of the individual’s entire working life 1n 
order to enhance the productivity factors that he or she embodies. 
This basic concern must become an essential component of the social 
contract within nations, although there must also be scope for a very 
wide range of ways in which this principle can be put into practice. 


Towards a Mobile Labour Force 


Individuals who are less dependent on particular companies for the 
acquisition of specific skills can take advantage of the tendency to 
organize production processes in a more flexible manner, reconciling 
size and diversity. As we have seen, the Fordist enterprise had a 
vertical structure supporting a functional hierarchy. Conversely, 
the mobility of capital encourages companies to adopt a network 
structure. It favours a subtle mix of cooperation and competition 
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between units belonging to the same enterprise. It alters the types of 
inducement offered to employees. Less attached to a particular enter- 
prise, employees will largely tend to look for employment contracts 
in which their mobility 1s not penalized. The development of nego- 
tiable skills is a fundamental asset. But so are the availability of 
broader and more precise information about potential furure jobs and 
working hours that enable the individual to seek new employment 
while working in his or her present job without having to endure a 
period of unemployment. 


The relational aspect of work should also be able to operate in the 
domain of socially useful services in the regions and local communi- 
ties. Collective and individual services are becoming front-line social 
issues in today’s wage societies. It is imperative that the state should 
be the planning body, because the population will depend increas- 
ingly on the reliability and quality of a closely-woven network of ser- 
vices which shapes our living environment. It is up to regional and 
local authorities, with the support of central government, to develop 
combinations of public and private funding in order to fuel a larent 
demand which has enormous job-creation potential. 


Commitment of the state to the training, preservation and renewal of 
human resources could not be further removed from the ideology of 
the minimalist state that was all the rage in the 1980s. The investing 
state ıs the natural ally of technical progress. The germs of growth lie 
in the creative capacity of brainwork. But forming the factors of inno- 
vation is a collective business, since the social return on that invest- 
ment is greater than its private return. The impetus of the state in 
education, research and the social infrastructure, far from excluding 
private investment, actually complements such investment. It is a 
growth-enhancing input. This does mean, however, that govern- 
ments have to invest with a view to improving the employability of 
the whole population rarher than creating jobs in specific competi- 
trve sectors. Information technology, after all, has taken the market 
economy into areas hitherto regarded as non-commercial. And so the 
state is no longer called upon to provide, either directly or through 
intermediary companies, transport, telecommunication, postal, elec- 
tricity and municipal maintenance services, and so forth. The concen- 
tration of budgetary expenditure on investments with wide-reaching 
external effects is one of the main aspects of the new mixed economy. 


Refocusing the State 


If the state were to refocus its activities on the development of the col- 
lective productivity factors, budgetary practices would have to be mod- 
ified. Neither public accounting nor parliamentary procedures are 
conducive to investment. Depreciation is part and parcel of any type of 
capital. But that concept 1s absent from the principles of public 
accounting. Equally, no investment can be made without an evaluation 
of the return it is likely to yield. Those who produce analytical forecasts 
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and public economic assessments should come out of the ivory towers of 
economic science and add their views to the political debate. There can- 
not be investment in the most basic factors of growth without a clear 
long-term perspective. The investment in research and the resources for 
higher education must be protected from the vagaries of the business 
cycle by means of laws establishing long-term programmes. 


State responsibility for maintaining the rate of technical progress 1s 
the way to influence long-term growth. But the steady-state growth is 
also important. It implies political responsibility for antt-cyclical 
measures, which monetarism had denied. The first reason for this 
stems from the growth factors themselves. Where technical progress is 
chiefly linked to the experience of workers who gradually raise the 
productivity of their teams as they work together in the production 
process, recessions have adverse effects on growth patterns, because 
they diminish the employability of redundant workers, especially if 
they are lengthy and recovery is slow, as has been the case in Europe. 
Consequently, structural policies designed to improve the quality and 
flexibility of jobs cannot function independently of macroeconomic 
policies designed to stimulate growth. If structural measures are taken 
ın a context of stagnation, and if macroeconomic policies remain neu- 
tral or restrictive, the increased mobility of labour only serves to con- 
vert a structural unemployment into Keynesian unemployment. The 
structural measures do nothing to improve productivity or growth. 


A second reason for an active anti-cyclical policy relates to deflation 
in a globalized financial environment. Monetarist doctrine rational- 
ized the monetary policy of the 19708 at a tıme when administered 
financial systems showed obvious signs of malfunctioning. The 
extreme elasticity of the supply of bank credit and the widespread 
indexation of wages and prices in national economies handed the ini- 
tiative to debtors. Monetary policies generally consisted in restricting 
the liquidity of banks by curbing the supply of money from the cen- 
tral banks. This line of approach was rationalized by reference to the 
notion of a ‘natural’ equilibrium level of unemployment rate as 
expressed in the long-run vertical Phillips curve. Since long-term 
growth was independent of inflation, it was not the concern of mone- 
tary policy to respond to real shocks, so employment did not have to 
be treated as a policy aim. 


The error made by governments in Europe, by contrast with the 
United States, was to treat this doctrine as axiomatic, whereas the 
extent to which it was true depended on a very specific set of financial 
circumstances. Let us recall that A.W. Phillips demonstrated a long- 
term inverse relationship between increases in money wages and 
unemployment." This relationship was particularly clear-cut in the 


I Phillips's original study covered the relanonship between wage inflaton and unem- 
ployment over almost a century “The Relationship Between Unemployment end the Rare 
of Change of Money Wage Rares ın the UK, 1861-1957’, Ecomemxs, November 1958. 
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half-century prior to World War 1. From the point of view of financial 
adjustments, conditions in that period are considerably more relevant 
to us than those which prevailed twenty years ago. It was an era of 
financial globalization, of international competition, of changes in 
the division of labour resulting from the second Industrial 
Revolution. In the economic structures of that period, the financial 
markets themselves contained mechanisms for the correction of nom- 
inal price increases, which they accomplished by setting long-term 
interest rates. There could be no sustained inflationary trend in the 
form of a self-perpetuating price spiral. But that type of economy is 
vulnerable to international shocks, which destabilize the short-term 
relationship between inflation and unemployment. One reason for 
this instability is the behaviour of economic agents when inflation is 
close to zero. 


Equilibrium and Unemployment 


During periods when inflation is very low, many individual company 
prices should fall. But some key money prices are fixed by agreement 
or by the dictates of logic. Money wages do not fall spontaneously, nor 
do nominal interest rates become negative. This means that compa- 
nies under pressure from their competitors, and forced to lower their 
money prices, are compelled to respond to the decimation of their 
profit margins by cutting jobs and reducing their debts. The net 
result of these adjustments is that unemployment becomes sensitive 
to the general level of prices in an equilibrium situation with very 
low inflation. It is the task of central banks to avoid this type of 
inefficient equilibrium and hence to seek the balance between infla- 
tion and unemployment thar will best promote steady growth in the 
long run. 


A third reason for closely involving the monetary authorities in 
macroeconomic regulation is concern for the stability of the financial 
systems. In a globalized financial structure the prices of financial 
assets are subject to considerable fluctuations. The behaviour patterns 
of financial operators may be affected at any moment by a burst of 
frenzied speculation. It is illusory to believe that prudential regula- 
tion and supervision of institutions will be enough to shore up the 
banks if the financial markets are unstable and the business cycle is 
substantial. Fragile banks will, in turn, impair the macroeconomic 
efficiency of monetary policy. They may neutralize the effect of a pre- 
cautionary cut in monetary interest rates by not reflecting the cut in 
their own lending rates. They may offset the effect of an increase in 
the money supply by destroying some money in an effort to reduce 
theur debts. And so, in globalized financial systems, central banks 
cannot separate monetary policy and prudential policy. One of their 
responsibilities is to ensure that waves of speculation in the financial 
assets markets do not assume dangerous proportions, as was the case 
in the late 1980s. 
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Statement of Social Rights and Fiscal Reform 


The principles of regulation that have been suggested so far are com- 
patible with the globalization of economies, the primacy of market 
competition and the mobility of labour, because they come into play 
before the price system and affect the global economic equilibrium. 
Before the price system enters the equation, it is the institutions 
which influence the control of enterprises and the employability of 
the labour force. As for the global level of regulation, which is gov- 
erned by macroeconomic policy, it is justified by the existence of mul- 
tiple equilibria and by the incapacity of market adjustments to 
achieve a satisfactory equilibrium in a spontaneous manner. 


These principles, however, cannot of themselves resolve the problems 
resulting from the widening disparities and diminishing solidarity 
that have been experienced since the start of the 1980s. Solidarity is 
not guaranteed by commercial insurance policies. It is a set of rules 
through which a nation assumes the risks that threaten life in society. 
According to this solidaristic rationale, the ultimate foundation of 
solidarity is the impossibility of a purely individualistic society. 
Democracy cannot be vital and active unless concern for the res pub- 
lica ıs incorporated into the aspirations of the people. This implies a 
quality and variety of social interaction through which individuals 
attain effective freedom, and that quality depends on universal mem- 
bership of society. That is why real freedom within a society is mea- 
sured by the resources of its poorest members. A highly inegalitarian 
society, consumed by the excesses of individualism, is liable to drift 
towards totalitarianism. The totalitarian temptation derives from 
endemic violence and from a loss of involvement in the democratic 
process. This drift can be an insidious development and may not lead 
all the way to the establishment of a totalitarian order. Margin- 
alization of minority groups, segregationist ideologies, aggressive 
assertion of the rights of ethnic or cultural minorities, tax revolts and 
systematic denigration of the state under some tawdry libertarian 
banner—these are some of the symptoms of an ailing democracy. 


Retrieving Citizenship 


In the major Western countries these ailments developed with the 
decline of the Fordist mode of regulation. The disintegration of the 
cohesive social fabric occurred at the same time as capitalism was 
being freed from every constraint. It ıs high time that political dis- 
cussion recovered some of its former vigour to set about redefining 
the standards of social justice, after years of open hostility or indiffer- 
ence to such standards in the name of economic liberalism. To estab- 
lish a shared concept of social justice, and to ensure that it is 
incorporated into the rights which ic is the duty of the state to 
enforce, is to give meaning once again to the notion of citizenship. 


In the Fordist age, social mghts were formulated on a basis of 
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occupational solidarity. They developed with collective bargaining 
and were implemented by an increasingly complex and inscrutable 
system of social transfers. The redistributive element, designed to 
redress the disparities inherent in the struggle over rank, was com- 
bined with mechanisms affording protection against risks, the fund- 
ing of which involved non-redistributive levies, particularly in France. 
The malfunctioning of the regulation structure provoked a deluge of 
urgent calls for acnon to mitigate the effects of the rise 1n unemploy- 
ment and to finance spiralling health costs. The responses to these 
demands, entailing one extra cost after the other, increased the 
tax burden but also caused people to lose sight’of the justification 
for the payment of tax. That is why redefining social rights also 
means being committed to the rehabilitation of the levy principle. 
The cohesion of a society may be judged by its acceptance of tax for 
what it should be, namely the reciprocal commitment of the citizen 
and the nation to provide highly productive work in return for a 
good quality of life. That is how social progress can be renewed in 
harmony with a regulatory principles which must strengthen the 
nation so thar it can take advantage of the opportunities offered by 
global capitalism. 


The reciprocal commitment of the individual and society cannot be 
renewed unless there is a moral imperative which clearly distin- 
guishes moral rights from a purely passive form of solidarity. To an 
extent, it is a right of membership, the right not to be excluded, 
which must become the supreme value, as well as the kernel of the 
political debate. Freedom from exclusion must become the minimum 
right enshrined in the social contract, and hence the categorical 
imperative for the state. However, this aim, which ought to be at the 
heart of any new version of the social-democratic blueprint, is diffi- 
cult to achieve, for changes ın the work process have divided the wage 
society into three interest groups: those who benefit from technologi- 
cal modernity and globalization, those whose economic positions are 
still protected by statute or by their clientele, and those who are 
excluded. The last of these groups will inevitably remain a minority 
with no economic leverage. A policy for the promotion of solidarity 
cannot therefore derive from the interaction of economic forces. It 
cannot be driven by the occupational interest groups which fostered 
the development of social nghts in the course of the Fordist era. 


Democracy and Solidarity 


The reaffirmation of solidarity today depends on the rehabilitation of 
politics as the main agent of social cohesion. The meaning of democ- 
racy must be rediscovered at its very roots: solidarity as a collective 
value without which the individual cannot develop. That is the only 
way to make the imperative of social cohesion compatible with the 
opening of the wage societies to globalization. Such an approach 
avoids the type of identity search which, though creating collective 
values, is also susceptible to the snares of populism and nationalism. 
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If the political blueprint succeeds in restating the need for solidarity, 
the economic resources required for its implementation will lead, 
especially in France, to the institution of a process of radical tax 
reform and to a redefinition of social rights. By the end of this 
process, the welfare state will have been completely overhauled. 


Today's wage societies are characterized by a loosening of the link 
between pay and the per capita marginal productivity of labour, but 
also by continued regard for work as the paramount criterion of inte- 
gration into society. Consequently, the fight against social exclusion 
means increasing the demand for labour while endeavouring to 
enhance the employability of the labour supply. It also means defin- 
ing and gaining acceptance for the principle of equity in the distribu- 
tion of revenue, so that employees receive a reasonably fair share of the ~ 
total value added. Proper regulation of the division into wages and 
profits depends on the briskness of demand and the pace of invest- 
ment. Governments can act on these two aspects of revenue distribu- 
tion through the tax structure and redistribution. 


When a comparison is made for each country between the structure of 
budgetary expenditure and the tax system with the aid of OECD 
statistics, two characteristics emerge. France and Germany devote far 
smaller amounts than the United States and Japan to public invest- 
ment but allocate larger percentages to social transfers and operating 
expenditure. These two European countries derive a particularly 
small amount of their fiscal revenue from capital duties, which 
account for 12 per cent and 13 per cent respectively of all taxes levied, 
compared to almost 30 per cent ın the United States and Japan. In 
more general terms, in all the Anglo-Saxon countries, where accep- 
tance of capitalism and the primacy of the market is widespread 
in all strata of society, there is a far heavier fiscal burden on 
capital than on the European continent. This burden 1s offset in dif- 
ferent ways—by lower excise duties in the United States, and even in 
Japan, or by lower income taxes in the United Kingdom and 
Australia. 


Reforming the Tax System 


These great disparities underline the fact that taxation systems are 
not carved in tablets of stone. Ambitious reforms are possible if they 
are guided by a clear focus on solidarity. As far as France and Germany 
are concerned, the urgent priority is to seek reductions in the welfare 
charges levied on the wages of unskilled workers. The modest start 
that has been made over the past few years ought to be developed a 
good deal further. But whatever else happens, we must not fall into 
the demagogues’ snare by reducing the overall tax burden. As we saw 
above, governments have a crucial role to play in the new régime of 
growth. They need substantial resources to recover some room for 
manoeuvre, whilst getting to grips with the excessively high levels of 
public debt. 
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There is no miracle remedy that will remodel the tax structure in 
such a way as to turn activities with lower marginal revenue products 
into profitable ventures. It will no doubt be necessary to increase the 
tax burden on capital in countries such as France where it is unduly 
light. The French Government must scrap the arrangement whereby 
income tax is subordinated to demographic considerations through a 
system of child allowances. All individual income, whatever its ori- 
gin, must be made taxable. If the tangle of benefits accorded to cer- 
tain categories of person is eliminated, it will be possible to increase 
the revenue from income tax while preventing marginal rates from 
becoming excessive in the higher strata. Incidentally, the traos- 
parency resulting from a sensible tax reform would be part of a 
national policy of solidarity which would redefine the spectrum of 
social rights. 


It is high time that part of the burden of charges levied on low wages 
was transferred to the widest possible range of other taxes. In substi- 
tuting a universal welfare levy and VAT taxes for social security contri- 
butions on wages, a momentum can be created in favour of solidarity 
and the fight against exclusion. If taxes on wages are replaced by 
higher taxes on consumption, employees who are victims of interna- 
tional competition could share the benefits derived from this compe- 
tition by the population as a whole through the import of consumer 
goods. It is enough to tax staple items at a lower rare to meet any fears 
that such a measure might ultimately run counter to the aim of redis- 
tributing wealth. 


The logic that consists in using taxation to fund welfare benefits not 
covered by national insurance contributions is a result of the way in 
which the modern wage societies have developed. The political phi- 
losophy which regards solidarity as an attribute of citizenship is 
replacing the concept of social solidarity based on occupational cate- 
gories, which has been undermined by the destruction of the corpo- 
ratist fabric under the impact of technical progress and globalization. 
The result ıs chat social rights must never again take the degrading 
form of state handouts, and that the aid currently given to companies 
should be focused on people. France is surely the country that has 
made most use of employment incentives, peppering companies with 
a variety of subsidies throughout the 1980s. This method was part of 
an extension of Fordism, based on the premise that the enterprise was 
still a vehicle of social integration. The French government persisted 
in this approach at the very tıme when companies were discarding 
unskilled labour and loosening their territorial roots. It is hardly sur- 
prising, then, that such aid has had little effect. What is more serious 
is its blind adherence to this practice in the course of the 1990s. Its 
illusions, however, have now been dispelled. The employment and 
poverty traps thar this array of assistance schemes creates are being 
denounced from all sides. The time has come for a political blueprint 
for a radical reform of the redistribution system. It is a matter of 
establishing a guaranteed minimum income that will provide 
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individuals with the economic resources on which the exercise of 
their inalienable rights depends. That is a mechanism designed to 
combine economic efficiency and social justice. 


A Guaranteed Minimum Income = 


Economists have often made this type of proposal. "8 The advantage of a 
guaranteed minimum income is that it proceeds from a universal 
understanding of taxation as an incentive to work rather than a deter- 
rent. Because this income is granted to everyone of working age, it 
avoids any discrimination between those who are on benefits and those 
who are not. Because this income is maintained whether the individual 
is in or out of work, it does not create a poverty trap. Finally, this 
income is an aid to individuals, not to companies. It corrects the dispar- ` 
ities that result from huge pay differentials and makes ıt possible to 
employ low-skilled workers with limited marginal productivity. 


This redistribution mechanism consists in determining the amount 
of a fixed-rate transfer without means testing. At the same time, a 
standard tax rate is set and is deducted at source from every type of 
income. Finally, an element of progressive taxation is introduced in 
the form of a surtax on large incomes. The average rate of taxation is 
assessed in such a manner as to ensure a net balance between receipts 
and expenditures. The minimum income can then replace the exist- 
ing social transfers—child benefit and housing benefit in France— 
which amount to less than the minimum income; where such benefits 
exceed the minimum income, the excess amount of benefit would 
remain payable. With the same amount of income of whatever type 
being subyect to the same amount of tax, this mechanism can be 
linked with the universal social levies, health insurance contributions 
and the remaining vestiges of child benefit. 


The stage 1s therefore set for a political debate. The real challenge is 
certainly not to dismantle the welfare state or even to erode its bene- 
fits. On the contrary, there is a particularly pressing need for social - 
cohesion. The purpose of the political debate is to devise a means of 
giving expression to people's social rights so that the new growth 
régime can put wage societies back on the road to social progress. 


Translated by courtesy of Eurostat 


18 Tt us mischievous to portray the nght-wing economist Milton Friedman as the inventor 
of this proposal. It was put forward in France by L Seoléru in the same vein, in other 
words, from a liberal perspectrve ın which redistribution played a strictly limited role. 
The idea was incorporated into a completely different approach by P. Van Panys and an 
entire post-Keynesian school foc whom the development of collectrve producuvity com- 
pletely separates uncome from wock (see Van Panys, Sesser la telidaritf, Pars 1995) A 
guaranteed rocome 1s the logical conclusion of a hypothesis according to which work is no 
longer a form of socializanion of individuals We, on che contrary, believe char work 1s still 
the principal means of social integration, and we subscribe to the pragmanic approach ~ 
recently set forth by F Bourguignon and P.A Chisppon, Fiscelitt e redutribatren, Notes de 
la Fondation Saint-Simon, Pans 1997 
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LETS: An Eco-Socialist Initiative? 


Local Exchange Trading Systems (LETS) have been welcomed by many as a 
possible solution to the poverty, disempowerment and social exclusion suffered 
by the unemployed, as a practical and inexpensive stimulus for local economic 
regeneration, as the basis for stable, sustainable, and self-reliant community 
economies, and as a valuable complement to an increasingly over-stretched 
welfare state.’ Given better publicity, financial backing, and government and 
local authority support, it is thought that LETS could significantly improve the 
quality of life for the residents of low-income neighbourhoods.” This essay 
evaluates the economic, social and ecological merits of LETS, assesses the 
theoretical positions that have been developed in their defence, and proposes a 
wath for their future development. 
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The Origins of LETS 


The original ‘LETsystem’ was set up 1n 1983 on Vancouver Island, off 
the west coast of British Colombia, by a Scot who migrated to 
Canada’s Pacific rim in the 1970s. A Cambridge graduate in electrical 
engineering, Michael Linton opted for a less conventional career and 
lifestyle when he settled in the town of Courtenay ın the Comox Valley 
and began practising Alexander Technique. His venture was disrup- 
ted, however, when recession hit the timber industry at the beginning 
of the 1980s and a nearby us Air Force base was relocated to another 
province. As the region’s two biggest employers disappeared and local 
purchasing power collapsed, Linton not only witnessed the dangers 
faced by communities which are heavily dependent on market forces 
and geo-political interests lying beyond their control, he also had a 
personal incentive to invent a system of exchange enabling him to con- 
tinue treating clients with insufficient cash. 


By 1985, membership of the Courtenay LETSystem had grown from 
half-a-dozen to over 500 people. In the same year, Linton, who by 
then had formed a registered consultancy to promote the LETSystem 
world-wide, brought his project to the attention of British econo- 
mists and social policy thinkers when he delivered a paper at the sec- 
ond meeting of a continuing series of annual conferences called “The 
Other Economic Summit’ (TOES).3 Held at the same time and in the 
same city as the yearly G7 Economic Summit, this alternative forum 
was designed to widen the parameters of economic debate, addressing ` 
much-neglected social, cultural and environmental issues, and out- 
lining human-scale solutions to the problems raised. It was out of the 
1985 summit that the London-based New Economics Foundation 
was formed.4 


* Clause Offe and Rolf G Heinze's view, expressed in their book Beyoma! Employment. Tre, 
Work and the Informal Economy, Cambridge 1992, 18 fairly typical “We believe thar it 1s not 
unrealistic to suppose char such developments toward a non-monetary but exchange-led 
parallel economy can make a very positrve contribution to the solution of many social and 
economic problems characteristic of societies suffering from high unemployment, from 
much personal isolation and from a poorly functioning welfare state.’ (p. vu.) ; 
2 As argued in the study by Helen Barnes et al for the New Economics Foundation, LETS 
on Low Income, London 1996; and in two papers by Colin C Williams, one based on a study 
of Calderdale LETS (Informal Sector Responses to Unemployment. An Evaluation of the 
Potential of Local Exchange Trading Systems (LETS), Work Employment and Secuty, vol. 10 
no. 2, June 1996, and the other on Manchester LETS (Local Exchange and Trading Sys- 
tems A New Source of Work and Credit for the Poor and Unemployed’, Exverenment and 
Plazasag A, vol 28, no. 8, 1996) 

3 The consultancy 1s called Landsman Community Services Led The fact chat LETS has 
since taken on a vanety of meanings and inconsistent definitions—including, among 
other permutstions, “Local Employment and Trading Scheme’—does not concern Linton, 
since ‘LETS’ was originally adopted as a literal invitation to participare, and what it stood 
for was a secondary matter 

4 The fi director of Tors, Paul Ekins, described it as ‘an independent, ntemanonal initia- 
tive, seeking to develop and promote a New Economics, based on personal development and 
social pustice, the satisfaction of the whole range of human needs, sustainable use of resources 
and conservation of the environment’, The Leong Economy: A New Ecomomecs ru the Maleng, - 
edited by Paul Ekins, London 1986, p. xv. For a summary of Linton’s conference paper, 
which outlines che defining features of the LETSystem, see pp. 200-2 of the same book. 
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Various forms of LETS have subsequently spread across Canada 
and the us, and have been keenly promoted in Australia and 
New Zealand, where government social security departments have 
taken a relatively benign attitude towards unemployed benefit 
claimants who participate in LETS.’ According to Lee, the first UK 
system was established in Norwich in 1985.6 The number of 
British LETS in operation subsequently mushroomed in the 1990s, 
aided by widespread coverage in the local and national press, from 
just five in early 1992 to an estimated 400 or more today. 
Membership varies from a mere handful to several hundred-— 
the biggest is Manchester LETS which has a current membership 
of 700, while ın Australia the largest system boasted 2,000 members 
in Spring 1997. Although the level of trading in most UK LETS 
is modest, and many systems in Britain have not created sufficient 
ınterest to be self-maintaining, some 30,000 people are estimated 
to be members of UK schemes, with an annual turnover of trade 
equivalent to £2.1 million.” 


The few surveys that have been conducted show thar, although the 
employed and self-employed make up the biggest group of LETS 
members, membership rates for the unemployed are higher than both 
local and national unemployment rates.® Although this does indicate 
that unemployed people make proportionately greater use of LETS 
than other groups, this must be viewed alongside the evidence that 
the vast majority of LETS are based in relatively affluent areas,? and 
that attempts to develop LETS in poorer communities have met sig- 
nificant difficulties.‘° Moreover, the evidence that membership of 
LETS 1s dominated by people with explicit environmental interests 
and alternative lifestyle philosophies, along with the ‘disenfranchised 
middle class’—1n Williams’s study of Manchester LETS, 63 per cent 
of unemployed respondents held a degree or higher qualification— 
suggests that LETS are failing to attract those who are culturally and 
educationally as well as materially deprived.*' 


3 In his book, LETS Act Lecally, London 1997, Jonathan Croall states thar there are over 
200 LETS ın Australia, 50 ın New Zealand, 124 ın France, 100 ın Italy, 65 ın the 
Netherlands, aod 30 ın Ireland. 

ER Lee, Morel Money? LETS and the Social Construction of Local Economic 
Geographies in Southeast England’, Ewverexment and Plaxurag A, vol 28, no 8, 1996 

7 Williams, ‘Local Exchange and Trading Systems’, p 1401. 

® Por a summary of the results of the survey carried out by the LETS development agency 
LETSLink UK ın 1993, see Peter Lang, LETS Work. Rebuzldsng the Local Econeeny, Bristol 
1994, pp. 150-1 LETSLink carried out a second survey in 1995 The resules of this, 
which include e large growth in the proportion of jobless members, are discussed by 
Williams, ‘Local Exchange and Trading Systems’, pp 1401-3 A third survey was con- 
ducted ın 1996, the results of which suggest that up to 25 per cent of LETS members are 
unemployed (see Croall, LETS Ag Lacally, p 34) 

9 See Lee, “Moral Money” 

0 See Helen Barnes et al , LETS on Low Income 

™ On the other hand, Williams reports that the results of the 1995 LETSLink ux survey 
show a promising trend, with younger LETS having more jobless and women members 
and far fewer Greens. 
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How LETS Work 


To join a LETS, the applicant fills in a membership form and signs a 
member's agreement or constitution outlining the basic rules, princi- 
ples and aims of the system. A subscription fee of around £10 is nor- 
mally charged, often renewed on an annual basis. This pays for 
management and administration costs that require sterling—the 
purchase of stamps, envelopes, paper, photocopying. The applicant 
provides a short description of those goods and services he or she 
wants to buy, and those he or she is offering to sell. A price is usually 
included with the details. 


Once the application has been processed, the new member receives a 
LETS chequebook and a directory of offers and wants. The directory, 
which is periodically updated as new members join and as supply and 
demand changes, contains contact details of every participant. It is 
designed to be used like a telephone directory, and 1s often supple- 
mented by short-life advertisements displayed on notice boards in 
participating shops, cafés, or ın local libraries. Symbols may be used 
to signify those members who have an urgent desire to trade. 
Members search the catalogue of offers and wants until they find a 
suitable match. It 1s then up to them to contact the buyer or seller, 
agree on the time, place and price of the good or service, and ensure 
that the transaction 1s completed with the exchange of a LETS cheque. 


The goods and services that are exchanged can be split into three 
categories. Most trade occurs in the form of services. Probably the 
majority of these are relatively uncomplicated, unskilled or common- 
skilled tasks oriented towards household maintenance and the satis- 
faction of basic domestic needs. They might include dogwalking, 
baby-sitting, house-minding, cleaning, catering, gardening, labour- 
ing, shopping, transportation, domestic help for elderly, disabled or 
infirm people. Skilled services are more varted but less commonplace, 
such as plumbing, plastering, roofing, pointing, hairdressing, book- 
keeping, typing, upholstery, painting and decorating, electrical ser- 
vices and repairs, landscape gardening, piano tuning, complementary 3 
therapies, sign painting, translating, portrait photography, sewing 
and darning, carpentry, car and bicycle maintenance. Many of the 
skills employed in these services are also offered for tuition, along 
with others like driving, swimming, horse-riding, foreign languages, 
music, painting and computer skills. 


In addition to the exchange of labour, there is a second category of 
trade: the sale of products. These may be self-produced (art and craft 
items, home-baked bread and cakes, clothing) or self-earned (second- 
band goods). There are also goods which are offered for hire. These 
range from everyday gardening and DIY tools to more specialist 
equipment such as musical instruments, computers, sewing mach- _ 
ines, photography equipment, kilns for firing clay, printing facilities, 
home-brew utensils, rock-climbing gear. They may include premises 
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used for music practice or counselling, dry storage space, woodwork 
rooms, art and drama workshops, as well as holiday properties, vehi- 
cles, caravans and tents. 


The basic optimism which underlies the LETS initiative reflects the 
conviction that everybody has socially useful resources which, 
although superfluous to the needs of today’s high-tech, functionally 
specialized economy, can be exchanged for mutual benefit in their 
community. Some LETS may even appoint individuals—and there 1s 
no reason why they cannot advertise their services in the directory— 
to help prospective participants identify those talents and capabilities 
which their owners have forgotten, neglected and devalued because 
they cannot be sold to an employer. 


When a LETS transaction has taken place, the seller posts the cheque 
he or she has received to the system’s accounts administrator—some 
LETS may also have secure collection boxes 1n local cafes, community 
centres or libraries. The running of a LETS requires a number of 
specific jobs, such as recording transactions and updating members’ 
accounts, editing the directory, organizing social events and 
meetings, arranging publicity material, filing membership details, 
fielding questions and problems, handling the system’s sterling 
account, and keeping members informed with a posted newsletter. 
These tasks are normally assumed by core members, typically those 
who founded the system. Their meetings are open to all LETS 
members, and their responsibilities can be transferred or changed 
through voting procedures or informal volunteering. Most, but not 
all, UK LETS use computers for the administration of accounts. 


The organizing group may perform this work voluntarily or, if indi- 
vidual responsibilities are particularly time-consuming, for a fee deb- 
ited from a ‘system account’. This is an administration account which 
is credited by charging a small surcharge on members’ transactions, 
or a flat fee levied at regular intervals. Other than necessary expenses, 
then, the administrators are paid, if they are paid ar all, in units of the 
LETS currency. 


The LETS Currency 


Unlike trade in a simple barter economy, LETS transactions use a sub- 
sidiary, or ‘parallel’, currency. In North America and Australia this 1s 
normally called the ‘Green Dollar’. When a UK system is set up, the 
currency tends to be given a name with local geographical, historical 
or eponymous significance, such as ‘Bobbins’ ın Manchester, ‘Tales’ in 
Canterbury, ‘Hops’ in Tunbridge, New Berries’ in Newbury, ‘Bricks’ 
in Brixton. In this way the population is encouraged to have confi- 
dence in the currency as a community resource which cannot escape, 
be lost or removed from its native environment. As in the mainstream 
_ economy, this socially constructed representation of exchange-value 
permits multilateral transactions—or ‘serial reciprocity —rather 
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than simple barter exchange. Thus, while all buyers must find a sup- 
plier to match their specific needs, the supplier is not constrained to 
doing business only with buyers who can meet the supplier’s immedi- 
ate needs in return.*? 


The value of the local currency is, in the vast majority of UK LETS, set 
at the value of the national currency." Michael Linton states that par- 
ity with the official currency is one of five non-negotiable criteria 
which a local trading scheme must meet if it is to qualify as a 
LETSystem. It is Linton’s conviction that LETS will only become 
viable, self-sustaining systems when they have established an internal 
momentum of growth and diversification enabling them to satisfy 
heterogeneous needs and desires. This degree of diversification can 
only be achieved if the capital, skills and resources of businesses and 
professions operating in the mainstream economy are put at the dis- 
posal of LETS members, and if LETS members can respond with equal 
speed and reliability to the supply needs of commercial enterprises. 


Businesses and organizations competing in the cash economy can 
only participate in local exchange systems, however, if trading with 
the parallel currency is compatible with the principles of economic 
rationality which regulate the strategic operations of the firm. For the 
latter, all production costs must be firm and calculable, all utilized 
resources must be subject to the same standard of valuation. Profits 
must be measurable and tax payable. Making LETS currency units 
equal in value to those of the national currency thus enables the par- 
tial, and potentially full, participation of established companies in 
the system. Although the biggest incentive for firms to join is the 
existing participation of a multitude of economic agents, two specific 
conditions do make business involvement more likely. The first 1s the 
establishment of a stable LETS infrastructure, a reliable and efficient 
administration system, and an active and varied membership whose 
size has reached that ‘critical mass’ whereby offers and wants can be 
swiftly matched and confidence in the system is self-sustaining. 


The second condition is the possibility of a ‘split currency’, which 
1s made viable by parity between the parallel and mainstream curren- 
cies. Dual pricing’ may already be used in common transactions 


™ Ross V G. Dobson offers an extensive commentary on his struggle to develop # LETS 1n 
Winnipeg, Canada, in his book Bringrag the Econesry Home from the Market, Montreal 1993. 
He argues that the description of LETS as an ‘alternarive money’ system 1s misleading, and 
can alienate people who are committed to non-monetary forms of exchange His point us 
that, since LETS money only comes into being after the exchange that occasions it, being 
nothing more than the infocmanion record of a transaction, 1t cannot properly be likened 
to a physical commodity like money—'virtual money’ 1s a term thar bas been suggested 
instead The Winnipeg LETS is therefore called a “Barter Credit Network’—« multilateral 
barter system assisted by interest-free credit 

33 According to Croall’s report oa the most recent LETSLink survey, only 13 per cent of 
LETS now fix their currency units exactly to the value of the pound, while 79 per cent 
‘have a unit related to the pound but “foanng” agaist it’ (LETS Ag Lecally, p. 26) For 
reasons to be discussed, the currency 1s unlikely to float abese the value of cash units, and is 
therefore permanently suscepuble to depreciation 
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between LETS members, since many goods and services, entail over- 
heads—for instance, bank loans, fuel, heating and lighting, materi- 
als, rent, mortgage payments, and tax—that the seller cannot pay for 
in LETS units, and which therefore have to be charged to the buyer in 
sterling. For commercial businesses whose main trade is conducted 
with conventional currency, substituting part of the price of goods 
with a LETS component enables them to attract ‘borderline’ markets 
of potential customers who are otherwise deterred by lack of cash. 
As more and more businesses are encouraged to trade in LETS, the 
range of materials, component parts, labour (consumption needs) and 
other overheads that can be paid for in the local currency also 
increases, thus enabling the LETS proportion of the average trans- 
action to grow.'4 


Credit and Debt 


LETS depend on active and regular trade. Although moving one’s trad- 
ing balance towards zero should be of periodic concern to all members, 
keeping an account ın balance by failing to trade retards the system. 
Accumulating credits by selling goods and services without buying 
anything ın return is possible but, since no interest is earned by keep- 
ing an account ın credit, there is little incentive for this. On the other 
hand, going into debt is essential if the trading system is to function at 
all. Since all account-holders begin with a zero account, trade can only 
start when some members are prepared to buy the goods and services 
of others, and therefore to go into debt. Again, no interest 1s charged 
on a minus account, and LETS promoters emphasize that buying is as 
much a service as selling since it enables other members to earn credits 
and therefore stimulates trade. To avoid the negative connotations sur- 
rounding the word ‘debt’, especially in poor communities, many LETS 
refer instead to a ‘minus balance’ or to ‘being in commitment’, mean- 
ing that someone who has bought more than they have sold is com- 
mitted to selling in the future. 


Nevertheless, individuals who accrue large plus or minus accounts 
may be a problem for LETS. The most obvious safeguard against one- 
sided trade 1s the transparency of members’ accounts. Account state- 
ments are sent to all LETS members at regular intervals, the frequency 
depending on the turnover of trade. Often, each statement or trading 
bulletin includes the credit balance of every LETS member. In other 
systems, the trading statistics are generalized and presented in graph 
form, while other members’ account details are made available on 
request. In effect this means that individuals with high plus or minus 
accounts will be known to other members. Someone who is hoarding 
credits may begin to lose custom for his or her services, while some- 
one who has a static minus account may be solicited by needy 
customers, recruited by work teams performing large labouring jobs, 


4 Manchester LETS has 65 small businesses on its books, most of which are self-employed 
traders (see Croall, LETS Act Lacalfy, p. 66). 
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or asked by core members to earn credits by helping with the system’s 
admunistrative tasks. 


Statements normally contain details of units earned, units spent, and 
the current balance. This information enables people to see how 
active other members are. This is important, because the same plus or 
minus balance means different things according to the overall volume 
of trade conducted by the individual. Somebody who is buying but 
not selling may be a lability; but someone with the same level of 
‘debt’ who is also an active seller is an asset to the system. The open- 
ness of members’ trading details also means that individuals can con- 
tact the previous customers of a potential supplier, and check their 
degree of satisfaction. This works as a quality control mechanism. 


Some LETS regard the hoarding of credits as a particular threat to the 
trading system, since people’s confidence in the value of the currency 
depends on everybody's readiness to buy as well as sell. Consequently 
the idea of introducing credit ceilings, of transferring excess credits 
to a charity account, or of giving credits a limited shelf-life after 
which they become obsolete, has been mooted. Like the famous 
Austrian town mayor in the 1930s who, adopting Silvio Gesell’s 
belief that money should lose its natural advantage over perishable 
commodities by similarly deteriorating ın value, authorized the 
remuneration of public works with local currency notes that auto- 
matically depreciated the longer they were held, the aim is to ensure 
people’s commitment to regular trade. 


Regenerating the Local Economy 


Revised versions of the nineteenth-century British and French experi- 
ments in moneyless exchange networks proliferated ın the us during 
the Great Depression, at one time involving over a million people.*5 
Disrupted by the War and discontinued when welfare became a nom- 
inal responsibility of the federal state, these barter schemes bore prac- 
tical similarities to the modern LETS, but were the product of a 
different social philosophy. Whereas the former were explicitly tar- 
geted at the indigent, often with a paternalistic edge, the latter are 
driven by an environmental and alternative lifestyle ethos which 
lacks the strong mutualist and philanthropic ethic of the earlier social 
reformers. This is not a wholly unwelcome change. 


The most ambitious and radical support for the LETS initiative has 
come from environmental activists who believe LETS provide a vehi- 
cle for the progressive disengagement of communities from the 
global economy.’® Since they operate with a medium of exchange 


13 See Abraham Rocstein and Colin A. M. Duncan, ‘For a Second Economy’, in The Now 
Era of Global Competitres, edited by Daniel Drache and Meric S Gertler, Montreal 1991 

16 See Richard Douchwaste, Short Csr cust. St engtbenrng Local Econonctes cx an Unstable World, 
Bideford and Dublin 1996 
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whose value is only recognized by participating members of the local 
community, LETS are not subject to the predatory interests of highly 
mobile national and international capital nor dependent on the dis- 
ruptive cycles of the boom and bust cash economy. LETS money, as 
Guy Dauncey sees it, is ‘immune from international recession, debt 
charges, supply problems, theft, scarcity and currency fluctuations’, 
and its value will survive unaffected by the anticipated Global 
Crash." Credit earned in local exchange cannot be spent on or 
invested in goods and businesses which do not circulate and trade in 
the currency of that local economy. Most importantly, at least in the 
eyes of sympathetic economists, LETS schemes enable resources to be 
utilized, products exchanged and needs met, even when demand for 
paid labour is depressed and there is no money to sanction these 
transactions. In broad macro-economic terms, LETS thus offer a 
means of short-circuiting the downward spiral of economic slumps, 
of turning into wealth all those resources—time, skills, property, 
tools—which are, ın capitalist market economies, abandoned when 
they can no longer produce competitive rates of profit. 


For this reason, many liberal commentators now argue that LETS 
should be promoted as a community economic development tool. For 
local businesses, as already noted, LETS currency enables enterprises 
operating in the mainstream economy to attract cash customers who 
would otherwise spend their sterling on the products of non-local 
competitors. When interest rates are prohibitively high, entrepre- 
neurs can use LETS to finance new ventures, to test their market base 
without committing scarce sterling. When, during economic con- 
traction, purchasing power is depressed, companies may allow cus- 
tomers to pay in LETS. The local currency 1s then recycled as payment 
to local suppliers—who the business owner will have to find—and to 
workers who will accept LETS wages in exchange for job security. 
Enterprises can then continue functioning at full capacity and pre- 
serve the efficiency gains associated with economies of scale. 


If there are significant economic benefits to be gained from LETS, 
then there is every reason, economists now argue, for the schemes to 
be deliberately targeted at poor neighbourhoods whose needs have 
been made more urgent by shrinking welfare services and concen- 
trated unemployment. So long as LETS participants are not claiming 
benefit, ıt 1s argued, then the systems can help the unemployed out of 
the poverty trap by allowing them to trade their abundant time and 
thus make piecemeal advances in their living standards wichout 
being financially penalized. In che process, they are likely to acquire 
marketable talents, make useful contacts and generally gain resources 
that improve their chances of finding work in the formal economy. By 
rewarding industrious and enterprising behaviour, LETS may there- 
fore contribute to the social and economic ‘rehabilitation’ of unem- 


= Guy Dauncey, After the Crash. The Emergence of the Rasnbos Ecomomy, Basingstoke 1988, 
p-51. 


ployed people, helping them maintain their attachment to the skills 
and values which are central to paid work and desired by employers. 
This was the thinking behind a statement from the Australian 
Minuster for Social Security, accepting that LETS should not be dis- 
couraged: “They represent a form of activity thar assists our clients in 
keeping in contact with labour market skills and habits and with the 
labour market itself”.*8 


If LETS were to receive formal government backing, then public 
agencies, local council services, health-care trusts, as well as non- 
statutory organizations such as charities and voluntary associations, 
would also feel confident participating in the schemes. Promoters 
argue that the currency could be accepted in leisure centres, as pay- 
ment for adult education classes, as rent for council housing, in 
exchange for scarce and expensive remedial health treatments which 
would otherwise require long waiting periods, and potentially as pay- 
ment for a variety of social services which local authorities cannot 
afford to provide free on demand. According to Dauncey, there is no 
reason why local authorities cannot accept LETS for council tax pay- 
ments, for parking tickets and small fines, nor why their employees 
cannot be offered a proportion of their salary in LETS. 


LETS units would also be returned to the community in the form of 
payment for cleaning, maintenance and repair work—of council 
buildings, public recreation areas, school playgrounds—for teaching 
assistants, consultancy work, extra care assistants, and so on. Public 
bodies could issue LETS in the form of grants, with charities and vol- 
untary organizations being typical recipients. The latter would then 
be able to attract more workers by offering them payment in LETS.*9 


Reintegrating Society 


Many participants in LETS also report that the social advantages of 
the schemes exceed the economic ones. Given the popularity of LETS 
amongst relatively affluent populations, where a lack of social cohe- 
sion and residential stability may be felt more keenly than economic _ 
deprivation, this is not surprising. Even so, ıt is unemployed people 


18 Cited by Lang, LETS Work, p. 124 

19 According to Croall, a quarter of UK LETS are already in receipt of some local authority 
assistance, maging from modest technical and communication support to financial grants 
and the appointment of full-time development officers. Some councils are LETS account 
boldens, exchanging office space, admuoustracrve resources and sports facilities, for exam- 
ple, for credits which are then spent as top-up grants for local chantes or on the gardening 
and decorating services of LETS members. Several Steiner schools accept fees peid in LETS, 
while some state schools have also begun to trade in local schemes. In Manchester a hous- 
ing association allows residents to pay part of their rent 10 LETS, the credits being spent on 
maintenance labour. A number of LETS have also been established specifically for people 
with mental health problems, with the aim of increasing their independence, sociability 
and self-esteem In Wiltshire, Warminster Social Services teamed up with Bath Mental 
Health Care Trust co offer psychiatric services and complementary therapies through the 
regional LETS During the first 18 moaths the scheme provided over £60,000 worth of 
services (see Croall, LETS Act Lacalty) 
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who make proportionately greatest use of LETS, and it is unemploy- 
ment which normally causes the most pernicious forms of social 
exclusion For unemployed people whose social networks are typ- 
ically restricted to groups of other non-working individuals, LETS 
may not only offer opportunities to gain extra material resources, 
they may also provide a mechanism for bringing different members of 
the community into contact with the values, talents, beliefs and per- 
sonalities of people they would otherwise have little occasion to meet. 


LETS transactions, especially when they are conducted with members’ 
knowledge that they are participating in a shared project of commu- 
nity regeneration, can also be a catalyst for wider civic participation 
and for the development of more cooperative models of work and 
exchange. In Dauncey’s view, ıt is the unlimited availability of LETS 
units and the fact that they are valueless until exchanged for the prod- 
ucts and labour of the community’s members, which makes LETS 
money an intrinsically convivial currency: ‘While ordinary money 1s 
inherently privatized and individualistic, Green Dollars are a com- 
munity money, carrying an inherently social message’.?° 


Unlike the competitiveness and suspicion that often accompanies 
impersonal transactions between strangers, the informal aspect of 
LETS trading is lauded by its proponents for fostering trust and 
friendship. Unburdened by the scarcity of conventional money, par- 
ticipants are invited to negotiate ethical prices which reflect the 
membership’s shared perception of the relative worth of goods rather 
than their global production costs or scarcity value. Even where 
prices are formed by supply and demand, the social dimension to this 
local market economy is made visible by the openness of members’ 
trading accounts, as ‘the market is forced to show, rather than enabled 
to hide, its hand’. One view holds that the social relations of 
exchange formed through the cashless economy may become so trans- 
parent that ‘commodity fetishism’ will be hquidated altogether, as 
the small-scale character of LETS and the face-to-face nature of trad- 
ing ‘facilitates a knowledge and understanding of economy based 
upon immediate and observable cause and effect’.?? 


The freedom of LETS participants to transfer credits to other members 
may also help to strengthen and widen social networks. This enables 
individuals to earn LETS credits according to their time, interests and 
location, and then to give these credits to elderly relatives or disabled 
friends, for example, who can use them to buy domestic help from 
neighbouring members able to respond more rapidly or flexibly 
to their needs. In families where kinship relations are emotionally 
taxing, this may enable individuals to earn care for their elderly par- 
ents, for example, without having to deliver that care personally. 


= Dauncey, After the Crash, p. 64 
7 Lee, Moral Money?’, p. 1380 
™ Ibid , p. 1384-5 


The gift of LETS credits also means that voluntary associations can 
accept donations to their LETS accounts, which can then be used to 
reward the work of ‘volunteers’. Local charities may also charge an 
optional price for their services, the argument being that charitable 
assistance which asks for nothing in return is often oppressive and 
demeaning, and that payment for services is given with the knowl- 
edge that the community as a whole will benefit from the exchange of 
value. Interest-free credit, which is at the heart of the LETS system, as 
well as the versatility of trading participation which LETS encourages, 
should allow the more disadvantaged members of the community to 
contribute at their own pace, while credit ‘gifts’ from friends or rela- 
tives can subsidize their spending.” Ultimately, LETS payments and 
donations are a valuable social resource because they amount to a 
form of tied aid that cannot be spent on commodities imported from 
outside the community. 


Social relations in local trading schemes are also likely to be less alien- 
ated because, as in systems of sumple commodity production, the 
majority of services supplied are performed by individuals or small 
groups who are free to dispose of their labour power as they see fit. 
They are not under the command of an employer, nor obliged to tai- 
lor their conduct to a pre-existing division of labour. Since they are 
unlikely to be producing branded goods, and products and services 
with a high-profile public image, members may also gain some satis- 
faction from meeting needs which they know are not generated by 
institutions and corporations as a means of justifying their growth.*4 


Sustainable Economics 


Because LETS draw on the resources of the local region, they have 
obvious ecological significance. Since the major resource they depend 
on is time, and since labour-intensive services make up the bulk of 
LETS trading, the values that are created in these systems are unlikely 
to have a mayor ımpact on non-renewable energy and materials. The 
exchange and combination of local resources and the development of 
a less energy- and commodity-intensive lifestyle also implies a 
growth in regional self-sufficiency and therefore a reduction in envi- 
ronmentally destructive transportation. 


Three other aspects of LETS illustrate the ecological value of these 
schemes. First, insofar as products, tools, property and equipment are 
offered for second-hand sale or for hire, the sharing and recycling of in- 
dustrially produced goods reduces the need for their mass duplication. 


33 The membership may decide to allow less able participants to run permanent minus 
accounts Since the whole LETS community 1s then collectively subsiding these mem- 
bers, there 1s no reason for the Larter co feel any personal debe to the particular indrviduals 
™ Dobson scates that even LETS businesses should be ‘small-scale and expect to be short - 
term. They are prepared from the beginning to dissolve when the need has been met’ 


Bringing the Economy Home from the Market, p 192 
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Second, LETS normally involve considerable trade in affordable repair 
and maintenance work. Such services help to reduce environmental 
costs by prolonging the longevity of goods that would, at early signs 
of malfunction, normally be abandoned and replaced. A decrease in 
demand for industrial manufactures, as well as for the landfill sites 
where obsolete goods are disposed of, is a possible result. 


Third, LETS encourage the active and productive use of people’s free 
time in contexts largely removed from commercial influences and 
rostitutionally defined needs. In this way, they restrict the exposure 
of individuals to client and consumer propaganda, contribute to their 
practical autonomy and self-direction, and consequently reduce their 
desire for gratuitous and wasteful forms of consumption. 


LETS and Inequality 


For all the potential advantages of LETS, it is clear that they also 
have serious limitations. Many of these derive from the insistence 
that LETS should be integrated with the mainstream capitalist 
economy, their complementary function facilitated by the use of 
trading units related in value to those of the national currency. Indeed, 
1f we are really to applaud the ecological benefits of LETs—and 
especially the way they encourage an ethic of resourcefulness and 
self-reliance which, in reducing the perceived value of conventionally 
paid labour, reduces the dependence of workers on the owners of capital— 
then we cannot in the same breath promote LETS as a local economic 
development tool with politically neutral macro-economic merits. If 
LETS harbour the potential to weaken people’s dependence on the 
existing social system and to foster the self-productive use of their 
time, then the same schemes cannot simultaneously be championed as 
the saviours of work-based society, as the means by which the unem- 
ployed can be reconnected—and re-subjected—to the dominant 
system of wage relations, private companies protected against the 
vagaries of the business cycle, and the market economy placed on a 
more stable and efficient footing. 


To begin with, we should note that, while LETS currencies retain their 
value only within the boundaries of local communities, there is noth- 
ing inherent in LETS which prohibits exploitation. The fact that LETS 
are ically non-profit-making systems, this being one of the 
original criteria for their existence, does not mean that LETS members 
who set up in business cannot appropriate the—albeit small—sur- 
plus value produced by their employees. We have already seen that 
the incentives for existing businesses to participate in LETS may be of 
a purely mercenary nature. A whole range of products and services 
may become available to LETS account-holders simply because com- 
mercial enterprises realize they can widen their customer base by 
accepting LETS units during fallow periods of trade, and because LETS 
offers firms a cheap source of advertising and a healthy public rela- 
tions image. 
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For most small businesses which trade ın LETS, the chief benefit will 
be increased liquidity and the freeing up of capital that would other- 
wise be spent servicing expensive bank loans. As the range of goods 
and services traded in LETS expands, both prosperous professionals 
and property-owning entrepreneurs may see in LETS the opportunity 
to increase their disposable cash income. LETS administrators are 
powerless to influence how and where this liberated capital is spent or 
invested. In the unlikely event that a local business were able to con- 
duct most or all of its trade in LETS, exploitation of workers paid in 
LETS would not be impossible, though limited markets would mean 
limited profits. Nonetheless, to argue that LETS wage labour 1s ‘ethi- 
cal’ because the surplus value created is returned to the local commu- 
nity, as the owners of capital are obliged to spend their profits on 
goods and services that keep local people in LETS employment, is to 
mistake the re-circulation of exchange-values for the redistribution of 
the social product. A large, efficient and diverse local trading system 
is not incapable of maintaining the luxuries and privileges of a 
minority, and is also quite compatible with forms of employment 
that offer little opportunity for worker satisfaction and autonomy. 


The evidence already suggests that formal inequalities between 
skilled and unskilled workers are being reproduced and consolidated 
in the LETS economies, as are gender inequalities.?> By hiring out 
accumulated property and equipment, or by selling labour power 
with a high market value, the owners of capital goods, tools or scarce 
qualifications can earn credits with little or no expenditure of time— 
an attractive proposition for the overworked middle class. The result 
may well be the deepening of already disturbing employment pat- 
terns, as the money-rich but time-poor professional classes use this 
credit dividend to hire, from a gamut of unskilled—and typically 
female—LETS members, servants who, in addition to doing their own 
housework, are willing to perform domestic chores for the wealthy.” 


A New Moral Economy? 


Skilled workers and professionals tend to expect from LETS rates of pay 
comparable to those they receive in the conventional economy. In 
principle, of course, all LETS prices are negotiable, and there 1s never 
an obligation to trade. But parity between LETS units and the national 
currency is favoured by many LETS promoters precisely because it 
helps to minimize disagreements over labour rates by enabling mem- 


*5 Williams reports this finding on skilled end unskilled labour in his studies both of 
Calderdale and Manchester LETS Sexual inequality persists partly because the gendered 
drvision of labour 1s imported from the formal economy, with wage rares remaining the 
same, and pertly because men show a greacer willingness than women co negotiere a sanis- 
factory price. See Lee, ‘Moral Money’, pp 1383-4 
* The Family Expenditure Survey for 1997 showed that over the past ten years annual UK 
on bousehold services has increased four-fold to £4 bullion, with domestic help 
and childcare the second highest items after telephone bills See The Guardian, 9 January 
1997. 
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bers to use the prices established by official market mechanisms as a 
benchmark. Moreover, as membership grows beyond famular net- 
works and trade becomes more frequent and diverse, ıt would be quite 
reasonable to expect convivial interpretations of value, which may well 
be vital to the initial success of the trading schemes, to give way to 
competing private interests, which are, after all, a more efficient motor 
for the productive mobilization of resources, as well as a basic safe- 


guard against excessive community pressure. 


In this respect, Dobson 1s misguided in his belief that, while ‘LETS 
restores a free-market economy’ operating ‘according to classic eco- 
nomuc rules’, it does so by allowing us to ‘bring our own moral values 
into the marketplace’. His theory is that undistorted market forces 
should encourage ‘valuation patterns’ thar reflect the shared value 
system of the community, ‘replicating 1n economic life the values 
held by the members of the trading group in their social, ethical and 
cultural life. Art, and such social acts as neighbourly visiting, can, for 
example, be more highly valued than they tend to be in the money 
system’. ‘Because people can be more generous with barter credit’, he 
explains, ‘artists are more readily acknowledged for their work ın a 
barter credit economy’.?7 


Dobson’s flawed analysis ultimately founders on his faslure to distin- 
guish between exchange-value and use-value, and his misplaced faith 
in the capacity of local currencies to resist the ‘inversion of individu- 
alities’ which Marx detected in money. The cultural values of a com- 
munity do not determine the exchange-value of its products since, at 
least when work is labour-intensive and markets equilibrate, the 
price of a commodity is proportional to the quantity of labour 
expended in its production. To make the exchange and circulation of 
commodities fair and efficient, exchange-values abstract from the 
otherwise incommensurable relationship between people and their 
work or goods. However high or low, prices only express the ratio of 
equivalence between commodities, and never, therefore, signify a moral 
appreciation, a human affirmation, of their worth. Indeed, it is pre- 
cisely because ıt 1s the ‘universal whore’, the ‘fraternization of incom- 
patibles’ and the ‘general confusion and exchange of all things’ (Marx) 
that money, as Illich used to say, ‘is the cheapest currency’, helping 
minimize the costs of wasted time and energy otherwise spent hag- 
gling or alleviating endemic suspicion. 


It ıs true, however, that a community’s value system may influence its 
economic organization. So long as ‘needs’ themselves have not 
become distorted or colonized by the principles of economic rational- 
ity, and production is not so abstract, dispersed and fragmented that 
workers are incapable of assessing the value of the things they pro- 
duce, then the cultural definition of use-values—the interpretation of 
needs and of their relative importance—will determine what propor- 


77 Dobson, Bringing the Economy Home from the Market, pp 122, 188, 207. 


tion of total labour power is allocated to which productive tasks. The 
degree to which a society values art would then be indicated, not by 
the price which a painting fetches in a competitive market, but by 
the number of artists who can earn a living from painting. A commu- 
nity might therefore choose an elementary material standard of living 
for its members in order to free more labour time for the production 
of educational or culturally elevating goods. f 


But even this scenario 1s precluded by Dobson’s insistence that we 
should use LETS to develop sustainable subsistence economies and 
learn ‘to adjust our basic needs to fit our available resources’.?® The 
self-limitation of needs is a vital cultural and political project, but 
one that is unlikely to succeed if people are not rewarded for their 
self-restraint with an expansion in disposable time. Given the meagre 
capital resources—anod relatively low productivity levels—of the 
local economy, ıt ıs unlikely that, unless they chose an extremely 
primitive lifestyle, the small-scale, self-sufficient communities 
imagined by Dobson would have much spare time to devote to 
labour-intensive, non-essential cultural pursuits or to pioneering 
entrepreneurial projects. Maintaining the tension between the micro- 
social activities of local trading systems and the more efficient and 
productive functioning of the macro-economic system is thus crucial 
to the protection of individual liberties and of the space for innova- 
tion, imagination, and experimental change. 


A Second-Class Currency 


The policy of tying LETS units to the value of the national currency 
also compromises some of the stated aims of LETS. The most obvious 
weakness is that this removes the immunity of LETS to inflation of 
the official currency. More worryingly, poorer members will see their 
purchasing power depreciate if mainstream traders feel that partici- 
pation in LETS means sacrificing conventional earnings for an infe- 
rior money. And LETS units are indeed likely to be perceived as 
inferior to their official equivalent for two reasons. First, local 
economies, because they cannot achieve the rates of productivity— 
and low labour costs—common in national and international indus- 
tries, are incapable of supplying the volume of goods, and therefore 
of meeting the range of needs and wants, which the global division 
of labour makes possible. Second, there is a hypothetical or ‘choice- 
value’ dimension to a currency, which describes the variety of com- 
parable products which the holders believe they could buy—and 
which are therefore ultimately rejected—-when the attempt to satisfy 
a perceived need takes place. Again, LETS cannot hope to offer con- 
sumers the frequently bewildering range of alternatives—probably 
cosmetic, but always multiplying faster than our capacity to verify 
this suspicion—from which cash customers are often forced to 
choose. i 


~ Ibid , p. 68 
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If LETS are to encourage the repatriation of mainstream economic 
activity to the local sphere, and in such a way that abstract or remote 
ecological and political goals are achieved not by moral or material 
coercion but by offering people tangible personal benefits, then LETS 
will struggle to compete on a consumer platform. In the long term, 
the perceived disadvantages of LETS to existing wage-earners will fuel 
the inflation of wealthier members’ prices, as sellers of labour, goods 
and services, especially when their acceptance of LETS payment leads 
to a reduction in their cash income, demand a surcharge to compen- 
sate for the inferior value of the currency.?? The unemployed, on the 
other hand, will have weak grounds to raise the price of their labour: 
they have nothing to lose but their time.?° 


So long as members trade ın LETS from asymmetrical positions trans- 
ferred from the formal economy, the reproduction, and even widening, 
of established inequalities will be the likely result. Moreover, as LETS 
are held out to the unemployed, in true Victorian spirit, as a genuine 
opportunity to better themselves, the abandonment by mainstream 
society of the jobless poor, and of the welfare services they depend on, 
will be legitimized, and their exclusion from the structural guarantors 
of social identity and citizenship consolidated. Once LETS prove to be 
a reliable source of welfare, unemployed members will no doubt be 
disqualified from receiving state benefits—or, as Dauncey sanguinely 
foresees, will willingly ‘sign off welfarealtogether’.3* Since LETS pro- 
moters have themselves suggested that LETS earners be taxed, in their 
own currency, and that social security payments could take the same 
form, it is then only a small step for the authorities to begin withhold- 
ing benefits to jobless people who refuse to work in the LETS economy, 
thus inverting the wholeprinciple of voluntary exchange and making 
participation in the community economy—and exclusion from man- 
stream society—compulsory. 


Reforming LETS 


In view of the preceding criticism, I suggest thar the reform and devel- 
opment of LETS should be guided by the following six principles. 


First, LETS should remain a community resource operating on a local 
or municipal scale. Attempts to create inter-regional or even national 


79 The inferior value of LETS currency ıs illustrated ın Lang's account of a problem encoun- 
tered by the owner of a café in Stroud. When she offered to gire staff a pay increase exclu- 
sively in LETS, the Inland Revenue insisted that the LETS component of their wages would 
be taxed as ordinary income, and thar this ox had co be paid in sterling The fact chat the 
staff were then unwilling to accept che LETS, stoce che higher payment would result in a 
net reduction in therr sterling wages, proved to che café owner that the ‘Scroud’ was not 
equal to the value of the pound—and that the Inland Revenue should not treat ıt as such, 
Lang, LETS Work, pp 97-9 : 

3° If the unemployed did increase the price of their labour, hyperinflation could be pre- 
vented by allowing the exchange rare to float until the crue marker value of LETS units was 
established Bur this would invite currency speculation, as LETS credits would be traded 
in anucipetion of their furuce value 

3! Dauncey, After the Crash, p. 65 
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systems with a larger and more diverse volume of trade should be 
resisted. This will ensure that trading has a limited environmental 
impact, that inequalities will be controlled by restricted levels of 
demand, that the systems remain informal enough to be flexible and 
responsive to cultural and personal needs, and that their management 
will remain open to democratic accountability. Second, LETS should 
not be conceived as a remedy for unemployment. If they are, there is 
the real danger that LETS employment will be officially regarded as a 
viable alternative to employment ın the formal economy. A two-tier 
economy will thus accompany the two-tier welfare state. The unem- 
ployed will be disconnected from mainstream society, the scarcity of 
paid yobs will continue to be denied, and the well-paid middle classes 
will continue to work unnecessarily long hours. 


Third, LETS should have their roots firmly embedded in civil society, 
and resist the temptation to assimulate their services to the statutory 
welfare systems of local and national government. Legitimate spon- 
sors of LETS include charities, religious denominations, cultural, resi- 
dential, political or ethnic associations. Trade unions should also play 
a role in founding and developing LETS. This would not be an altruis- 
tic relationship, since local trading systems would be particularly 
advantageous to workers who are in dispute with employers, enabling 
them to supplement the informal networks of mutual aid that are 
essential to the well-being and morale of strikers with a more versa- 
tile and heterogeneous pool of resources. However, this also presup- 
poses that the unions abandon their corporatist character and 
orientation, that they form firmer links with non-workers and resi- 
dents of local communities, and that they commit themselves to a 
non-productivist agenda which gives priority to the redistribution of 
work, for instance, rather than zealously guarding the jobs, skills and 


incomes of existing employees. 


A pluralistic approach, comparable to Paul Hirst’s model of ‘asso- 
ciative democracy’, is therefore possible, with various exchange 
systems, each having a specific cultural or functional emphasis, com- 
peting for members. Each LETS should be organized around a resource 
centre offering for hire communally owned space, tools and materials 
with which people can engage in autonomous, self-productive pro- 
jects. Such centres would be especially desirable because they expand 
the sphere of strictly self-determined activities rather than simply 
supplementing or replacing formal employment with LETS employ- 
ment—and because they reduce the trading power of the owners of 
capital goods offering their property for hire. 


Against Parochialism 
Fourth, LETS should not be designed to produce self-sufficient individ- 
uals or communities capable of cutting themselves—or being cut-off 


from the macro-social sphere. Communitarian parochialism can only 
be prevented by maintaining each individual's dual identity, as a mem- 
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ber of both a particular and a universal community. This is why LETS 
cannot be regarded as a remedy for unemployment. Everyone should be 
entitled and encouraged to participate in the abstract domain of inter- 
changeable, socially necessary—though individually useless—labour, 
this being the basis to the assertion and defence of the universal rights 
of citizenship, including the right to privacy and personal sovereignty. 


With work in the macro-social economy everybody's obligation and 
right, this ensuring the most efficient satisfaction of basic needs, partic- 
pation in LETS will be a marter of choice rather than necessity The pos- 
sibility of exploitation will in turn be minimized, and the right to 
privacy and non-participeation guaranteed. As things currently stand, 

however, initiatives like LETS must also bear some of the responsibility 
for generating the momentum to achieve macro-social change. A fifth 
key principle of LETS, therefore, should be the explicit promotion of 
people’s practical self-reliance and autonomy, in such a way that the 
redistribution, and eventual reduction, of formal working hours—and 
therefore the cessation of commodity growth—does not threaten peo- 
ple with forced inactivity, social isolation, or a depressed quality of life. 


My sixth and final suggestion is that, for the time being at least, LETS 
should signal their departure from, and challenge to, the iniquitous 
and frequently anarchic distribution of wealth and opportunity that 
characterizes modern market economies, by learning from the success 
of Edgar Cahn’s ‘Service Credits’ system, and using currency units of 
time rather than market values.3? 


This has four principal advantages. First, if significant inequalities 
between workers still exist ın the formal economy, these will not be 
reproduced, as every hour worked in LETS is equivalent in value. 
Similarly, employees paid ın LETS units cannot receive less than the 
value of that which they produce—cannot be exploited—since the 
purchasing power of their LETS wages is fixed to the time they expend 
and not to the amount of time required to produce the necessities of 
their existence. A time-based currency may well remove all man- 
stream business interest in LETS. Second, a practical critique of capi- 
talism ıs advanced, entailing a cultural and political reinterpretation 
of value along egalitarian lines. Third, assessment of LETS income by 
state benefit agencies and tax authorities is made extremely diffi- 
cult—Cahn, for example, has persuaded the us Revenue that Time 
Dollars are non-taxable. In this way, the successful development 
of existing LETS should not weaken the political pressure for the 
implementation of macro-social solutions to structural inequality 
and unemployment. Fourth, where unemployment still exists, LETS 
trade will be of greatest benefit to the unemployed—and to those 
who choose to work less—since participants earn the same rate for 
exchanging that which the jobless have the greatest reserves of: time. 


3 While only a very small percentage of UK LETS use a time-based currency, up to 100 Us 
aues across 38 stares are thought co be treding ın Cahn’s “Time Dollars’ 


The Reskilling and Self-Management of Time 


There are inevitable problems associated with time-based local trad- 
1ng systems, but none of these are insuperable. The time-unit price of 
self-made goods should not be difficult to calculate, and traders sell- 
ing second-hand bought goods that cannot be competitively pro- 
duced by LETS members should be encouraged to price them 
according to the amount of formal tıme they spent earning the money 
to buy them—minus depreciation for wear and tear. In the long-run, 
a large LETS may produce market forces capable of forming equilib- 
rium prices for some goods. 


As Marx complained of Robert Owen, there is always the danger that 
idle and incompetent workers will be unjustly remunerated, but the 
openness of members’ accounts and the opportunity to confer with a 
supplier’s previous customers should militate against this. A more 
serious problem is that complex labour which has incorporated the 
time spent teaching and learning a skill has a higher value than is 
recognized by standardized time units. Complex labour may also 
require a degree of concentration or emotional involvement which, 
although always rewarding 1n itself, is also taxing for the individual. 
People who earn their living exercising such skills in the formal eco- 
nomy—teachers, therapists, scientists, technicians, designers, craft 
workers—will have little incentive to offer their skilled labour at a rate 
they could more easily earn by baby-sitting or dog-walking. 
Consequently, many important and socially useful services whose 
scarcity a market economy would normally be efficient at remedying, 
would be unavailable on LETS. 


One solution to this is for che membership to agree on a higher labour 
value—say double or triple time—and to allow any activity to qual- 
ify for this premium rate, but only when it 15 offered as tuition. This 
would help facilitate the transmission of skills, the democratization 
of knowledge, and the demystification of the professions. Minimum 
standards would have to be met before students were permitted to 
trade their acquired skills on LETS—since they would not be quali- 
fied to practise in the formal economy, official wage rates would not 
be threatened—and minimum experience of LETS trade would be 
required before students could themselves become tutors. This incen- 
tive for LETS members to practise their new talents at the standard 
time-unit rate would be complemented by the fact that, unlike those 
who practise for a living, people acquiring a novel skill should take 
pleasure ın the widening of personal faculties which its exercise 
entails, and without which it would deteriorate anyway. 


Nonetheless, even when the services available in LETS are limited to 
the commonplace, there is still a valid mutual incentive to trade. This 
1s the ‘banking’ of otherwise redundant time—the reciprocal 
exchange of tıme when, for one reason or another, it 1s more useful to 
the recipient than to the provider, so that individuals can ‘save up’ 
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their time when 1t is least useful to them and withdraw it when it can 
be more fruitfully employed. Combined with the democratization of 
skills and the establishment of community-owned resource centres, 
the result should be an escape from what Offe and Heinze call the 
‘modernization trap’, that is, the rmpossibility of converting into use- 
values the time dividend which technological advance delivers. 


Finally, it should be emphasized that the ultimate objective of LETS 
should not only be a contraction in the scope of large-scale appara- 
tuses, impersonal market forces and bureaucratic procedures, and their 
partial replacement by more responsive institutions. The micro-eco- 
nomic production of use-values, facilitated by systems like LETS, does 
not stand fully at the opposite extreme to the macro-social coordina- 
tion of labour, but rather occupies, to use Gorz’s tripartite system, that 
‘intermediary level connecting socially necessary, heteronomous work 
and autonomous activity entirely determined by individual choice’ .?3 
Helping constitute ‘the social fabric of civil society’, community ini- 
tiatives like LETS serve to widen and democratize the public space in 
which needs are negotiated and defined, and common interests dis- 
cussed and articulated. But the same initiatives must also work to but- 
tress the realm of the personal from the values, imperatives and 
obligations of the social, to protect and nourish the sphere of personal 
responsibilities and commitments, to help strengthen, rather than 
replace, the bonds of spontaneous reciprocity between neighbours and 
friends, to increase people’s capacity and desire to care for themselves 
and those others with whom they form a noncontractual community, 
and thus to enable them, unmotivated by the prospect of exchange, to 
make, build, produce and maintain their living environments accord- 
ing to values they claim authentically as their own. 


This project would be unthinkable, however, without a weakening of 
the prevailing economic interpretation of tume. What is required is a 
cultural subversion capable of challenging that apparently insur- 
mountable obstacle to the state of abundance on which Marx's com- 
munist utopia was ultimately founded and, in Sirianni’s view, 
therefore ultimately flawed.” For the arts and graces of communal 
life, of contemplation and play, of eating and lovemaking, of convivi- 
ality and trust, and perhaps even of democracy itself, depend on an 
autonomous appreciation of time—not as a scarce resource which we 
must count and measure, trade and exchange, and permanently fear 
to waste; but as the constantly interrupted but always renewable 
possibility of a shared and meaningful existence. 


3 André Gorz, Paths to Paradise: On the Liberatren from Work, London 1985, pp. 60-63. 
M Carmen Sinannt, ‘Production and Power in a Classless Society A Crucal Analysis of the 
Umpan Dimensions of MMannst Theory’, Secselot Reveew, no. 59, September—October 1981 
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Franco and Hollywood, 1939—56 ` 


The Cinema and Spanish Society* 


General Francisco Franco, whose forty-year dictatorship—the longest of any in — 
Western Europe in the twentieth century—effectively divided Spanish society 
into the victors and vanquished of the bitter fratricidal civil war of 1936—39, 
shared one passion with his fellow Spaniards, irrespective of their political 
allegiances: the cinema.’ Not only were special film showings held for the 
dictator at his Pardo Palace outside Madrid, but Franco pseudonomously wrote 
a film script, La Raza, which reached Spanish screens in 1942, as well 
as occasionally writing film reviews—also under a pseudonym—for the 
Madrid newspaper, ABC. Not surprisingly, the dictator’s film script was a vehi- 
cle for his vision of the causes and origins of the Civil War as seen through a 
family of anti-Republican and Catholic persuasions similar to his own, with 
the exception of one son who argues in favour of the legally established 
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Republic.? This son—tloosely based on the General’s brother, the avi- 
ator Major Ramón Franco—loses the arguments, of course, and the 
film vindicates the military rising led by the General in 1936. The 
film's title, La Raza (Race), indicates Franco’s attachment to the 
‘authentic’ virtues and values of traditional and anti-liberal Catholic 


sectors of Spanish society. 


La Raza was hailed by Catholic critics as depicting a ‘brotherhood of 
men united, in time and space, in the service of an eternal ideal 
inspired by the spirit of God...’ In this view, the family members 
portrayed in the film ‘incarnated the eternal principles of our race, 
religion, military spirit, chivalry and family values...” 


From the moment of his civil-war victory over the Republic in April 
1939, Franco imposed a military dictatorship in which the Catholic 
Church and the government's pro-fascist political party (FET y JONS) 
controlled all elements of social and political life. Morality, ideology, 
education, customs, indeed more or less everything fell under their 
stifling sway. Anyone who had opposed Franco in the Civil War could 
expect at best to be jailed, at worst to be shot. 


The end of World War n, and the defeat of the Axis powers ın 1945, 
resulted in the Spanish pro-fascist political party losing its previous 
dominance in favour of the Church and a form of social control known 
as National-Catholicism. Over and above the harsh physical repres- 
sion of those who had supported the Republic before and during the 
Civil War, and the continuing suppression of any political or cultural 
dissidence, the post-war years brought additional hardships: near- 
famine conditions and the international isolation of Spain for its 
support of the Axis powers. 


Haven in a Heartless World 


In these years, going to the cinema was one of the few means of 
escape open to Spaniards.4 The cinema was cheap, warm in winter 
and cool in summer. There were movie theatres in every neighbour- 
hood of the large towns, and at least one in most of the rural villages. 
In these pre-television times, entire families could escape the tribu- 
lations of daily life, as well as the asphyxiating cultural climate, by 
going to the cinema. Parents with young children and babes in arms 


* The authors wish to thank Devra, Weber and Ronald Fraser of their helpful comments 
aod criticums of en earlier version of this article. 

t A second shared passion was for playing the football pools, the weekly gamble oo the 
results of the football league matches. 

? Only ın 108 upper-class social origins does the famuly of La Rezs differ from Franco's more 
ordinary roots ss a naval officer's son. 

3 Eeclesta, 10 January 1942 

4 The madio represented another and ‘soaps’, though written and presented more like 
nineteenth-century popular newspaper serials than codey’s soep operas, became highly 
popular. But radio production could be ideologically controlled with far more ease than 
American movies, even allowing for the censor and dubbing 
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went together, their meagre suppers carried in bags; admitted free, 
the children were expected to fall asleep after eating their sand- 
wiches, while cheir parents spent the next three hours absorbed by 
the screen. And the films they most enjoyed were those made in 
Hollywood. 


In 1947, Spain, with a total of just over 3,000 movie theatres and an 
average capacity of 525 seats, was second in the Western world 
behind the United States in terms of cinemas per head of the popula- 
tion—one for every 8,666 persons as compared to 7,277 for the us.’ 
The cinema’s popularity was obvious to those foreigners who visited 
the country in the post-war period. On his return in 1949, after thir- 
teen years’ absence, Gerald Brenan, the British writer and historian of 
Spain, affirmed that no other West European country had as great a 
passion for the cinema as the Spaniards. In Madrid, he observed, there 
were few churches, but more than seventy cinemas, almost all of them 
doing a flourishing business.° 


This passion for the cinema was not new. It had existed under the 
Republic (1931-36) and during the Civil War, when, over and above 
domestic production, 500 films, most of them American, were 
imported every year. No sooner was the Republic declared than the 
us Consul-General in Barcelona, Claude I. Dawson, was expressing 
his fears to the State Department about the possibility of the new 
régime taking protectionist measures against Hollywood movies to 
protect Spanish film-making. In his confidential report he referred to 
the popularity of American films: 


American motion picture films unquestionably hold first place in 
the Spanish market...Of the 500 feature films brought into Spain 
about 300 were sound films of which nearly 80 per cent were 
American...From 60 per cent to 70 per cent of 200 silent films 
were American. 


American motion pictures are the most popular and successful pic- 
tures in Spain and are the only ones having long runs. The record 
run in Spain was The Love Parade which was shown in one Barcelona 
theatre for sıx months straight. In fact all the big successes are 
American films and the writer knows of no films of other countries 
which can compare with them in popularity.’ 


During the Civil War, as Hugh Thomas, one of the best-known 
British historians of the war points out, films made a great impres- 
sion on the Spanish working class.® Even Shirley Temple in The Little 
Colonel enjoyed great success while the Marx Brothers’ Duck Soup was 


3 ABC, 1 January 1947, article by Henry Buckley, Reuters correspondent in Madrid 
6 Gerald Brenan, The Face of Spasa, London 1950 

7 Department of Scate, Space, Internal Affairs, 1930-1939, Part. 1, reel 2 

3 Hugh Thomas, The Spanzth Crul Wer, Harmondsworth 1986, p. 400, fn 1 
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particularly popular. (Given the Republican politicians’ failure, 
despite ample warning, to take preventive measures against the mil- 
tary uprising, Groucho Marx, looking like any Spanish politician 
with a report in his hand, invariably brought the house down with his 
quip: ‘A four-year-old child could understand this report. Run out 
and find me a four-year-old child.’) 


The Discreet Charm of Cinema 


While the Spanish cinematic enthusiasm was not new, it gained an 
even wider and deeper base during the first period (1939-56) of 
Franco’s military dictatorship. Not only was illiteracy still relatively 
common, particularly 1n rural areas, which gave film an ascendancy 
over the printed word, but the cinema, at a time of great poverty, was 
the one entertainment available to all, including women. Indeed, ina 
predominantly male chauvinist society, the cinema was the one 
socially acceptable venue of entertainment for a woman to attend on 
her own. The dictatorship inevitably tried to control and use the 
cinema for its own ideological and political ends, but certain values 
and life-styles, as represented in Hollywood films of the 1930s, 1940s 
and early 1950s, subtly escaped the régime’s control. 


Despite censorship, Hollywood's representation of American life- 
styles, fashions and values was taken up by groups of privileged 
youth, especially in Madrid. The grandiloquent official rhetoric, end- 
lessly repeated, about the ‘eternal values’ of Spain, the constant 
emphasis on woman’s role as virtuous wife and mother, could not sub- 
stitute for the drab, harsh reality they saw around them; and they 
reacted by creating the so-called ropol:mo sub-culture—named after a 
small Fiat car of the time. 


The young women topolinas were self-assured and carefree in their 
relationships with their fellow male topolinas, and the barriers 
between them were less perceptible and ceremonious than traditional 
Spanish society required of male-female relationships. Moreover, they 
danced to foreign music that by the moralistic standards of the time 
was considered ‘indecent’. The topolmas had their own style of dress: 
thick-soled, heel-less shoes, sometimes with open toes; short skirts; a 
long jacket and a long lock of hair fixed back from the forehead high 
over the head. Its members came from the urban moneyed elite 
which, unlike the average Spaniard, was not suffering from the 
rampant hunger of the post-war years; and the young topolinas 
were known for having money to spend, or at least to be surrounded 
by others who did. 


Hollywood Cinema of the 1930s and 1940s 


Classic Hollywood films dominated Spanish screens from the ead of 
the Civil War to the early 1950s. Directly or indirectly, American 
films of the 1930s and 1940s were influenced first by the Depression 
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and then by World War 1. Many directors—Fritz Lang, Frank Capra, 
John Ford and Howard Hawks spring to mind—reacted to the 
Depression with undeniable liberal-radical New Deal attitudes. 
Trying to capture the hard social realities of the times, they inter- 
preted them not in terms of class or collectivities but rather as an 
individual’s struggle to rise above the mass in the name of traditional 
individualistic American values when confronted by economic 
threats. It was comedies, however, like Leo McCarey’s The Awful 
Truth, George Cuckor’s Holiday, Hawks’s Bringing Up Baby and 
Capra’s You Can’t Take It With You which best reflected the hard times 
by satirizing the race for power and wealth, basing their work more 
on cultural than economic considerations. 


Charlie Chaplin and the Marx Brothers must be singled out for 
achieving the funniest and the most penetrating social commentary 
and criticism of American society of the time. And so, too, must the 
singular case of Orson Welles, the only radical director in style and 
aims Hollywood briefly allowed itself. In general, though, these 
decades were outstanding for combining good actors, great directors 
and fine script-writers, who, between them, achieved a remarkable 
synthesis of cinematic quality and public appeal never bettered by 
Hollywood before or since. 


In the 1940s, radicalism began to give way, to be replaced by the 
stress on democratic values and the fight against fascism, natural 
enough to World War u films, and this trend continued until the for- 
mal beginning of the Cold War in 1947. Both the Depression and the 
World War changed many social roles and brought in their train a 
greater permissiveness in customs which were amply reflected ın the 
cinema of the period. 


Franco’s Dictatorship and Hollywood Cinema 


Apart from the democratic and liberal values exemplified by 
American films of the period, one of the major social changes 
they represented was the new role of American women as a result 
of the Depression and the War. Independent women, who went 
out to work, often in liberal professional jobs—-and sometimes 
not only to work but to compete with men in their previous exclu- 
sively male work roles; divorced women who fended for them- 
selves in a male-dominated world; women involved in triangular 
love affairs; women prepared to kill to achieve their aims... Te 
Postman Always Rings Twice, Gilda, Retorno al Pasado, The Lady of 
Shanghai...Barbara Stanwyck, Rita Hayworth, Lana Turner, Ava 
Gardner, Lauren Bacall, Katharine Hepburn, Joan Crawford These 
films and stars showed women in a new light, especially to Spanish 
audiences. For the one thing these women were not was the ‘pas- 
sive’, home-making female whose sole destiny was marriage and 
maternity, as the Framquista régime attempted to indoctrinate 
women into becoming. 


116 


Hollywood's portrayal of these new American moral values and social 
roles was obstructed in the first place by censorship in the home mar- 
ket, with the strict self-regulation laid down in the Hayes Code of 
1934. It enforced rigorous norms about what could and could not be 
shown, particularly with respect to explicit representation of sex and 
violence. But despite these restrictions, self-imposed by the studios 
to prevent Federal censorship, the image of American society and par- 
ticularly women’s new roles went strongly against everything that 
the Franco dictatorship had exalted since 1939—the image of Spain 
as a ‘spiritual’ nation which would lead the West to moral salvation. 
In this imposed umage of Spain, a woman was, above all else, a 
Catholic and a mother, the bedrock of family life and values, and was 
expected to be submissive to her husband. Her inner world and the 
rearing of children were her destiny and recompense. To this chaste 
and virtuous female, sensuality and sexuality were, of course, forbid- 
den; as indeed was divorce or even separation. 


Nattonal-Catholic criticism extended to the American family, as repre- 
sented in The Hardy Family, a famous MGM seties of films between 1937 
and 1947 about a ‘typical’ small mid-western family, which won a spe- 
cial Academy Award in 1942 ‘for furthering the American way of life’. 
This family, thundered Eadesia, bore no relation to our ‘Christian, 
Spanish family... it is a lay, puritanically moral family... without solid, 
well-founded moral norms’, which, when the series took the family on 
vacation, inevitably found difficulty constraining ‘the natural impulses 
of its children in the corrupt American beach-life.’9 


As the Franquista weekly, Destino, clearly saw, Spanish and American 
values clashed head on. ‘Everything “made in the USA” is an assault on 
us——tich and poor alike, by the grace of God...’, the journal claimed 
in September 1939. ‘The us has not propagated openly a national and 
religious ideal. Among some sectors of European youth there has been 
a dangerous enthusiasm for American life-styles and cinema... always 
accompanied by contempt for the deepest and truest in ourselves... 
Mimicry is the first step towards the dissolution of a fatherland.’ 


Franco’s New Friends 


This ‘dangerous enthusiasm’ certainly continued to exist amongst 
Spanish youth in the ummediate post-war period, in contrast to the 
régime’s sharp anti-Americanism. In 1945, the newly created United 
Nations had declared Spain’s isolation from the international com- 
munity for Franco’s support of the Axis powers and his hostility to 
liberal democracy and the ‘West’ in general. us—Spanish relations 
were at a nadir. But the official beginning of the Cold War in 1947, 
and Franco’s experience—and survival—of diplomatic isolation 
began to change perspectives on both sides. As Western Europe’s 
leading ‘anti-Communist’, Franco sought to use his position to seek a 


9 Ecclesia, 5 March 1941. 
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rapprochement with the us at the moment when the Us government 
began to take account of Spain's military and strategic potential ın 
the new situation. In an attempt to break the still-growing tension 
between the two countries, the Us Congress voted in 1950 to autho- 
rize President Truman to give Spain $62.5 million on credit through 
the Import-Export Bank, and, by 1952, the Us and Spain were 
actively negotiating a pact. In September 1953, the military and eco- 
nomic pact was signed, and it lasted for the rest of Franco’s life and 
well into the reign of his successor, King Juan Carlos. The agree- 
ments were decisive for Spain because they ended its international 
isolation, a fact confirmed by President Eisenhower's official visit to 
Madrid in 1959—the first head of state to visit Spain since the end of 
the Civil War. 


But how, ın the first seventeen years of his rule, from 1939 to 1956, 
could the dictatorship square the circle and continue to allow 
Hollywood films to be shown which so clearly stood for everything 
that, in its hatred and fear, the régime tried to repress? And how 
can one explain the paradox that it even encouraged their release 
to Spanish audiences who so obviously preferred them to non- 
Hollywood products? The answer lay in the régime’s cinematographic 
policy which, while aiming to imitate Mussolini's strategies to create a 
powerful national industry, weakened ıt, in fact, by making 1ts financ- 
ing and profitability dependent on securing government licences to 
import Hollywood films. Domestic film production became Little 
more than a business instrument to secure these profitable rights. This 
was the immediate strategy the Franco régime found to ensure that 
the propagandistic films it wanted made were brought to Spanish 
screens; but it was a flawed version of the Italian fascist model. 


In Italy, the fascist régime had decreed in 1934, as part of ıts policy of 
autarchy, to stimulate national cinema production. Outside Rome it 
built the gigantic Cinecitta studios, and it promoted the showing of 
Italian films and created prizes for those with the greatest box-office 
successes, with the idea of encouraging entertainment cinema rather 
than propaganda films. All foreign films had by law to be dubbed 
into Italian, a nationalistic measure which served to make films more 
readily accessible to the cinema-going public. As a protective mea- 
sure against American film exports, the régime adopted in 1938 a 
quota system which regulated the number of films which could be 
imported each year from abroad—a measure that immediately pro- 
voked reprisals from Hollywood.*° 


The Spanish film industry before the Civil War had shown a certain 
incipient vitality; but the war and the subsequent repression meant 
that many of the best actors and technicians went into exile, or, if they 
remained in Spain, were arrested, jailed, refused permission to work 


2ER, Tannenbaum, The Fasost Expervemce. Italian Sarny and Culture, 1922-1945, 
London 1972, ch. 8. 
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or had their films destroyed.'* Antonio del Amo, a film director who 
had shot documentaries in the Republican zone during the war, was 
arrested and condemned to death; though the sentence was com- 
muted, he was not allowed to direct any more films until 1947. The 
actress Marfa del Carmen Merino was arrested in 1941 while in the 
middle of shooting a film, and the director Benito Perojo had to 
watch the authorities destroy the negatives of his film Nwestra 
Natacha. 


The Licence System 


With a weakened industry, and amidst the difficult post-civil war eco- 
nomic situation, Franco promoted ‘patriotic’ films exalting military 
values or the glory of Spain’s imperial past with a suitable admixture of 
folklore and myth.’? To this strictly controlled native fare was added, 
during World War n, the spice of Nazi and Italian fascist films. His 
film policy was rounded off with a system of prizes for Spanish films, 
which consisted of the concession of licences to import Hollywood 
films, which from 1941 bad to be dubbed into Spanish—as against the 
earlier Hollywood system of producing separate Spanish-language ver- 
sions. Thus film-making became ‘not a matter of premiering a film 
and achieving success, but rather a business centered round achieving 
import permits which, transferred to foreign distributors in Spain, 
brought in socome sufficient not only to pay for the film but could 
mean profits of 100 per cent on the capital invested’. 


To win the highest prize—three to five import licences—a film had 
to demonstrate ‘an advance in some aspect of production’; simply 
being ‘of sufficient quality’ was enough to win two to four licences. 
Once in the producers’ hands, the licences could be transferred to 
third persons, or, in other words, sold in the black market to distribu- 
tors. The granting of these ‘prizes’ was highly arbitrary and politi- 
cally motivated; if the Classification Commission, appointed by the 
Ministry of Industry, decided that a film was of especially high qual- 
ity, the number of licences awarded could increase. Not surprisingly, 
the prize films were always those that defended National-Catholic 
values. As a result of this system, the preoccupation of Spanish film- 
makers became the gaining of licences. It was an arrangement that 
suited all concerned: the régime got ‘its’ films, the producers massive 
profits, and the public the Hollywood films they liked. But there can 
be little doubt thar the licence policy damaged the quality of Spanish 
film-making since films were now shot as rapidly as possible with 
only one real aim in mind. 


A token of this vinality 1s that in 1936 more Spanish-produced films opened in the 
United Starnes than ın any other successive year up to and including 1955. See Alfred 
Charles Richard, Jre., Censorshsp and Hellywoea’s Hispansc Image An Interprerve Frimegraphy, 
1936-1955, Westpart 1993. 

n The dictatorship created a stare-cun anemanc news enterprise, NODO, bur left the fea- 
cure film industry in prrvate hands 

"3 F Vizcaino Casas, Historia y andodsta del crm epatiel, Madrid 1976, p. 87 
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The licence policy came in for criticism from the falangist (pro- 
fascist) sectors of the régime on the grounds that it was responsible 
for the public ‘fleeing’ from Spanish films. “This highly grave situa- 
tion has come about because film-making has been turned exclusively 
into a business affair, and the cinema has been denied all value’™4, it 
was Claimed. The contemporary Spanish film historian, Juan Antonio 
Cabero, was broadly in agreement with this criticism. The cinema- 
going public, he wrote in 1949, went out of its way to see anything 
‘from abroad’ and this devalued ‘home production’, so that the licence 
system was the only means of paying for domestic film-making: 


In reality, Spanish films cost between one and four million pesetas 
to make, sums that can only with difficulty be earned at the box 
office by even the most successful among them. If so much money is 
spent on producing a film ıt 1s only in the hope of winning import 
licences for films thar cost only a quarter of Spanish production 
budgets to import and which, saddest of all, find favour with the 
public.*5 


Despite the falangists’ criticisms, the régime made hardly any changes 
in 1ts film policy during the 1940s. The result was that not only did 
Hollywood films continue to dominate Spanish screens, but that the 
distribution industry gained greater weight than the production sec- 
tor. This, as we have seen, was a paradaxical outcome since the content 
and value-system of Hollywood films in the 1940s and early 1950s ran 
directly counter to the Spanish authorities’ anti-American discourse. 


But there was little that could be done while the régime continued to 
insist on hammering home its propaganda message. Wooden and thor- 
oughly predictable ‘régime’ films exalting the traditional values of ‘the 
nation’, ‘the race’ and the authoritarian family, stood little chance 
against Hollywood’s realism, spontaneity and thematic diversity which 
corresponded more closely to the diversity of Spanish society and its 
need for diversion. Even Mussolini’s far more subtle fascist attempt to 
appeal to broad layers of ordinary people by producing entertainment 
films had run up against Hollywood’s appeal for realism and quality 
among the Italian cinema-going public in the 1930s.'° 


It was not until 1951 when, as the failure of the régime’s policy in 
defending national film production became more apparent, that 
changes were made. The major one was to end the relationship 
between film production and import licences of American films. 
Instead, imitating earlier Italian policy, import quotas were estab- 
lished for each foreign country and, from 1955 on, a distribution 
quota which obliged cinemas to show a growing percentage of 


“4 Premer Plane, Leading Ediconal, 2 June 1943 

15 Juan Antonio Cabero, Historia de la conemategrafia española (1896-1948), Madnd 1949, 
p. 662. 

16 Tannenbaum, Ths Fascut Expersence, p 320 
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Spanish-produced films. American distributors retaliated with a boy- 
cott of Spain, refusing, between the summer of 1955 and March, 
1958, to supply films to the country. 


This new policy had definite and favourable results for Spanish film 
production, leading to the birth of what has been called the New 
Spanish Cinema’ which, ın its quality and thematic content, bore no 
relation to the first post-civil war cinema. Even so, during the 1950s 
Hollywood retained its pre-eminent position, with a market quota of 
30.5 per cent, Spanish-produced films coming a distant second with 
17.8 per cent. 


Censoring Hollywood 


The Franco régime did not allow just any American film to be shown. 
Direct censorship could be and was applied to all those in which 
social or political themes ran counter to the dictatorship’s political 
practice and ideology: his outlawing of liberal democracy, strikes and 
any form of ‘class struggle’, of Communism, Freemasonry and repub- 
lican allegiance. All popular opposition to the dictatorial régime 
itself was, of course, automatically proclaimed ‘Communistic’ and 
banned. The Grapes of Wrath, How Green Was My Valley, To Be Or Not 
To Be and The Great Dictator were never, seen on Spanish screens until 
after the dictator’s death ın 1975. 


Apart from outright prohibition, cutting and dubbing were the two 
main techniques used to try to keep Hollywood within the bounds of 
Franguista National Catholic moral propriety. The dubbing of for- 
eign films into Spanish had been decreed ın 1941 and this gave the 
régime additional latitude to manipulate content. The censors’ cut- 
ting and dubbing resulted in some ludicrous—and often unintellig:- 
ble—changes, of which the following are but a few examples. 


In Waterloo Bridge, Vivien Leigh’s past as a prostitute became that of 
an actress whose husband had been devoured by a tiger so that her 
relationship with her lover should not be adulterous. In Arch of 
Triumph, while Ingrid Bergman clearly shakes her head in reply to 
the question ‘Is that your husband?’, the Spanish public heard her 
answer simultaneously with a ringing ‘Yes’. Grace Kelly's and 
Donald Sinden’s married couple in Mogambo was turned into a sibling 
couple to make morally acceptable Kelly’s relationship with Clark 
Gable; and, needless to say, in Orson Welles’s Lady from Shanghai, the 
protagonists’ past in the International Brigades vanished from the 
screen. 


Government censorship was exercised by the Superior Censorship 
Committee (Junta Superior de Censura), made up of a military officer, 
a falangist and a representative of the Catholic Church. The Church, 
moreover, maintained an ‘unofficial’ censorship of its own which, 
until 1946-47, coincided with the government’s criteria, but in 
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1950 when these no longer seemed sufficiently intransigent to the 
Church on moral questions, it put out its own views on what 
Catholics could and should not see. 


Until 1942, the Committee depended on the Ministry of the Interior; 
in that year, the Vice-Secretariat of Popular Education was created 
and the Committee came under its aegis. Its censorship affected 
political, religious, military, moral and sexual matters, although the 
principles by which it made its judgements remained—probably 
deliberately—vague. It could equally censor a film for attacking 
‘public decency’, especially in sexual matters, as for offending 
Catholic dogma or the Church itself, or of course the régime and any 
of its institutions or personalities. Such criteria were applied to films, 
whether old or new. The Scarlet Pimpernel (Harold Young, 1935), 
Richard Boleslawsk1’s The Painted Vesi of the same year, and China 
Seas (Tay Garnett, 1936) were notable amongst the banned films 
made before the end of the Cıvıl War. 


Films that passed the censorship were classified as ‘recommended’, 
‘authorized’ and ‘allowed to under sixteen-year-olds’. Undefined in 
its principles, censorship was applied with the same meticulous arbi- 
trariness that characterized the dictatorial régime generally, keeping 
Spaniards 10 a state-of tremulous suspense as to what might or might 
not be permitted—a form of social control which served the régime 
well in its early years. At the level of film, a snip of the censors’ scis- 
sors could leave two hundred years of Western political culture on the 
cutting room floor. This, for example, was the fare of a scene in 
Ruggles of Red Gap (Leo McCarey, 1935) in which Charles Laughton, 
playing an English indentured servant, secures his freedom from his 
master on arrival in the United States by invoking the principle of the 
equality of all men. A subversive principle, this, which had ‘ruined’ 
Spain and which Franco’s rising was destined to correct. Or the lesser, 
but still significant case, of the renaming of Mutiny on the Bounty 
(Frank Lloyd, 1935) which became, ın 1945, when it was shown, La 
Tragedia del Bounty. And this despite the fact that the same film had 
premiered in Spain in 1936 under the title, Rebelión a bordo. Mutiny 
and rebellion were subversive concepts to be eliminated, though, ın 
fairness, ıt must be conceded that the film’s portrayal of the crew’s 
mutiny against the Bounty’s captain was not changed. 


The outcome of World War 0 caused some of the censorship criteria 
to be slightly relaxed, leading to accusations by the Catholic Church 
of ‘sexual permussiveness’ which in turn led to serious differences 
and eventually to the official separation of government and Catholic 
censorship. 


Casablanca and the Catholic Church 


It was the showing of Casablanca in 1946—the film having been suit- 
ably purged of all Bogart’s dialogues referring to his participation in 
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the Spanish Civil War—which opened the rift berween government 
and Catholic censorships. To the Church, the cutting of references to 
the Civil War was insufficient, for it had ‘grave moral objections’ to 
the film because of its ‘cradeness, brusque realism and its scabrous 
motives. Violent passions of all sorts aroused in a climate of low-class 
bars and roulette. And around the gaming table men without scru- 
ples or morals.’ 


The following year, Billy Wilder's Double Indemnity—once again 
edulcorated by the official censorship—caused the Church’s even 
greater wrath. ‘A morbid monstrosity’ in which ‘a repugnant, morbid 
evil lurks that not even remorse can compensate for or, being com- 
pletely inefficacious, stop the criminal...” But the culminating 
point came with Charles Vidor’s Grida. With the public’s expecta- 
tions aroused by the publicity and Rita Hayworth’s Spanish origins, 
the film was premiered in Spain at Christmas, 1947. Popular opinion 
held that the censors had cut the strip-tease Gilda was said to per- 
form. Despite the aura of scandal surrounding the film, the only reac- 
tion came from the Church. ‘Gilda 1s a spectacle in which the woman 
who incarnates the central character has been used to make alluring 
publicity for lechery. The moral qualification [this] deserves is even 
more extreme and harder.’?9 


The Church’s opposition to Gi/da went as far as setting 10 train protest 
demonstrations outside cinemas showing the film and in the refusal of 
the Catholic press to publish publicity for it. The subsequent showing 
of Leave Her to Heaven John M. Stahl, 1945) and, in 1949, Gone with the 
Wind, with all Scarlett O’Hara’s ‘sexual voracity’, only served to drive 
in the last nail. The Church was now aware that it had to act-—and act 
for itself, since the official censorship had permitted such monstrous 
films. Thus, ın 1950, the Church set up its own national censorship 
office (Oficina Nacional Clasificadora), depending on the Episcopal 
Commission, with its own classifications of films that were propagated 
through every parish in the land. (The categories were: ‘Permitted for 
children’; ‘permitted for youth’; ‘for adults’; ‘for adults—though with 
criticisms’ (3R); and finally ‘seriously dangerous’). 


Despite the Church's attitude, numerous examples show that govern- 
mental censorship in relation to ‘public decency’ and sex had not 
really relaxed at the beginning of the 1950s. Wilder’s Some Like It Hot 
was banned ‘even if only to keep up the close season on queers’.”° All 
passages referring to the Civil War in Henry King’s The Snows of 
Kilimanjaro were excised because they took place on the Republican 
side, and passionate love words were turned into a religious prayer. 


I Relea, 4 January 1947 

18 Ecclesia, 15 March 1947 

19 Errlesia, 31 January 1948 

œ José Marfa Garcfa Escudero, Ls primers aperiura Diarr de an Dirator General, p 54 Quoted 
by Roman Gubem, Le omssra facia politics y wdenamcnte perida bap e franquicms, 
Barcelona 1981 
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Burt Lancaster's and Deborah Kerr's love meeting on the beach in 
Fred Zinnemann’s From Here to Eternity immediately brought out the 
government censors’ scissors; while the impotent husband ın Joseph 
L. Mankiewicz’ The Barefoot Conntess was turned into the female pro- 
tagonust’s brother in order to cover up adultery.?" 


In these years, Hollywood films reached Spanish screens, especially 
those in villages and small towns, after passing through a triple filter: 
government censorship, ecclesiastical censorship, and that of the local 
authorities or régime figures: the mayor, the priest, the schoolmaster, 
the falange delegate, the police chief... On many occasions, these 
figures interrupted films in the muddle of showings, or hid a 
sequence, while the audience booed them. 


None of this prevented the world created by Hollywood from remain- 
ing the favourite form of collective Spanish evasion and, as a result, its 
values and life-styles from penetrating popular mentality, connecting 
back for older generations to the permissive, pre-civil war Spain and 
creating new and future possibilities for those who had not lived 
through that experience. 


Models of Hollywood Femininity and the Topolino Girls 


Very few Spaniards could, of course, imitate Hollywood styles in the 
Franco years. Shortages and rationing dominated their material lives, 
while the Catholic Church’s moral repression controlled their leisure 
ume, entertainment and love lives. One of the major obsessions of the 
tıme was to reduce to the minimum the possibility of physical contact 
between the sexes. On beaches, men and women were obliged to stay 
separate and to wear bath robes. Modern dancing was considered a sin 
by the Church, especially those foreign dances like the tango, fox-trot, 
one-step, swing—not to speak of boogie-woogie; such dances had been 
‘born in the fetid pools of rotting peoples, in the moral carrion of 
Europe, in the bestial outburst of the most depraved tribes on 
earth...’?? It was quite normal, therefore, for such dances to be pre- 
vented by governmental authorities acting on their own account. The 
only possibility of physical contact that remained, consequently, was 
the darkness and anonymity of the movie theatre—although even this 
was to run the risk of detection by the police who attended each session. 


The moral barriers surrounding women exclusively were even 
harsher. With a stroke of the pen, Franco had abolished the condi- 
tions of women’s equality which the Republic had legally recognized 
in the 1930s. Women were deprived of the right to vote, to abortion 
and to juridical status; divorce and civil marriage were banned. In 
place of their previous equality, the régime tried to impose on women 


* Ibid , p. 137. 
™ Perlea, 1 September 1941 and J Roce I Girone, De la parera a la maternidad. La cen- 
struccebs del phere femenszs en la pesgwerra epaitela, Madnd 1996, p 85. 
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the most reactionary ideas of womanhood, indoctrinating them with 
regard to the contribution that woman—mother had to make to the 
aggrandizement of the State and the future empire. Their position 
was in the home and the family, their role passive and subordinate to 
their husbands, their mayor virtues modesty, submission, reserve and 
a spirit of sacrifice. 


Brigading the Womenfolk 


The instrument used for indoctrinating women was the falangist 
Sección Feminina, in which all young women had to serve for a period 
of time—as all young men were traditionally conscripted for military 
service. In the words of the Sección Feminina, Spanish women were to 
be ‘heroic, military, but feminine. A rifle in a woman's hands dishon- 
ours the rifle, the poor, unhappy woman who shoulders it and the 
men who see her...[Women’s role] is limited to the field of purely 
feminine activities: religion, works of charity, hospitals, paediatrics, 
music, art, the office...’73 


The Church, meanwhile, instructed women that they must ‘bury to 
the maximum their bodies which were “the house of sin”’.*4 Dresses 
were not to be tight-fitting, sleeves were to reach at least to the elbow, 
décolletage, see-through and lace dresses were forbidden. Women who 
flouted these rules were punished by being refused communion in 
church, denying them the right to be god mothers at baptisms and, in 
extreme cases, even barring them from entering a church. 


The Church also laid down the norms for engagements. The young 
engaged woman was never be alone with her fiancé, or ride a bicy- 
cle—for fear of rupturing her hymen—or walk through the streets 
arm-in-arm with her fiancé or holding his hand. 


These imposed and rigid forms of behaviour obviously formed a 
strong contrast with the feminine models and life-styles shown ın 
American films; but only a tiny minority in the 1940s and early 1950s 
could break with the rigidity in order to imitate what they saw on the 
screen. And even this minority was confined mainly to Madrid—to 
the so-called Topolino Generation, young upper middle-class children 
of the victors in the Civil War; only they enjoyed sufficient economic 
means and the necessary social tolerance to lead a frivolous, free-and- 
easy life in the midst of scarcity and the harsh moral strictures of the 
post-war Church and régime. Such lack of inhibition, quite common 
moreover after a war, was summed up for the young Topolino women in 
the slogan, ‘drink, smoke and kiss’2>—~ far cry from what the Sección 
Feminina was laying down as their duty to the fatherland. 


33 Radio Nacional de España, La Hora Femenina’, Gufa de Eminén, 10 February 1942, 
AGA 

™ Carbolic Church Circular, 1945 

33 Jess Marchamalo, Becwdsiles de delfin: ansacres y vide cotidiana en la España de posguerra, 
Barcelona 1996, p 200 
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Criticism of the ‘topolino’ culture was not long in coming. The 
wealth and style of dancing were viciously attacked. ‘Do we have to 
leap and jump about like clowns from “over there”?...It is not good 
taste to ımıtate the savages of the middle of Africa and the coloured 
men who show off the freedom they enjoy at the feet of New York 
skyscrapers’, wrote a critic in La Hora in March 1947. 


Fear of Frivolity 


In general, the young Topoltmo women were criticized for their lack of 
dedication and frivolity which, it was claimed, would ruin their lives. 
This was well expressed in the words of a character in the novel, Una 
Chica Topolino, whose heroine suffers precisely this fate, 


They start to go out at fifteen or sixteen, and by the time they're 
twenty they’ve lived four or five rntense years of life. They’re bored, 
tired, have seen it all...They’ve been kissed a hundred and one 
tumes. No one stops them, nothing matters to them... At twenty 
they look more than thirty... If they fall in love, the young man in 
question is frightened off...They’re destined to grow old and fat 
with the suppers they eat, the bars and dances they go to, where 
they backbite their friends, especially the ones who've been lucky 
enough to get married...7 


Although, given the times, this was a mild enough criticism of Topolrno 
behaviour, the charge of ‘frivolity’ was one of the principal criticisms— 
and perceived dangers—of Hollywood films. ‘As their titles indicate 
[these] do nothing but invite people to frivolous enjoyment of the plea- 
sures of life.’ ‘It’s A Wonderful Life’, Live To Enjoy’, “The Pleasures Of 
Living’, ‘Live The Life You Want’...Such titles indicated ‘an extrava- 
gant, boastful atticude which, in order to affirm the nghts of man, 
breaks with an established [order]... thar is thought to be tyrannical.’27 


Although only a wealthy élite could at that time imitate the styles 
and fashions of Hollywood, American films of the period certainly 
allowed the popular Spanish cinema-going audiences to escape the 
immediate reality and desire a different life in which they could talk, 
express themselves and establish relationships ‘in another way’. 
When the economic development and moral permissiveness of the 
1960s finally permitted it, the values and life-styles of Hollywood 
could at last be imitated by a majority. 


Conclusion 


The post-civil war moral values dictated by the Catholic Church and 
the pro-fascist single party (FET y JONS), as well as Franco's pro- 
26 José Vicente Puente, Use Chica Tapelime’, Madrid, colección Man-Car, 1945, (unpagi- 
nated) 

77 Gonzalo Anaye, E/ Eeto, 3 June 1944 


126 


German and Italian policy of World War 1, coincided in condemning 
American cinema and society as ‘consumerist’, liberal and of low 
moral standards. But, already popular before the Civil War, the 
screening of Hollywood films was nonetheless boosted by the Franco 
régime which, obviously aware of their continuing popularity, saw in 
the concession of import licences the mayor way of securing and 
financing Spanish production of films supporting the dictatorship 
politically and ideologically. Woodenly repeating the régime’s 
grandiloquent rhetoric, these films bore no relation to the daily lives 
and experiences of Spaniards. Of poor quality, they had no popular 
appeal. Hollywood cinema won out with the public precisely because 
of its realism, because its protagonists spoke like real people, because 
it dealt with real problems of life, even if this life was very different to 
that being lived by the majority of Spaniards, and took place in coun- 
tries or places by and large unknown to them. And, of course, 
Hollywood won out in the real world, too, because the American film 
industry’s financial power was infinite compared to the limited 
Spanish resources. 


Despite the double filter of censorship and dubbing through which 
the Franqnista régime in its first phase to the mid-1950s tried to 
defend itself from the more ‘pernicious’ Hollywood values, American 
films remained the general public’s major form of evasion. Imitated 
in the 1940s and 1950s by a privileged minority of youth, the moral 
values and social roles which they portrayed on the screen began 
slowly to make headway against those of the Church and régime. This 
became apparent in the 1950s when economic growth led to the 
introduction of a consumer society, and these values began to become 
those of a majority, widening the gap between the real Spain and offi- 
cial Spain. Although neither the former nor other new liberal cultural 
values—including the Spanish Church’s astonishing about-face in 
the 1960s, largely under the effect of Vatican u—could bring the 
régime to its knees, they brought about a relaxation of its previous 
cultural and moral stance. And therein, too, lies an irony. By renounc- 
ing its pretensions to total control of moral and cultural values, 
Francoism almost certainly also ensured its own continuing existence 
for another twenty years. 
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Scanner 


Norman G. Finkelstein 


Securing Occupation: 
The Real Meaning of the 
Wye River Memorandum 


As a formal document, the Wye River Memorandum breaks no new 
ground. Its stated purpose 1s merely to reaffirm and ‘facilitate imple- 
mentation’ of ‘prior agreements’. Nonetheless, the Memorandum 
illuminates the process set ın motion at Oslo and dispels lingering 
illusions. In these remarks, I will first sketch the crucial historical 
background, then analyze the document and, finally, consider the 
prospects for a just settlement. 


Background 


The aim of the mainstream Zionist movement, from its inception a 
century ago, has been to create a Jewish state in Palestine. Ideally, 
this meant a state with a homogeneously Jewish population; for prac- 
tical purposes, a state with an overwhelming Jewish population, tol- 
erating a small Arab minority of perhaps 20 per cent.’ 


The main obstacle to the realization of this goal was the indigenous 
Arab population. In his recently published quasi-official history of 
Israel, British historian Martin Gilbert argues that ‘there was a 
strong desire among the Labor Zionists to live together with the 
Arabs, and not, as many of the extremists hoped, to make them sub- 
ordinate to Jewish nationalist needs, or even to drive them out of 
Palestine altogether’. Scholarship does not sustain this claim. Labor 
Zionism was committed to the ‘building of a Jewish society by Jews 
alone, from foundation stone to rafter’ ın ‘all of Palestine’ (Anita 
Shapira). Accordingly, as Zeev Sternhell shows in an important 
study, ‘nobody fought against the Arab worker more vigorously than 
[Labor Zionists]; nobody preached national, economic and social 
segregation with more determination than the Labor movement’ .? 


* Por the percentage Arab minonty in a Jewish staw, see Nur Masala, Expulstow of the 
Pasestrazens, Washington, DC 1992, p 199 The Zionis lesder Chaim Weizmann main- 
tained thar every stare reached s ‘sarurenon level’, beyond which it could not accommo- 
date an alien populstion; see Trial and Errar, New York 1949, pp. 90, 161~2, 274, 384 

2 Martin Gilbert, Lreal. A Histery, New York 1998, pp 122~3. Anite Shapira, Lead ana 
Power, Oxford 1992, pp. 64, 138. Zeev Stemhell, The Founding Moths of Israel, Princeton 
1998, p 252. 
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af 


Faced with indigenous resistance, European conquest movements in 
the post-Columbus era typically resorted to the most brute force: 
extermination. Yet, by the early twentieth century this extreme 
option was no longer available. The Zionist movement thus set its 
sights on ‘population transfer-—the euphemism for expulsion—of 
the indigenous population. Indeed, until after World War u, interna- 
tional opinion acquiesced in expulsion as a means of resolving ethnic 
conflicts.} Historian Benny Morris observes that, for the Zionist lead- 
ership, ‘transferring the Arabs out’ was seen as the ‘chief means’ of 
‘assuring the stability and “Jewishness” of the proposed Jewish state’. 
During the 1948 war, the Arab population was effectively expelled 
from the conquered areas of Palestine, completing the first phase of 
Zionist conquest.* 


In the course of the June 1967 war, Israel conquered the long-coveted 
West Bank and Gaza—as well as the Sinai and Golan Heights. In this 
second phase of conquest, the Zionist leadership confronted the same 
dilemma as earlier in the century: it wanted the land but not the 
pepple. The options available for resolving this dilemma, however, 
had narrowed considerably. Not only extermination, but expulsion 
too, was no longer politically tenable. The Zionist movement accord- 
ingly opted for encirclement: appropriating as much of the resources 
——especially water—and land as was feasible while confining the 
Arab population to native reservations. This was the essence of the 
Allon Plan, first formulated in July 1967 and the operative frame- 
work of the Oslo process, allowing Israel to retain roughly half the 
West Bank. 


Israel's partial withdrawal option fell foul, however, of the interna- 
tional consensus that formed after the June 1967 war for resolving 
the Arab-Israeli conflict. Embodied 1n UN Resolution 242, this con- 
sensus called for a full Israeli withdrawal from occupied Arab land in 
exchange for an Arab commitment to full peace with Israel. It bears 
recalling that the root of Israel’s enduring quarrel with the interna- 
tional community has been the demand, not for a Palestinian state, 
but for full, as against partial, withdrawal. Indeed, 242 made no 
mention at all of a Palestinian state, referring merely to a ‘just settle- 


3 See, for erumple, John Quigley, “Displaced Palestinians and a Right of Return’, in 
Harvard Law Journal, Winter 1998, p. 224. In the 19308, France's Socialist government 
aod even much of European Jewish public opinion supported the ‘population transfer’ of 
Jews co French-coacrolled Madagascar to solve Poland's ‘Jewish problem’ (see Saul 
Friedlander, Nex: Germany and the Jaos, New York 1997, p 219), Philippe Burrin reports 
thar ‘even Roosevelt had come out in favour of a Jewish settlement in Angola’ (Hitler and 
the Jass, New York 1994, pp. 60-1) The precedent cited most frequently by the Zionist 
movement was the Greek-Turkush ‘population exchange’. Eventually the ‘population 
transfer’ of Arabs from Palestine won the support of the British Labour Party and even 
Bertrand Russell (see. Masalha, Expolsion of the Palestrntans, and Bertrand Russell, “The 
Fee E va irre en Soe tga on ae 
1981], p. 128) 

4 Benny Morns, Ths Berth of the Palestinsan Refuges Problem, 1947—49, Cambndge 1987, p 
25. For the effective expulsion of the Amb population in 1948, see Norman G 
Finkelstein, Image ama Reel sty of the Loreel-Palestrme Conflit, Verso, London 1995, ch 3 
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ment of the refugee problem’. The Allon Plan is not incompatible 
with a Palestinian state: what to call the arid patches of land ceded to 
the Arab natives is a matter of semantics. For Israel, the crux has 


always been its claim to ‘territorial revision’ (Abba Eban).? 
Territory Over Peace 


After the June war, Israel called for partial withdrawal on all the Arab 
fronts. Egypt offered in Febtuary 1971 to sign a bilateral peace treaty 
if Israel fully withdrew from the Sinai. Israel refused. In the name of 
‘security’, 1t demanded retention of part of Sinai, Moshe Dayan 
famously declaring that ‘we prefer Sharm-el-Shaykh without peace to 
peace without Sharm-el-Shaykh’. Once Egypt proved itself a military 
force to be reckoned with in the October 1973 war, Israel came 
around, agreeing at Camp David in 1978 to the peace terms ıt 
rejected in 1971. A core Zionist tenet, Zeev Sternhell observes, 1s 
‘never giving up a position or a territory unless one is compelled by 
superior force’. Israel did continue to bargain hard at Camp David, 
demanding—aunsuccessfully—to retain control of the oil refineries, 
settlements and airfields it had built in Sinai. Yet Sharm-el-Shaykh 
figured not at all in these intense, often bitter, negotiations. Israel 
abandoned Sharm-el-Shaykh—its crucial ‘security’ asset—without 
even a whimper. It 1s an instructive lesson in the substance, or lack 
thereof, of Israel’s ‘security’ concerns.® 


Confronting, in the first years of the intifada, the compound force of 
Palestinian civil resistance and widespread international outrage, Israel 
considered the prospect of full withdrawal. But the challenge to Israeli 
power soon receded. As the intifada lost momentum, a concatenation of 
events—tIraq’s destruction in the Gulf War, the demise of the Soviet 
bloc, the open alignment of the Arab regimes with the us, the PLO’s 
precipitously declining fortunes—convinced Arafat to cut a deal with 
Israel, accepting partial withdrawal in exchange for the trappings of 
statehood. The PLo’s capitulation at Oslo did not result from political 
ineptitude. Uri Savir's account of the negotiations shows that the 
Palestinian negotiators did, at every crucial juncture in the Oslo pro- 
cess, raise the right obyections. The problem was, they had no power.’ 


Once Arafat conceded, as he effectively did at Oslo, that the 
West Bank and Gaza were ‘disputed territories’, both sides having 
equal title, it was inevitable that, in the ensuing battle over per- 


3 For the post-June 1967 international consensus—ancluding the United Srares—calling 
on Israel to fully withdrew, see Finkelstein, Image and Reality, pp. 144-8 (Eban quote oa 
145) 

ior Egypuan-Israeli pegotiations after the June war culminating in the Camp David 
Accord, see Finkelstein, Image and Reality, ch 6. Scernbell, Fewndsag Myths, p 331 

7 Un Savir, The Process, New York 1998. For example, Palestinian negotiators kept want- 
ing Israel to specify what percentage of Area C—the overwhelming bulk of the West 
Bank under Oslo—it intended to withdraw from; Israel refused (see pp. 200—1, Sevir was 
Israel's chief negotiator). 
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centages, a fifty-fifty split would be held up as the legitimate 
‘compromise’. Yet Netanyahu deserves the lion’s share of credit 
for recasting public discourse. By tenaciously claiming that Israel 
had title to all, and Palestinians to none, of the West Bank, 
Netanyahu turned ay withdrawal into an Israeli concession. Who 
could then expect Israel to ‘give away’ more than 50 per cent of 
‘its’ land for peace? Before Netanyahu, full withdrawal in exchange 
for full peace was the legitimate compromise, Labor’s partial 
withdrawal the illegitimate one; after Netanyahu, partial withdrawal 
in exchange for full peace became the legitimate compromise, zero 
withdrawal the illegitimate one. Redefining the poles of debate with 
his pugnacious theatrics, Netanyahu has effectively legitimized the 
Labor Party’s rejectionist stance, in the process also managing to 
‘lower’, as he put it, ‘the level of Palestinian expectations’. Apart from 
‘extremusts’, no one any longer speaks about full withdrawal. Indeed, 
the call for full withdrawal 1s now equated with che call for zero with- 
drawal, as pundits condemn the ‘extremists on both sides’. 


Wye Memorandum 


The Wye Memorandum is basically divided into two parts, ‘Further 
Redeployments’ and ‘Security’. (A third section takes up mis- 
cellaneous ‘Other Issues’.) Bits and pieces comprising some 40 per 
cent of the West Bank are to come under ‘full’ (Area A) or ‘partial’ 
(Area B) Palestinian jurisdiction before final-starus negotiations 
begin. According to Savir, Rabin was prepared to relinquish ‘roughly 
50 per cent’ on the eve of final-starus negotiations.® The putative 
ideological rift between Labor and Likud amounts to perhaps 10 per 
cent of the West Bank. Indeed, the various final-status maps of 
the Likud all fall within the parameters of Labor’s Allon Plan, retain- 
ing for Israel roughly half the West Bank.® For those who care to hear 
the truth, the Israeli press has been reporting for years that ‘there's 
almost no difference between Netanyahu’s and Peres’s concepts of 
the permanent agreement’, indeed, ‘Sharon and Peres are not far 
from each other in their perception of the permanent settlement’ .'° 
This pragmatic convergence between Labor and Likud points up, 
incidentally, that partial wichdrawal was the maximum Israel could 
have hoped for at Oslo. Israel did not effect a ‘historical compromise’ 
with the Palestinians; only with reality. 


*Savir, Preass,p 194 

For details, see Geoffrey Aronson, ‘Israel's Final-Srarus Maps Reflect a National 
Consensus’, in The Demise of the New Middle East’, Foundation for Middle Fast Peace, 
Autumn 1998, Nick Guyatt, Ths Absence of Pece, New York 1998, pp 54-5. In defence of 
the Wye agreement, Netenyahu accused Labor of having conceded 90 per cent of che West 
Bank, to which MK Hatm Ramon (Labor) justly replied: ‘Everyone knows that our plan 
consists of returning $0 per cent only’ (News Free Withen, November 1998) 

1° Shalom Yerushalam:, “The Broad Policy Consensus Between Netanyahu and Peres May 
Lead to a National Unity Government’, Mear, 11 October 1996, Hanna Kim, The 
Alliance Between Peres and Sharon’, Haaretz, 2 August 1996 For current Labor leader 
Ehud Bemk’s concucrence wich Netanyahu, see One Shober, “Why Likud is Better for 
Peace chan Labor’. Haw ex, 22 November 1996. 
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Technically, Wye marks a regression from ‘prior agreements’. 
At bare minimum, the 1995 Israeli-Palestinian Interim Agreement 
on the West Bank and Gaza Strip (hereafter: Interim Agreement) 
stipulated a ‘complete redeployment of Israel: military forces 
from Area B’ before final-status negotiations (Article xm), placing 
30 per cent of the West Bank in Area A. The memorandum, 
how-ever, puts only 18 per cent of the West Bank in Area A. 
Yet, this quibbling over percentages is ultimately beside the 
point. The ‘Palestinian Authority’ exercises no substantive author- 
ity anywhere ın the West Bank—except as Israel’s surrogate. 
The ‘security’ provisions of the Wye Memorandum make this 
abundantly clear. 


The security section of Wye initially observes that ‘both sides recog- 
nize that it is in their vital interests to combat terrorism and fight 
violence’: Yet, to implement this protocol, Wye specifies an action 
plan only for the Palestinian side: “The Palestinian side will make 
known its policy for zero tolerance for terror and violence... A work 
plan developed by the Palestinian side will be shared with the us... to 
ensure the systematic and effective combat of terrorist organiz- 
ations...In addition to the bilateral Israeli-Palestinian security co- 
operation, a US-Palestinian committee will... review the steps being 
taken to eliminate terrorist cells... In addition to the bilateral Israeli- 
Palestinian security cooperation, a high-ranking vus-Palestinian- 
Israeli committee will...address the steps being taken to combat 
terror and terrorist organizations’, and on and on. One would never 
suspect from this document that, according to the Israeli human 
rights organization, B'Tselem, many more Palestinians have been killed 
by Israelis than Israelis by Palestinians since the onset of the Oslo process (356 
Palestinians as against 251 Israelis up to October 1998). The ‘vast 
majority’ of killings by Israel, according to Amnesty International, 
were ‘unlawful’ .** 


Wye also repeatedly emphasizes Palestinian responsibility for the 
vigorous ‘investigation, prosecution and punishment’ of ‘terrorist 
suspects’. Yet, according to Amnesty, ‘there continues to be almost 
total impunity for unlawful killings of Palestinians’ by Israel: 
‘[I]nvestigations are inadequate. The officers responsible rarely 
appear before an inquiry; if they do so they are rarely punished; 1f they 
are punished the sanction is trivial in relation to the loss of life’. To 
illustrate this last point, Amnesty cites the case of four soldiers con- 
victed of killing a Palestinian motorist: “The court fined each soldier 
one agora, equivalent to about US$o.03’.'? 


" B'Tselem Casualty Statisti (www.btselem org/stat/mble htm) Amnesty Internanional, 
Free Yours after the Osle Agreement. Human Rights Sacrificed for Security’, September 1998 

u Amnesty, Free Years. Settlers found guilty of murdering Palestuoans likewise incurred 
denisory penalties; see LAW (The Palestinian Society for the Protecnon of Human Rights 
and tbe Environment), Frew Yaers Of Osle: A Summary of Haman Rights Veelatrens Since the 
Declaration of Pi rnctples, September 1998, aung ‘a settler who had killed a Palestinian was 
fined one agora’ 
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The Terrorism Mantra 


The Wye Memorandum reeks of the rancid Israeli—and American — 
discourse on terrorism. Terrorism 1s a self-generating force. It originates 
in the ‘terror support structure’, ‘terrorists and their structure’, ‘terrorist 
organizations and their infrastructure’, ‘terrorist cells and the support 
structure that plans, finances, and supplies and abets terror’, ‘organiza- 
tions (or wings of organizations...) of a military, terrorist, or violent 
character’, and—lest we forget—the ‘external support for terror’. 


Detached from its Israeli environment, Palestinian terrorism 15 
always the cause but never the effect of evil: assaulting Israeli inno- 
cents, it is by definition unrelated to Israel’s brutal rule. Thus, to 
understand terrorism, it is irrelevant that, since the Oslo accord, 
more than 600 Palestinian homes have been demolished and 140,000 
dunums of Palestinian land confiscated. It is also irrelevant that, 
owing primarily to Israel's illegal imposition of closure on the eve of 
Oslo, the Palestinian standard of living has fallen by nearly 40 per 
cent, with 30 per cent of the workforce unemployed and 40 per cent 
of the population living at or below the poverty line." 


Given that terrorism is an implacably negative force, the only means to 
combat it is an implacably positive force: repression. And ın this 
Manichaean struggle between good and evil, the more repression the 
better: any restraints will umpede the struggle. Accordingly the Wye 
Memorandum gives short shrift to human rights concerns, despatching 
them in one sentence: ‘without derogating from the above, the 
Palestinian Police will...implement this Memorandum with due 
regard to internationally accepted norms of human rights and the rule 
of law...’ Presumably on account of its exemplary human rights record, 
Israel is not called upon to do even this much. Indeed, the record does 
impress. According to Amnesty, even after Oslo, Israel continued to 
engage in ‘mass arrests of Palestinians’, place ‘thousands of Palestinians’ 
under administrative detention without charges or trial, sometimes for 
‘years on end’ (‘many may have been prisoners of conscience’); ‘use tort- 
ure systematically on Palestinian political suspects... its use was effec- 
tively legal, an internationally unprecedented state of affairs’ (‘this 
legalization of torture has, over the past five years, if anything, become 
a more entrenched part of the system in which Palestinian detainees 
find themselves’); resort to ‘brutality, amounting to torture or ill-treat- 
ment...at checkpoints’; and conduct ‘unfair trials...convictions are 
almost invariably based exclusively on the accused’s confession, usually 
extracted by the use of torture and ill-trearment.’™4 


33 For house demolinons and land confiscation, see Law, Frew Yaers of Osle For the 
Palestinian economy, set Sara Roy, The Palistrnian Ecomency and the Osila Process, Decline and 
Fragmentation, Emirates Occasional Paper no 24, Abu Dhab: 1998 Roy underscores that, 
“The reasons for Palestinian economic regression are many and interrelated but tum on 
one prumary axis closure’. 

™ Amnesty International, Free Yeers LAW reports thar ‘there are still 3,700 Palestinians 
beld in prisons inside Israel’ (Third Quarterly Report on Human Rights Veolations m Paletni, 
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The Palestinian Authority's (PA) ‘deplorable’ humar rights record has 
been extensively documented.*> Without extenuating PA culpability, 
it bears recalling chat Israel recruited Arafat precisely in order to 
‘facilitate repression. Thus Rabin boasted that the PA would quell 
Palestinian resistance ‘without problems caused by appeals to the 
High Court of Justice, without problems made by [the human rights 
organization] B'Tselem, and without problems from all sorts of 
bleeding hearts and mothers and fathers’. Truth be told, ‘Palestinian 
Authority’ is a misnómer. Apart from what Israel and the us autho- 
fize it to do, the PA exercises no authority whatsoever: in all respects it 
is in theall to them. The Oslo process marked, in Meron Benvenisti’s 
phrase, the continuation of ‘occupation...albeit by remote control’. 
In exchange for the perquisites of collaboration, the PA must ruth- 
> lessly crush all opposition to continued Israeli occupation." 


Human Rights Watch observes that, . 


The role of Israel, the us and the international community in influ- 
encing the conduct of the PA should not be underestimated... 
[E}xternal demands chat the PA halt anti-Israel violence have been 
made in terms that condone a disregard for the human rights of 
Palestinians. Such pressure is highly potent, due in part to the situ- 
ation of extreme political and economic dependency in which the 
self-rule entity exists. 


1 July 1998-30 September 1998). Human Rights Watch repocts that ‘in 1997 at least 
- 1,900 administrative detention orders were served’, and thar ‘prolonged administrative 
detentions without charge or tral, often in harsh conditions, constiente arbitrary detention’ 
and as such are illegal under inremational law; see Lereal”s Raerd of Occapatrou. Vrelatrens of 
Crd and Pelstxcal Rights, August 1998. Amnesty. reports that 800 Palestintans suffer tor- 
ture by Israel every year and that a minssteral commuttee approved the use, beginning 1n 
‘1994, of ‘uncressed physical pressure’, edding thet “Torture continues to be used in Israel 
because the majority of Israeli society seems to accept thar the methods used are a legiti- 
mace means of combeting terrorism’. An Amnesty news release underlined thar Israel is 
the only country on earth where torture end ill-treatment are legally sanctioned’ (9 May 
1997). With 1cs extensrve use of torture, Israel ranks, according to the special UN rappor- 
teur on torture, in the same category as Iran, Saudi Arabia and the Sudan (Ths [malgpondoat, 
27 March 1997) Indeed, according to Human Rights Watch, pending Israel legislanon 
and court rulings ‘could greatly expend che extent and seventy of Isracl use of torture and 
cruel, inhuman oc degrading treatment’ (Mamerenalxes te UN Committe: A garast Torture May 
‘1998, see Amnesty International, Free Yeers). Apart from effectrvely legalizing torture, 
Israel has also legalized hostage-taking, wich the Supreme Court sanctioning the use of 
Lebanese natronals as ‘bargaining chips’; see Human Rights Watch, Levees Record’, and 
Witheat States or Protect: Lebanese Detarmess im Israel, October 1997, and Amnesty 
- International, Loree: Forgotten Hestage—Lebawese Nationals Hold Unlawfully for Years m 
‘Deteatren, July 1997. Denouncing the Supreme Court decison as ‘contempable’ and ‘intol- 
erable’, Amnesty stated’ “Those held as hostages include people who were only 16 when 
they were taken from cher villages and have now spent up co 11 years in detention, often 
secret and uncommunicado Thee are real people, noc objects w be used as political pawns’; 
also chat “When an armed group holds hostages it i universally condemned. The Israeli 
Government has acknowledged that the detainees mentioned in the Supreme Court ruling 
pose no threar to state security’, News Releases, 6 March 1998, 18 March 1998. 

13 Ser, especially, Human Ba gies, Wacch, Paletrusea Saf-Ruls areas: Haman Rights unaer 
the Palesiman Axthoriiy, 1998 

16 Noam Chomsky, World Orders Old and New, New York 1996, p 257. Meron Benvenisn, 
Intrmates Enemies, Berkeley 1995, p. 218. 
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It goes on to recall that ‘the Netanyahu government... conditioned 
the easing of the closure of the West Bank and Gaza on a halt in pris- 
oner releases by the pa’; that ‘the Clinton administration demanded 
that Arafat act more decisively to prevent anti-Israel violence, but 
made no reference to the need for due process, even as... massive, 
arbitrary round-ups were taking place’; that ‘as President Arafat 
cracked down on the opposition, particularly Islamist groups, by car- 
tying out arbitrary arrests, detaining people without charge, and 
practising torture, Israel and the us praised the crackdown while 
remaining largely silent on the facts’; and that ‘despite clear evidence 
of the systematically unfair practices of the state security courts, nei- 
ther Vice-President Al Gore nor any other us official has publicly 
retracted the praise for their creation that Gore offered’.*7 


A Police State 


The single most egregious Palestinian violation of Oslo is the size of 
its police force, which ‘well exceeds’ (Human Rights Watch) the 
already extraordinary 30,000 figure allowed for in the Intenm 
Agreement (Annex 1, Article Iv). Revealingly, Israel has not exerted 
any real pressure on Arafat to correct this. Indeed, already thinking 
ahead in the 1978 Camp David Accords, Israeli negotiators stipu- 
lated that the ‘self-governing authority’ in the West Bank and Gaza 
should constitute a ‘strong police force’ to assure Israel’s ‘security’ 
(Framework, paragraph A2). The same ominous phrase stipulating a 
‘strong police force’ reappears in the September 1993 Declaration of 
Principles (Article vm), the May 1994 Agreement on the Gaza Strip 
and the Jericho Area (Article vn), and twice in the Interim 
Agreement (Articles X1, XIV). The Wye Memorandum only calls on 
the ‘Palestinian side’ to ‘provide a list of its policemen to Israeli side’. 
So long as Israel can monitor in which direction the rifles are pointed, 
the more police, the better—especially as Palestinian illusions are 
dispelled and resistance mounts. The Wye ‘land-for-security’ formula 
means, incidentally, that in return foi amy land, the Palestinians for- 
feit the right to all resistance, including the basically non-violent 
civil disobedience characterizing the first years of the intifada, con- 
demned by Israel and the us as ‘terrorist acts’.!® Nelson Mandela 
renounced the right to armed resistance only after the South African 


7 Human Rights Watch, Palestinan Self-Rele Areas. According to Hew, Gore twice pub- 
licly praised che state security courts, staring 1n March 1995, for example, thar ‘I know 
there has been some controversy over che Palestinian security courts, bur I personally 
believe thar the accusations are misplaced and that they are doing the right thing ın pro- 
gtessing with prosecuuoas’; see Guyatt, Akses, pp 101-2. Amnesty Internarional simi- 
larly reports chac the illegal detention of Islamists 1s ‘closely linked to pressure from Israel 
and the United States’, that a ‘significant factor’ in che creation of the notorious state secu- 
rity courts was ‘the pressure being placed on the PA by Israel and the us’, and thar ‘there is 
no doubt whatsoever thar mals with heavy sentences were demanded and encouraged by 
Israel and the us’ (Frew Yaers) 

18 Chomsky, World Orders, p. 250 Indeed, even denunciation of settlement-building con- 
sutures, according to Israel, ‘incitement to violence’ (Law, ‘Free Expression Restricted by 
PNA Ano-Incitement Decree’, 24 November 1998). 
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government acknowledged the right of the indigenous population 
not to a Bantustan but full human rights. The indigenous population 
of Palestine was forced by Israel to forfeit its right to any resistance in 
exchange for a Bantustan. 


Prospects 


Like the South African Bantustans, the fragmented Palestinian entity 
resulting from the Oslo process will no doubt eventually be granted 
statehood." And like the Bantustans, it will be a state ın name only. 
Recall that the viability of a Palestinian state resulting from full 
Israeli withdrawal was never at all certain; much intellectual energy 
was expended to conquer these doubts. What then is one to make of a 
Palestinian state resulting from a partial Israeli withdrawal? Israel is 
now ‘resigned’ to the prospect of an independent Palestinian state 
because it will not be one. Recall further that, for Bancustan critics, 
the issue was not only viability but equity: whites engineered a 
grossly inequitable division of South Africa’s resources, keeping for 
themselves everything worth keeping. All the Bantustans won was 
the right—1n the words of one dissenter—to ‘police themselves 
and administer their own poverty’.*° This is also the only right 
Palestinians can expect to win under Oslo. 


The purpose of the protracted ‘transitional’ period in the Oslo process 
is not to build ‘confidence’ between Israel and Palestine but rather 
to structurally consolidate Israel's domination over Palestine. In add- 
ition to settlement- and road-building, this entails coopting 
Palestinian élites, refining ‘security collaboration’, and so on. The 
main alleged threat to Israeli security in June 1967 was oot the West 
Bank but the Egyptian Sinai. In October 1973, Egypt launched a 
surprise attack, seeming to threaten Israel’s existence and costing 
2-3,000 Israeli lives—many times, incidentally, the total victims of 
Palestinian ‘terrorism’. Nonetheless, once Israel decided on full with- 
drawal, confidence somehow proved not at all an obstacle: a mere 
three years elapsed between Camp David and Israel’s total pull-out 
from the Sinai. Yet the Oslo process is already ın its fifth year, with no 
end to the purported ‘confidence-building’ process in sight. The 
Camp David Accord and subsequent Egyptian-Israeli Peace Treaty 
combined came to less than a dozen pages. The Israeli-Palestinian 
Interim Agreement alone runs to hundreds of pages. Israel is not end- 
ing the occupation; ıt is dotting all the i’s and crossing all the t’s to 
secure it. 


Arafat must eventually choose between two equally bad alternatives. 
He may unilaterally declare an independent Palestinian state over 40 
per cent of the West Bank, blustering, as the Bantustan leaders did, 


3 For detuled compenson with the Bancustan model, see Norman G. Finkelstein, 
“Whither the “Peace Process”? 1n NLR 218, July-August 1996. 
æ Newell M Stultz, Trensker’s Half-Laaf, New Haven 1979, p- 134 
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that this is ‘only the first stage’. In fact, the main lesson of the South 
African experience was that emancipation was achieved despite and 
around not through the Bantustans: indeed the Bantustans impeded 
the struggle for justice. Declaring Oslo dead, Israel will then unilat- 
erally annex the rest of the West Bank. The more Netanyahu postures 
indignation at the prospect of a unilateral Palestinian declaration, the 
better his pretext, if and when Arafat does issue a declaration, to 
annex half the West Bank. Totally dependent, Palestinian élites will 
continue to do Israel’s bidding, repressing dissent while enjoying the 
perquisites of collaboration. Pundits will no doubt wax eloquent over 
the ‘irony of history’: although the ‘peace process’ died, each side got 
what it wanted—the Palestinians a ‘state’ and Israel ‘secure borders’. 


Property and Power 


Enticed by a slightly larger Israeli withdrawal and an enlarged 
American ‘aid’ package, Arafat may alternatively enter into a final 
settlement with Israel. Israel will then get an official deed to nearly 
. all of Palestine: ıt would be the jewel in the crown of Zionist diplo- 
macy. ‘At its heart’, historian Martin Gilbert writes, “Zionism had 
striven for a hundred years for the recognition of its legitumacy by 
the Palestinians’.?’ Indeed, for all its flouting of international law 
and contempt for ‘Goyim’ opinion, Israel has always sought official 
umprimaturs of its proprietary right to Palestine. The Balfour 
Declaration and especially the 1947 UN Partition Resolution (181) 
loom large in Zionist histories.27 Property may be, as Proudhon 
memorably put it, theft, but it is also theft invested with the power of 
legitimacy. Hence Netanyahu’s insistence at and since Wye that the 
Palestine National Council officially, democratically and without 
any ambiguity annul the Charter. For a long time, Israel exploited 
the Charter to discredit the Palestinian leadership: it ‘served as a 
gold mine of raw material’ for ‘Israel’s propaganda’.?3 Now that the 
same Palestinian leadership stands poised to collaborate, Israel wants 
all the official documents to be fully in order. Not a scratch of doubt 
must remain that Palestine belongs ‘by right’ not at all to the 
indigenous population but only to the Jews. 


The Oslo process cannot produce a permanent settlement of the 
Israel-Palestine conflict. The population between the Mediterranean 
and the Jordan will soon be half Israeli-Jewish, half Palestinian-Arab. 
Lincoln long ago understood that a state of affairs ın which the popu- 
lation is half free, half enslaved cannot forever endure. Israel no doubt 
also knows this. Edward Said rightly observes that Zionism’s suc- 


™ Gilbert, Lrreal, p 560 

The Israel: declaration of independence pointed up the legitimacy 181 conferred on the 
newly-born state, as did Chaim Weizmann, who deemed it a ‘grant of independence’, and 
Abba Eban, who proclaimed Israel ‘the first state to be grven birth by the United 
Nations’, see Norman G Finkelstein, The Rese and Fall of Palestine, Minneapolis 1996, 
p aO. 

13 Kham Shalev, “The Changing of the Palestinian Covenant’, Maæerty, 26 April 1996 
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cesses owe much to its pragmatic discipline of detail (‘another 
dunoum, another goat’).4 Yet, ultimately, Zionism has always 
depended on the ‘miracle’ to break free from an impasse. Indeed, it 
harnessed the discipline of detail to make the ‘miracle’ possible. The 
intractable Arab ‘demographic problem’ was resolved in 1948 by the 
‘miraculous clearing of the land’ (Chaim Weizmann). The loss of 
Zionist élan in the early 1960s was restored by the ‘miracle’ of the 
June War. The resurgent Arab ‘demographic problem’ in the 1970s 
was overcome by the ‘miracle’ of Russian Jewry. Israel no doubt hopes 
for yet another ‘miracle’ to resolve the conflicts inherent in the Oslo 
process. An Oslo settlement between Israel and Arafat would com- 
mand international legitimacy. If Palestinians continue to resist, 
Israel may engineer—alas, with impunity—another ‘miraculous 
clearing of the land’. Public opinion within Israel would pose no 
obstacle. Rather the contrary, polls indicate that, if there are no inter- 
national repercussions, fully 65 per cent of Israelis would support 
expulsion of all the Arabs.?5 


Barring a ‘miracle’, the inevitable, if very distant, future is one in 
which Palestinian Arabs and Israeli Jews, enjoying reciprocal indi- 
vidual and communal rights, coexist within a unitary entity. Yet, just 
as the centre of gravity of the Palestinian struggle shifted from south- 
ern Lebanon to the occupied territories after che defeat suffered in 
June 1982, so the centre of gravity of the Palestinian struggle may 
shift again from the West Bank and Gaza to Israel following the 
defeat suffered at Oslo. Only the Israeli Palestinians now have a clear 
goal—full individual and communal rights—and a leadership able to 
articulate it.?° Paradoxically, the fruit of Oslo will perhaps be that the 
Palestinian struggle for justice will—in Amilcar Cabral’s phrase— 
‘return to the source’. 


4 Edward W Said, Pasce and rts Discontents, New York 1996, p. 27 


23 Maariv, 20 September 1998 
2 I owe this insight to Mouin Rabbani. 
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Julian Thomas 


Grand Narratives of 
Prehistoric Europe 


Economy and Society in Prebistoric Exrope consists of twenty papers writ- 
ten by Andrew Sherratt over the past quarter of a century.* Taken 
together, these articles represent a uniquely coherent and consistent 
vision of Old World prehistory. They present the Neolithic and the 
Bronze Age periods ın Eurasia as a formative era ın world history, 
which established the conditions for the eventual emergence of cap1- 
talism and industrialism. It 1s perhaps only now that they have been 
published ın a single volume that it is possible to recognize the way in 
which Sherratt has been slowly unfolding his grand design, and ıt 1s 
remarkable that elements of his earliest formulations have survived 
unscathed throughout this period. The book is dedicated to Sherratt’s 
late teacher, David Clarke, and the papers are sandwiched between two 
meditations on the work of the most influential of all European prehis- 
torians, Vere Gordon Childe. These two figures appear to no small 
extent to have dominated Sherratt’s intellectual development. Indeed, 
many of his essays can be read as dialogues with one or the other, and it 
seems that over the long term Childe has gained the upper hand. 


Like Clarke before him, Sherratt recognizes the importance of placing 
the development of archaeology in the broader history of Western 
thought, and into a social and political context. In his introduction to 
the volume, his predilection for the large-scale and the long-term 
first reveals itself with his proposal that the past three centuries of 
social philosophy can be read as an alternation between two modes of 
knowledge, one concerned with rationalism and system-building, the 
other with romanticism and deconstruction.” This 1s partly a rhetori- 
cal move which allows him to situate himself somewhere between the 
two currently prevailing schools of archaeological theory in the 
Anglophone world, generally referred to as ‘processual’ and ‘post- 
processual’ archaeology. Much of what divides these two approaches 


* Ecomemry and Socrety m Prebistorx: Exrepe Changing Perspectres, Edinburgh Unrverity 
Press, Edinburgh 1997, HB £50 

t Andrew Sherrart, ‘Changing Perspectrves on European Prehistory’, in Ecoseacy and Soctety 
su Prebistersc Exrepe,p 3 
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is their understanding of materiality, which underpins quite different 
perceptions of what can be learned about the past from material evi- 
dence. Processual archaeology is informed by systems theory, ecology, 
and various forms of Darwinism, and tends to present archaeological 
evidence as a material record of past behaviour.” Post-processual 
archaeology, an even more diverse agenda, results from the meeting of 
archaeology with the full range of contemporary social and cultural 
theories, including Marxism, feminism, post-colonial thinking and 
post-structuralism. Perhaps the only common element within the 
post-processual approach is a concern with the symbolic character of 
material culture. However, this can range from a neo-structuralist 
attempt to ‘crack the code’ behind material rhings,? to an insistence 
that the meanings of artefacts are multiple and undecideable, so that 
their interpretation in both the past and the present must ultimately 
be seen in a context of power and politics.4 


In an article which has curiously been omitted from this volume, 
Sherratt makes clear his commitment to ‘the grand narrative’ and to 
forms of explanation which operate at a global scale.> These, he 
argues, have been neglected by recent generations of archaeologists. 
Some processual archaeologies, for example, have stressed the auto- 
nomy of societies as adaptive units locked in to local ecological 
systems.° Similarly, particular forms of post-processual archaeology 
have been critical of totalized accounts, on the grounds thar they de- 
humanize the past, divorcing historical change from the scope of 
human agency and experience.” However, Sherrart’s attempt to cast 
these two positions as the respective inheritances of the Enlighten- 
ment and romantic traditions is something of an oversimplification. 
Intellectual history involves more complex processes of hybridization 
and recombination that his scheme allows. This is evident in the way 
that Sherract identifies Marx as a ‘rationalist’ follower of Montesquieu 
and Morgan, neglecting the implications of the latter’s debt to Hegel 
and his influence—via the Frankfurt School—on what are identified 
as the contemporary ‘romantics’. 


Gordon Childe’s Long Shadow 


Where Sherratt follows both Clarke and Childe is in writing a prehis- 
tory based upon the notion of the ‘culture’. For Childe, cultures were 
the material signatures of distinct groups of people. Assemblages of 


7 Tanda Parnk, ‘Is There an Archacological Record”, ın Asems ra Archaselegical Matbod 
aad Thery, vol 3, edited by M B Schiffer, London 1985 

3an Hodder, Rasdrag the Past: Current Approaches te Interpretateen m Archacslegy, 
Cambridge 1986. 

4 Michael Shanks and Christopher Tilley, Re-Comstractrng Archovslegy’ Theory and Prata, 
Cambndge 1987 

3 Andrew Sherratt, “Reviving the Grand Narmanve Archaeology and Long-Term Change’, 
Journal of Exropeax Archaselegy 3, 1995, pp 1-32 

SColin Renfrew, Before Crvt/rxatiex’ The Radiocarbon Revelxtres and Prabssterse Esrepe, 
Harmondsworth 1973. 

7 John C. Barrett, Fragments Frem Antiquity, Oxford 1994. 


pots, stone and metal tools, house-forms and burial practices were 
expected to form clear and bounded distributions, which corres- 
ponded with the areas inhabited by ethoic—rather than racial— 
groups in the distant past.? These assemblages maintained their 
integrity over time because human beings were inherently conserva- 
tive, and adhered to ‘ways of doing things’ which they had learned 
during childhood, watching pots being decorated and tools being 
manufactured in the domestic setting. Innovation was the exception 
rather than the rule in human evolution, and where new ideas found 
their way into a community they were most likely to have been learnt 
from another group. Thus it was that cultural forms could spread 
geographically without the extensive movement of population: diffu- 
sion rather than migration. 


Childe’s notion of cultural practice being transmitted from gener- 
ation to generation in the form of ideas was derided by the American 
‘New Archaeologists’ of the 1960s as ‘normative archaeology’.? 
Following an evolutionary and ecological conception of human devel- 
opment, Lewis Binford and his associates argued that culture was a 
means of adaptation, which was participated in rather than automat- 
ically held in common by an entire society. However, while sharing 
Binford’s aspiration to transform archaeology into a ‘science of cul- 
ture change’, David Clarke sought to refine Childe’s culture-concept. 
In his Analytical Archasology,’° Clarke imagined cultures as informa- 
tion-processing systems, goal-directed toward achieving homeostasis 
within their local environment. In presenting culture systems as 
huerarchically-nested groupings of attributes, artefact types and 
assemblages, Clarke famously separated the goals of archaeology 
from those of history, setting up a time-space systematics which 
virtually erased any human presence from the past. 


Clarke's later work moved away from this position, opting instead for 
an attentive investigation of the relationships between the social, 
economic and ecological circumstances of prehistoric communities." 
However, this rather left the issue of ‘cultures’ hanging. Childe had 
established these entities as the building-blocks of prehistory, and 
archaeology now seemed unable to either reject or reform the con- 
cept. This is the situation which Sherratt inherits, and appears 
unwilling to move beyond. As he recognizes, prehistoric archaeology 
1s a product of the modern era, charged with the task of uncovering 
the primordial origins of the European nations. If the nation-state is 
the characteristic political form of modernity, it has constantly been 
legitumated by reference back to a mythical golden age of ethnic 


5 V Gordon Childe, What Happened ia History, Harmondsworth 1942, Sesal Evelutren, 
New York 1951 

9Lewis R Binford, ‘Archaeological Systematics and the Study of Culture Process’, 
American Antiquity 31,1955, pp 203-10 

10 David L. Clarke, Amelytrcal Archesslegy, London 1968 

"David L Clarke, “Models and Paradigms in Contemporary Archseology’ in Masels ra 
Archeeslegy, edited by David L Clarke, London 1972 
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purity and wholeness. This much is evident today in the Balkans and 
the Caucasus, where culrure-histories proliferate as new nationalisms 
are spawned. The archaeological ‘culture’ represents an imposition 
onto the past of a modernist dream of unity, closure and boundedness. 
This may be entirely anachronous when applied to prehistory, and 
consequentially the use of the concept must now be viewed with 
some suspicion. 


Despite this, Sherratt’s deference to Childe is merited. Whether as a 
result of his Marxist sympathies or not, Childe was virtually alone 
amongst the prehistorians of the inter-war years in seeking to use 
archaeological materials to address questions of general interest. As 
Sherratt points out, the great issues of social evolution, technological 
change, the distinctiveness of the West and the character of ‘oriental 
despotism’ bad been much discussed at a hypothetical level, but 
rarely ın relation to the evidence which could most helpfully 
enlighten them.’? Childe’s contribution is perhaps most clearly seen 
in his discussion of the two great prehistoric ‘revolutions’, in Max 
Makes Himself 3 and The Prehistory of European Society.4 According to 
Childe, the Neolithic revolution—the domestication of plants and 
animals—occurred in south-west Asia, and from this heartland of 
cultivation, agriculture spread out across the Old World by diffusion. 

Later, the conditions established by food production in Mesopotamia 
allowed the development of craft specialization and higher densities 
of population, fuelling an urban revolution. The early cities provided 
the context for the first metallurgy, but they were rigid theocracies 
where craft specialists remained the powerless servants of the priest- 
hood. It was only when the techniques of bronzeworking spread into 
Europe that a class of free smiths could emerge. The resulting con- 
trast in the conditions surrounding industry provided the long-term 
background for the emergence of capitalism in Europe. 


Sherratt is not without his criticisms of Childe. The latter's ‘hair- 
shirt’ form of socialism may have led him to emphasize material 
production at the expense of consumption, and his analogies for 
prehistoric societies were anachronistically drawn from the Classical 
world——perhaps because of his ignorance of social anthropology. 
Moreover, his chronology was hopelessly awry, being based upon a 
system of stylistic cross-dating which has now been exposed as 
methodologically flawed. Childe often demonstrated a single- 
minded concern with the processes which led up to the formation of 
the Classical and barbarian societies of the Occident, which might 
today be perceived as Eurocentric. Sherratt maintains the same spatial 
and temporal focus, yet his use of comparative evidence demonstrates 
a more global reach. But overall, he concedes that Childe got it right: 
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Old World prehistory was drrven by two episodes of socio-economic 
change in the Near East.'5 In place of Childe’s diffusionism, he offers 
an ‘interactionism’ which owes something to Immanuel Wallerstein’s 
world-system approach.’© Developments in western Asia subsequent 
to the emergence of agriculture led to the creation of a geographical 
system of core, periphery and margin, in which the effects of urban- 
ization and economic intensification spread gradually and indirectly 
like the ripples on a pond, surface. It 1s worth dwelling on the details 
of this process in some detail. 


Sherratt’s Account of Old World Prehistory 


The papers in Economy and Society in Prebtstoric Europe work at different 
levels of resolution, and address different areas and periods of time. 
Behind them, though, one can discern a single design at work, and I 
will attempt to outline this structure. Sherratt maintains that ‘the 
unusual conditions of the fertile crescent [of Iran, Iraq, Syria, the 
Lebanon, southern Turkey and Israel] have consistently given rise to 
innovations in a way that the more uniform landscapes of forested 
Europe have not’. Cereal agriculture developed ın the period after 
9000 BC in the Levant, and spread swiftly to the relatively dry, rain- 
fed areas of southern Anatolia and the Taurus and Zagros foothills. 
Only after 7ooo BC was ıt brought to the alluvial lowlands of 
Mesopotamia, where population growth and economic intensifica- 
tion in the forms of plough agriculture and irrigation would eventu- 
ally lead to the emergence of urban societies in the 4th millennium 
BC. In this area, cereals were augmented by the exploitation of vines, 
dates and olives to allow diversified and highly productive agricul- 
tural systems. While these advanced social and economic forms 
developed ın the ‘core’ of Mesopotamia and the Levant, simple culti- 
vation and herding spread into Europe. 


Although the land around the Tigris and Euphrates rivers was to 
become the ‘heartland of cities’, it was in a wide semi-arid zone of 
the Near East that further economic innovations were generated. In 
coping with the varied ecological circumstances of south-west Asia, 
people used locally available resources in new ways, so that over time 
a package of ‘secondary products’ was assembled from disparate 
origins.'® Up to this point, animals had been exploited exclusively 
for meat, but now donkeys, asses, horses and camels were used for 
riding and traction, cattle were milked, and sheep kept for fleece. 
When all of these new products were put together, completely new 
economies could emerge: pastoralism, extensive plough agriculture, 
intensive irrigation farming, and the Mediterranean polyculture— 


3 Andrew Sherrart, ‘Gordon Childe Right or Wrong”’, in Ecomomry aad Seay x Prebisterse 
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the combination of the vine and the olive characteristic of the early 
Aegean civilizations. However, Sherratt argues that the far-reaching 
effects of these processes cannot be put down to production alone. 
The urban societies of Sumer, Elam and their successors exercized 
two different kinds of influence. In the ‘margin’ areas of temperate 
Europe, indirect effects were wrought by the gradual diffusion of the 
plough, milking, riding, traction and wool, each of which travelled 
at different rates. But in the peripheral areas, like Anatolia, the 
Caucasus and Turkmenia, more direct contact generated a series of 
short-lived ‘barbarian’ societies, the earliest of which is argued to be 
represented by the group of tombs at Maikop in the southern 
Caucasus, whose art styles have affinities with those of late Uruk 
Mesopotamia." Many of the new goods which were starting to circu- 
late at this tıme were ones which might be associated with élite activ- 
ities: woollen clothes, alcoholic drink, wheeled vehicles and riding. 
Whether by acquisition through exchange or by emulation, urban- 
ization changed patterns of consumption over a wide area, leading to 
the emergence of social hierarchies. 


Sherratt investigates the indirect impact of the two Childean revolu- 
tions in Europe in rather more detail. He emphasizes that the earliest 
agriculture on the continent would be very distinct from anything 
familiar to us today: garden horticulture ın small plots with broad- 
cast seed, hoes and digging-sticks as tools, supplemented by stall-fed 
cattle.*° In the south-east of Europe, alluvial and lake-edge locations 
were preferred, while in central Europe loessic soils overlooking the 
floodplains were selected. In either case, only a small area of maxt- 
mum fertility was colonized, with the effect that the dispersal of pop- 
ulation—through the ‘budding off of small kin groups from larger 
agglomerations—was relatively swift. Settlement patterns in the 
Balkans involved a high degree of residential stability, so that village- 
mounds or tells formed from the accretion of house-daub over the 
generations. North of the Carpathians, the pioneer settlers of the 
Linearbandkeramik—or Linear Pottery Culture, the first agriculrur- 
ists in central Europe—adapted the social structure of the village to 
the conditions of the loessland, establishing settlements of large tim- 
ber houses. Throughout this earlier Neolithic phase, Sherratt main- 
tains that farming communities were not self-sufficient, as Childe 
had argued. Rather, complex exchange networks served to circulate 
both prestigious goods and staples, allowing agricultural ways of 
life to be carried on in areas with limited natural resources. In a case 
study relating to the Great Hungarian Plain, he shows how lowland 
communities specializing in cattle production could have used their 
livestock as a means of acquiring stone for toolmaking from highland 
groups.?* None the less, these elaborate exchange relations do not 
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initially appear to have contributed to the kinds of developed social 
hierarchy found in the Near East. 


Between 6000 and 4500 BC, the tell settlements of south-east Europe 
developed into a series of distinctive cultures, each with its own 
ceramic style, increasingly elaborate forms of material culture, and a 
growing density of trade. Ritual activity was conducted within the 
settlements, where female figurines of baked clay are common cere- 
monial paraphernalia. In contrast, the period after 4500 BC was char- 
acterized by an entirely different form of social organization, 
coincident with the first development of copper metallurgy. This 
‘Copper Age’ pattern involved the dispersal of the nucleated tell com- 
munities, a greater emphasis on funerary ritual, and a decline ın the 
quantity of fine material culture in circulation, with the exception of 
objects reflecting personal status. This is interpreted as a change from 
social units based upon territory, co-residence and stable exchange 
relations to ones concerned with descent, the devolution of property 
and more competitive and unstable forms of exchange.?? Quite why 
this change should have taken place in south-east Europe at this time 
is never entirely made clear Instead, having set up two social arche- 
types, Sherratt demonstrates how the ‘Copper Age’ pattern came to 
flourish in Europe as a result of the expansion of the secondary prod- 
ucts complex. 


Monumentality and Social Change 


By this time, the dispersal of agriculture by colonization had pressed 
onward to the Atlantic and Baltic coasts. Here, conditions were quite 
different from those of the Balkans or central Europe, in that dense 
concentrations of indigenous Mesolithic hunters and gatherers were 
living along the north-west seaboard. According to Sherratt, it is the 
relationship between these foragers and the incoming agriculturists 
which explains the emergence of the characteristic manifestation of 
the Neolithic in the Atlantic zone: megalithic monuments contain- 
ing the remains of the ancestral dead. While the spread of farming 
had hitherto been a matter of population movement, it now came to 
involve recruitment and conversion—in a religious sense as much as 
any other. The earliest funerary monuments of western France and the 
north European plain were long mounds, symbolic representations of 
timber long-houses. These ‘houses of the dead’ were substitutes for a 
shared domestic focus as horticultural communities became increas- 
wogly fragmented. In that cereal agriculture requires a long-term 
commitment to particular locations, these monuments created a 
sense of continuity with the ancestral generations, insuring a sus- 
tained investment of labour into the land.?3 As long mounds began to 
be replaced by round cairns with stone chambers, the provision of a 
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secluded ritual space allowed the development of rites of incorpora- 
tion and initiation through which personnel could be recruited from 
the native hunting groups.4 Eventually, these structures came to be 
concentrated in the heartlands of Mesolithic settlement. Finally, in 
the period after 3000 BC, a series of large open-air megalithic struc- 
tures like Stonehenge, Calanais and the Carnac alignments were built 
in Britain and Brittany. These represent a hyper-elaboration of tradi- 
tional practices in an area which had by now become a backwater, the 
rest of Europe having developed in a very different way. 


The years between 3500 and 3000 BC saw the appearance of the 
plough, the wheeled cart and burials with pairs of oxen in Europe. In 
the Carpathian basin this was the period of the Baden culture, which 
was characterized by ceramic vessels whose forms were inspired by 
Anatolian metalwork, and by a renewed interest in the elaborate 
treatment of the dead, now buried ın large flat-grave cemeteries. 
Settlement was still more dispersed than before, and the use of the 
plough appears to have allowed an expansion of habitation away from 
the river valleys and onto the dry interfluves. In the steppe country 
north of the Black Sea a more mobile way of life now began to 
emerge, made possible by horse-riding and herding, and manifested 
.in pit-graves containing cart burials. 


In temperate Europe, the ripples from the Near Eastern urban revolu- 
tion had three principal aspects, which interacted in various ways: 
plough agriculture, animal traction, and drinking. The use of alcohol 
had spread from south-west Asia to the Mediterranean, and the prac- 
tice of communal drinking—documented by service-sets of metal or 
ceramic vessels—had then travelled northwards, from the Balkans to 
Scandinavia, as we shall see. Ploughing opened up new land for culti- 
vation, and changed the division of labour, allowing small numbers of 
men to farm extensive fields. The traction complex and horse-riding 
swept westwards from the steppes. Together, they had a transforma- 
tive effect on European society. For the first time, land rather than 
labour was the critical resource in material production, so that inheri- 
tance as opposed to recruitment became a social preoccupation. 
Communications were swifter, and the exchange of exotica became a 
means of demonstrating personal prestige and securing short-term 
alliances. Carts, metalwork, horses and traction animals represented 
new and perhaps exclusive forms of wealth. Drinking and gift-giving 
provided the basis for sociality amongst male affines, so that the war- 
band rather than the community of kinfolk became the dominant 
social unit. Communal rituals, like the veneration of ancestors associ- 
ated with the megalithic tombs, were gradually replaced by single- 
grave burials, in which the bestowal of grave-goods provided the 
opportunity for conspicuous displays of wealth. Gradually, through 
the successive cultural stages of Baden, Globular Amphorae in east- 
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ern Europe, Corded Ware in northern Europe and Bell Beakers in 
western Europe, the ‘Copper Age’ model of society came to dominate 
the continent. 


According to Sherratt, this series of flows of population and cultural 
innovation from Asta into Europe provides an explanation for one of the 
continuing debates of prehistoric archaeology—and one which had 
perplexed Childe—the issue of Indo-European origins. Recent work by 
Colin Renfrew has suggested that Indo-European languages were car- 
ried into Europe by agricultural colonists.?> The continuous growth of 
population fuelled by more reliable food sources led to a gradual expan- 
sion onto new land, which was only halted when the Atlantic coasts 
were reached. It 1s worth noting that Sherratt’s arguments concerning 
the low densities of early agricultural settlement and the highly selec- 
tive use of landscape by Neolithic farmers in themselves require this 
view to be qualified. An alternative perspective is offered in a paper co- 
authored by Susan Sherratt, which suggests that a series of distinct lan- 
guage groups may have originally radiated outwards from the hearth of 
domestication, the Near East.*© These languages spread by colonization 
across the various land-bridges into Africa, Anatolia, the Caucasus and 
the Indian sub-continent. Subsequently, the lands surrounding the 
Black Sea provided a context for intensive trade and interaction, result- 
ing in linguistic convergence and creolization. The resulting hybrid 
language would have been brought westwards by the pit-grave peoples 
1n the period after 3500 BC. In this way, linguistic change became part 
of the same epochal process set in train by Mesopotamian urbanization, 
and the dissemination of secondary animal products. 


Drink and Drugs 


Sherratt’s emphasis on consumption as a significant force in world 
history finds its clearest expression 1n a number of the more recent 
papers in the volume, which concern themselves with role of alcohol 
and other drugs in prehistoric Europe. While his earlier work had 
concentrated on the dissemination of new forms of cultivation, he 
now maintains that the spread of his ‘traction complex’ was paralleled 
by that of a ‘drinking complex’. In Europe, most of the wild sugars 
available in native form were not strong enough to ferment, so that 
other intoxicants may have been adopted at an earlier date: perhaps 
cannabis and opium. These Sherratt suggests may have found their 
way into the north-west from the steppes and the western 
Mediterranean respectively.” Social drinking originated in the Near 
East, where the date palm provided a rich source of natural sugar. 
While handled containers for the serving of liquids are known in cen- 
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tral Europe from the earlier fourth millennium BC onwards, Sherratt 
argues that these may have been used for the drinking of infusions of 
non-alcoholic drugs. Assemblages of more distinctive drinking ves- 
sels arrived on the scene a little later, recognized first in the Anatolian 
Early Bronze Age, and gradually extending to the Aegean, the Baden 
culture of Hungary, the Globular Amphorae and Corded Ware of 
northern Europe and beyond. While in Greece these vessels were 
probably used for drinking wine, it is probable thar a local brew was 
substituted further north, perhaps mead. 


The important part of this argument is that Sherratt points to a 
change in the social context of intoxication, brought about by the 
introduction of alcohol. In Neolithic Europe the use of drugs formed 
part of shrine-centred rituals—documented by the large assemblages 
of pottery vessels found outside the megalithic tombs of Scandi- 
navia—perhaps undertaken by the equivalent of shamans who acted 
on behalf of the community. The later pattern was one in which drink 
was consumed socially, and the containers it was served in were 
directly connected with personal identity and authority, becoming a 
key element in grave-good assemblages.” So a particular form of con- 
sumption, introduced from western Asia, became a means of social 
transformation in Europe. 


Problems and Priorities 


Taken together, the papers collected in Economy and Soctety in Pre- 
historic Europe make a good story. But as we have noted already, 
Sherratt’s adherence to the Childean vision of prehistoric Europe as a 
patchwork of culture areas is problematic. That groups of people 
living many days walk from one another shared the same styles of 
pottery or metalworking is surely a phenomenon which requires 
understanding, rather than a first principle upon which a methodo- 
logy can be based. If an entity like the Baden tradition has any reality, 
we should ask what kind of identity it constituted, and what social 
processes were implicated in its construction. The nearest that 
Sherrart gets to this kind of approach 1s in his suggestion that the dif- 
ferent ceramic styles in use simultaneously in later Neolithic 
Germany may have represented the paraphernalia of competing cults, 
making use of different narcotic substances.7? Culture history, as 
Binford recognized, tends to suppose a homogeneity amongst past 
societies. Simply because people use the same pots, or the same forms 
of bodily adornment, ıt does not follow that the objects concerned 
had a uniform significance, or were used in the same ways. The 
implicit acceptance of the model of the archaeological culture com- 
pounds Sherract’s fondness for top-down interpretations, which are 
presented in terms of the operation of large blocs of population. These 
groupings may be internally differentiated, to the extent that they 
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may ınclude an élite, but any sense of people being differentially posi- 
tioned is not elaborated. Gender receives rather little consideration: 
earlier Neolithic societies are seen as having a female symbolism, and 
women are secluded to the domestic domain as a consequence of the 
secondary products revolution. 


The large canvas on which Sherratt paints inclines him toward sys- 
tem-level explanations. In this respect, the comparison with Gordon 
Childe is again instructive. It ıs arguable that Childe’s contacts with 
the likes of R. Palme Dutt gave him an awareness of Marxist thought 
which was more sophisticated than is generally acknowledged. But, 
in his discussion of his prehistoric revolutions, there appears to have 
been little place for dialectic or social struggle. Conceiving of his cul- 
tures as bounded totalities, Childe resorted to external motors of 
change: environment and technological change. This is the problem 
on which diffusionism always founders: innovations may be intro- 
duced into a given region from outside, but ultimately they must 
come from somewhere, and therr initial emergence is generally put 
down to either metaphysical, environmental or technological factors. 
Ultimately, Sherratt’s explanation for the course of Old World pre- 
history is that temperate Europe was ecologically uniform, while the 
Near East was ecologically diverse. It follows from this that the 
inhabitants of the fertile crescent were innovative, while those of the 
temperate zone were dependent upon external stimulus. 


This would appear to be a view of the ancient world from the ‘core’, 
looking outward to the margin. AL the arrows on Sherratt’s many dis- 
tribution maps run from south-east to north-west, so that cultural 
development 1s a one-way process of dynamic donor cultures and 
quiescent recipients. Seen from the perspective of the ultimate out- 
siders of this prehistoric world-system, the Mesolithic foragers of the 
Atlantic seaboard, things might have looked rather different. For 
while these people adopted the domesticated resources which had 
been introduced from the Near East, they recontextualized them in 
ways which fitted their own priorities and struggles.” In southern 
Britain, for example, it can be argued that both cattle and cereals were 
initially used as special-purpose feasting foods rather than as staples, 
and that wild resources continued to be relied upon. Cattle bones are 
found primarily on ceremonial sites, while traces of cultivation sug- 
gest episodic cropping rather than the sustained use of horticultural 
plots, which is for Sherratt typical of Neolithic agriculture. The flat 
baking-dishes which are characteristic of contemporary ceramic 
assemblages on the continent are entirely absent in Britain, and it is at 
least worth considering whether cereals were used for brewing rather 
than baking. This would contradict Sherratt’s belief that beer was not 
drunk in Europe at such an early date. Yet it remains a possibility, 
since he neglects to mention that heather honey—which was available 
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in Britain—1is sweet enough to promote fermentation. The later intro- 
duction of distinctive drinking vessels which Sherratt points to 1s 
doubtless significant, but perhaps relates to the means of serving 
rather than what was being served. None of this is to suggest that all 
Atlantic communities at the Mesolithic—Neolithic transition used 
domesticates as feasting foods: simply that there was considerable 
diversity ın the ways that new economic and cultural resources were 
manipulated. 


The Meaning of Megaliths 


A similar criticism applies to the analysis of megalithic tombs. The 
impression given is that agricultural societies were expansionary and 
active, while hunters and gatherers passively awaited recruitment and 
cultural assimilation Yet while this was a period in which Mesolithic 
communities took on some of the attributes of the Neolithic— 
domesticates, ceramics, polished stone tools—this was not a one-way 
process. The established farming communities of the European main- 
land were also changing: building monuments, ceasing to live in 
large tumber houses, making new styles of pots and stone tools, using 
a broader range of wild and domesticated foods, becoming more 
mobile and more dispersed within their landscapes. In a sense, they 
were becoming more ‘Mesolithic’. Looked at from this point of view, 
1t is possible to argue that megaliths were not imposed upon foraging 
groups by agriculturists, but were a phenomenon which emerged 
from the interaction between the two. This much is supported by the 
treatment of the human bodies found inside these monuments, which 
is more akin to Mesolithic than Neolithic practice." 


It seems to be a recurring problem ın these articles that Sherratt sees a 
variety of social changes in European prehistory as having been driven 
by technological and economic change. A series of cultural pat- 
terns—changes in funerary practice, in exchange relations, in the use 
of exotic or prestigious raw materials—are presented as the outcome 
of more fundamental shifts of subsistence practice. Yet there is grow- 
ing evidence that in many parts of Europe prehistoric economies were 
not as homogeneous as this would imply. In north and west Europe 
the combination of plough agriculture and the drinking and traction 
complexes are taken as responsible for the emergence of a male- 
dominated society, characterized by competitive alliance formation, 
jealous control over the inheritance of land, competition for long-dis- 
tance exchange of prestige goods, and displays of wealth in funerary 
ritual. However, while there are both bog finds of wooden ploughs 
and plough marks from ancient land surfaces, it is not clear that this 
form of cultivation ` was universally adopted. Pre-plough 
economies——horticulture, broad-spectrum foraging, cattle herding, 
and so on—would each have been conducted within a particular set of 
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social relations, and it seems likely that ın some cases there would 
have been resistance to a new productive system if it implied social 
change. It is worth considering whether changes which were gener- 
ated within societies, concerned with the ways in which descent and 
group affiliation were reckoned, were actually responsible for the 
adoption or rejection of economic innovations, technical advances 
and artefact styles. Looked at from a distance, Sherratt’s grand narra- 
tive of prehistoric Europe 1s elegant in the extreme, but it may be that 
on closer inspection the patterns begin to dissolve. 


What is the exotic, after all? 
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review 
David Burrows 


Art, Class and Cleavage 


Attention all socialists and left-thinking people of the Earth. And all 
you left-sided, critical (down to your last unpierced body part) post- 
structuralist radicals. Punks and drum-and-bass heads too, listen: 
Ben Watson has a message for you. Art, Class and Cleavage proposes a 
negative dialectics intoxicated with the excesses of the European 
avant-garde.* The book also contains a series of bellicose denuncia- 
tions of all organized forms of post-structuralism and feminism; 
denunciations articulated in a most contemptuous manner. I counted 
at least six stars in Watson’s dialectical constellation: Trotsky, 
Voloshinoy, Freud, Adorno, Debord and, er, Frank Zappa. And if you 
don’t like the sound of Watson’s book, don’t worry; he didn’t think 
you would and has peppered his text and footnotes with insults for 
just such an occasion. 


‘Not the whole Trotsky-Stalin thing again!’ “Not another anti-post- 
structuralist tirade, no, not that again!’ Not just that but what’s 
more, Watson’s book frequently asserts rather than argues, and twists 
the biographical details and positions of other writers. Watson does 
not break new ground either but his book does touch upon important 
questions about the inertia of the academic Left and the place of plea- 
sure and enjoyment in any critique of everyday life; for this he should 
be given a sympathetic hearing. 


In his condescending review of Art, Class and Claevage for the Inde- 
pendent, Terry Eagleton made fun of Watson for belonging to the sur- 
realist wing of the Socialist Workers’ Party; a sect, claimed Eagleton, 
that could meet comfortably in a telephone box. A fair description 
perhaps but, what English milieu would Eagleton find more inter- 
esting? In Art, Class and Cleavage, Watson has tried to fuse his inter- 
est in improvised jazz, Dada, Rech, Adorno and the Situationist 
International with his reading of Lenin and Trotsky. This perverse 
marriage represents the author's desire to ally classical Marxism—an 
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economic tradition that Watson, one suspects, considers essential 
but narrow—with Western Marxism, with its philosophical orient- 
ation and critique of everyday life. His book then, is written for fel- 
low comrades who dismiss the avant-garde as élitist, and for those 
Marxist-1nspired academics who Watson believes have abandoned 
the Deed in favour of the Word and the book deal. Watson ıs vulgar 
enough to question whether building a career by expounding radical 
thoughts is a good thing; a problem that not only occupied past 
luminaries such as André Breton but that must also cross the mind 
of every lecturer worth his or her research rating. Early on in Art, 
Class and Cleavage, Watson makes clear his dislike of the trade of 
writing: ‘In other words, by the time anyone is equipped to distin- 
guish self-promoting flurry from genuine struggle, you are so inside 
the specialist discourse that you have developed your own ideology, 
your own reasons for maintaining the status quo.’ (p. 14) 


Twin Peaks 


Watson’s answer is to valorize spontaneity, outbursts and cultural 
matter that, like wildcat strikes, disrupt or resist the structures of 
commodified and administered time. Such events inform Watson’s 
two key concepts: ‘Cleavage’ and ‘Matenalist Esthetix’, the latter being 
defined as the poetry of Cleavage. The violence of the word ‘Cleavage’ 
corresponds to Watson’s promotion of acts that expose the antago- 
nisms and conflicts of capitalism. Watson also draws attention to 
another definition of Cleavage—the division between women’s 
breasts (p. 53); an affirmation of Watson's explicit enjoyment of the 
(female) body designed to violate liberal and feminist sensibilities. 
Despite warning against the ‘aesthetics’ of schizophrenia and despite, 
paradoxically, proclaiming that the mad are impotent agents of social 
change, Watson turns to schizophrenia to embellish his aesthetics of 


Cleavage: 


the schizophrenic twist ın the modernist artwork 1s an indication of 
the human malleability of the world. It emphasizes the constructed 
nature of human reality in order to invite a change. In toppling its 
codes the artwork aspires to be something more than reflection, 
representation or entertainment. This is the aesthetic moment that 
deserves the name of Cleavage. Seeking to ‘systematize’ this 
moment—to institutionalize it—uis its recuperation, and places 
bureaucratic bars around its radical democracy. The point 1s to per- 
petrate the moment and unleash the reader's psyche on the world. 
(p. 126) 


Instances of Materialist Esthetix are numerous and include the 
poetry of Prynne, whose work, ‘Not You’, 1s interpreted by Watson 
as a refusal to produce a space for the subjectivity of the reader, and 
Iggy Pop’s off-camera antics that disturbed the smooth running of 
the television show, The White Room. Frank Zappa's rejection of hip- 
pie idealism is highly valued by Watson but his most interesting 
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example of Materialist Esthetix is improvised jazz. Watson quotes 
Simon Fell, a free-jazz musician, on the moment when he and fellow 
players reach a climax and then, instead of pausing for applause, go 
beyond that climax to take their playing somewhere else. For 
Watson, Fell’s rigorous improvisations reject a choice between 
totality and the particular or fragment. The significance of Fell’s 
approach is that by breaking with predetermined forms of musical 
performance, free jazz improvisation embodies ‘Cleavage’s active 
relation to the whole: coherence via transgression. (p. 32) 


From this the reader can deduce that Watson prizes free improvisation 
and acts of transgression for throwing totality into sharp relief, 
emphasizing, ‘the constructed nature of human reality in order to 
invite a change’. It is within this (Situationist-influenced) proposition 
that Watson places his own book; hence his lack of reverence for hier- 
archies and his employment of crude puns, personal fantasies and 
insults that often complicate rather than illuminate Watson’s position 
on culture and politics. 


Art, Class and Cleavage, for all its libidinal energy and unpredictable 
juxtapositions, however, is not so opaque and in later, more conven- 
tional, chapters Watson is at pains to mark out his territory. The Sex 
Pistols draw Watson's special praise. The author cites John Lydon 
(Johnny Rotten) and Paul Cook’s denial that the band were aware of 
Situationist strategies which have often been claimed as an influence 
on the Pistols. In their account of the band’s formation, Lydon and 
Cook place little emphasis on ideas and give more credence to in- 
tuition and energy. Watson interprets this as authentic working- 
class rebellion and an endorsement of the deed over the word. 
Watson is right to argue that the Sex Pistols make more sense con- 
sidered through the writing of Adorno than Hebdige—the Pistols’ 
finest hour being the two black lines that occupied the top of the 
national charts when ‘God Save the Queen’ occupied the number one 
spot. I am less sure he is right to dismiss the work and ideas of Jamie 
Read, Malcolm McClaren and Vivian Westwood, who mediated the 
group’s energy through playful but informed ideas about publicity 
and style. 


Socially Useful Excess 


Watson’s use of ‘Cleavage’ shows an understanding of the signifi- 
cance of the avant-garde. As Denis Hollier argued in his introduc- 
tion to The College of Soctology, the social challenge of the avant-garde 
resided ın the uneconomic activity of artists and the dialogical space 
of group activities, not in works of art.‘ There ts a problem, though, 
with Watson’s brand of negative dialectics. His Material Esthetix 
has a miraculous quality about it. Cleavage is, at the same time: I) an 
act of negation that challenges the ordering of pleasure, and 2) a 


1 Denis Hollier, The College of Soctolegy, 1937—39, Manchester 1988 
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spontaneous, libidinal release chat disrupts capitalism and everyday 
life in the interests of socialism and ‘coherence’. The problem here is 
that through Watson’s theory of Cleavage, spontaneity and excess are 
recuperated as socially useful. 


To develop such a negative dialectic, Watson draws heavily on two, 
seemingly incompatible, theories’ Freud’s psychoanalysis and Voloshi- 
nov’s revolutionary linguistics. Watson reads Freud through Wilhelm 
Reich, who argued that the psychic energy of the subject was essen- 
nally libidinal. Reich read Marx through Freud and claimed thar a 
removal of the repressive structures that ordered pleasure and oppressed 
creativity within capitalism would allow humankind to achieve its full 
potential. Warson is in agreement with Reich who regarded sexual 
activity as a social act that challenges class-ridden societies. Thus, sexu- 
ality—whuch seems here to be mostly, but not exclusively, heterosexual 
and penetrative—is the basis for Watson’s understanding of dialectics: 


Dialectics insises that the separation of matter from motion is an 
analytical distinction with no basis in nature. Everything has its 
own ‘Qual’. This implies a special understanding of freedom: 
freedom 1s not simply freedom from external constraints, it 1s the 
pursuit of the motion inherent in an object, the recognition of its 
necessity. Any other ‘freedom’ is a trivial diversion. The sexual 
drive, where biology 1s experienced as a subjective factor, is a partic- 
ularly graphic instance of freedom as the recognition of necessity. 
Hegel connected this concept of freedom to his attack on the meta- 
physical separation between nature and mind, where nature is 
perceived as ‘necessity’ and mind as ‘freedom’. (p. 361) 


Watson's theory of libidinal use-value forms the basis of his socialist 
politics and, like Reich, his sexual politics consists of liberating the 
libidinal drive. As has been argued on numerous occasions, Lacan’s 
call for a close reading of Freud placed great emphasis on the radical 
dislocation of the subject by the unconscious, which Lacan saw as 
Freud’s most ımportant challenge to the Subject of Western meta- 


physics. 


Lacan’s Freud also challenged the idealism of Reich’s libidinal reduc- 
tionism and the ‘ego-psychology’ that flourished in America which 
dreamed of an ego (mind) free of the pressures of the id (nature). The 
reality principle, which 1s Freud’s survival mechanism, represses 
libidinal drives, needs and wants so as to ensure the organism’s 
preservation. Thus, very early on in Freud’s development of psycho- 
analysis, even before he conceives of the ‘super-ego’, Freud placed the 
pleasure principle and the libidinal drive in tension with social exis- 
tence. Of course, the repression of the pleasure principle and the 
libidinal drive are never entirely successful, and eruptions and anom- 
alies occur. Freedom, though, is not simply attained by allowing the 


libidinal drive to run free. There is another hole in Warson’s thesis: he ` 


lacks a theory of desire. In fact, his appropriation of psychoanalysis, 
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Watson makes scant mention of desire, a concept that further compli- 
cates his view of sexual activity as a ‘graphic instance of freedom as 
the recognition of necessity’. For Lacan, desire has little to do with 
needs or necessity, or rather it should be said, desire is the surplus of 
needs and necessity and exists beyond the pleasure principle. Desire, 
unlike Watson's sexual politics, is not biologically determined but 
produced through social life. For example, the parent’s love or contact 
when a child is being fed 1s a surplus of necessity or pleasure lacking 
in future encounters with objects that fulfil needs. If desire is under- 
stood as a surplus, it cannot be fulfilled by realizing the necessity of 
an object. 


Critique of the Rhizome 


An important section of Watson's book, “Trotsky versus Schizo- 
analysis’, is dedicated to attacking Foucault along with Deleuze and 
Guattar1 who were all harsh critics of Freud and had little time for 
Lacan's concept of desire. In particular, Watson attacks Deleuze and 
Guattari’s Amts-Oedipus—which also contains Foucault's famous pref- 
ace claiming the book as a guide to anti-fascist living. The choice of 
Deleuze and Guattari as Aunt Sally figures to represent all aspects of 
‘post-structuralist’ thought 1s not at all arbitrary. At first glance, 
there are similarities between a transgressive, libidinally driven aes- 
thetics of Cleavage and Deleuze and Guattari’s own version of the 
politics of the Deed, the Rhizome. Watson expounds at length to 
clarify the difference. 


Pree: 


Watson's interest in the Oedipal Complex is that he sees it as a bio- 
logical fact: that is, not so much as a frequently criticized model of 
family life but as a fact of conception. This notion is supported 
through stressing the significance of childhood curiosity about ori- 
gins and the ‘primal scene’, a mystery that belongs to the sphere of 
sexual activity. Watson accuses Deleuze and Guartar: of blaming 
Freud for the Oedipus Complex: ‘When Deleuze and Guattari rail 
against “Oedipal triangulation” they are railing against biology... 
Deleuze and Guattari blame the messenger for the message and rage 
against reason because it says that two men cannot make a child’ (p. 
205). In Watson’s scientific realism, as with all realism, there 1s a dan- 
ger of reinforcing the limitations of the present by rejecting attempts 
to imagine new possibilities—something that seems short-sighted 
given the current trajectory of genetic science. More importantly, 
Watson's biological positivism misses the importance of Oedipal 
relationships as the process through which a child passes into social 
life. The insistence by psychoanalysis on the umportance of this 
process is a major source of contention for Deleuze and Guattari. 
Again, it is Lacan’s development of Freud’s concept of the Oedipal 
Complex and the intervention of the Father—any figure of author- 
ity—that is important here. For Lacan, the intervention of authority 
1s the process through which the child passes into a Symbolic Order, 
the social sphere of language and representations which privileges the 
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masculine. Watson sticks dogmatically to the biological relationships 
of a family and fails to comment on the social implications of the 
‘Oedipal triangle’. He also fails to confront Deleuze and Guattar’s 
motives in looking for alternatives to this equation. 


In a cultural climate shaped by the perceived failure of modernist forms 
of political advancement, Deleuze and Guattari rejected the concept of 
Oedipal development as an oppressive structure, which they argued 
institutional psychoanalysis upheld. For them, the Rhizome, which 
exists through perpetual movement and growth—as opposed to the 
root, which is stable and smmobile—provided a model for overcoming 
oppressive structures of society such as class, religion and family. Their 
theory of the Rhizome attempted to harness the ceaseless repetition and 
perpetual movement of desire. What Watson finds disturbing about 
Anti-Oedspus is its politics of non-identification, which has an affinity 
with Foucault's search for new subyectivities based on diverse pursuits 
of pleasure. (Foucault once made the suggestion that there should be 
bath-houses for heterosexuals as well as homosexuals), This is where 
Watson's spontaneous acts of Cleavage seem perilously close to Deleuze 
and Guattari, the difference being that Watson’s universe is structured 
by biological facts and the injunctions of Lenin. Cleavage is given sov- 
ereignty because Watson feels it disturbs capitalist property relation- 
ships. Watson criticizes Deleuze and Guattari and also Foucault for 
academic abstractions, the word alone, but ın fact the opposite could be 
asserted. It was Deleuze and Guattari who believed in the ideal of the 
unmediated deed, whereas Watson's acts of Cleavage that reveal the 
‘constructed nature of human reality’, through recognizing totality, 
must be mediated by theory and the word. 


Watson’s attack on post-structuralism is too simple. First, it 1s an 
injustice to label Deleuze, Guattari and Foucault as cosy academics. 
While Foucault did live a privileged life, he was involved in the poli- 
tics of Algeria 1n the 1960s and he attempted to intervene in the run- 
ning of prisons and judiciary systems in France and elsewhere in 
Europe. Deleuze was a companion of Foucault in his battles against 
the prison system and Guattari was a practising clinical psychiatrist. 
To blame them for the academic excesses of certain philosophy depart- 
ments in Britain 1s to confuse theory with its institutionalization. 
Second, the social and political aspects of pleasure need to be explored 
more fully to highlight the short-comings of post-structuralism, an 
examination already begun by Slavoj Zizek who Watson acknowl- 
edges but quickly dismisses. 


Yellow Snow 


Post-structuralist theory and contemporary art inflected by such the- 
ory, proposes that pleasure can blur identification and shatter tempo- 
rality. This Watson labels a politics of ‘either...or...or...’ Helen 
Chadwick's fascination with the motif of the flower, in particular her 
infamous Piss Flowers produced by casting the hollows that she and 
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her male partner made when urinating in snow illustrates this propo- 
sition. For Chadwick, the flower was a body that contained both male 
and female parts, a pleasure that defers identification. Zizek, though, 
complicates the politics of pleasure by making a distinction between 
pleasure and enjoyment. Like Watson, he sees pleasurable activity 
taking place not only within the social sphere but also in relation to 
the prohibitions of the super-ego. Pleasure can give rise to displeasure 
by going beyond prohibitions which are felt as internal boundaries. 
This surplus of displeasure is what Zizek calls enjoyment and 
through this concept he places pleasure, which post-structuralises can 
claim as something that shatters a sense of self, back within a subjec- 
tive framework and the social sphere. His example is the person who 
takes pleasure despite prohibition that threatens punishment, even 
death: pleasure in the shadow of the gallows. This is where Zizek 
might agree in part with Watson’s thesis on transgression, necessity 
and freedom. Enjoyment involves risk and 1s similar in this respect to 
Watson's concept of Cleavage and transgression. The difference is 
that Zizek, without Watson’s scientific and libidinal positivism, does 
not think it 1s so simple to valorize ‘the sexual drive, where biology is 
experienced as a subjective factor.’ Zizek, who is a good Lacanian, 
places enjoyment and desire in tension with the social sphere. He 
conceives of enjoyment as the ‘blanks of one’s symbolic universe, one 
enjoys and there ts no Father to forgive, since these blanks escape the 
authority of the name-of-the-Father.? For Zizek then, unlike 
Watson, enjoyment and transgression can not simply be equated with 
coherent insights about society. 


If enjoyment is always in tension with existing or imagined social 
configurations, Watson’s Cleavage, paradoxically, is an attempt to 
suture that relationship. Nowhere in his book is this more clear than 
in his longest chapter, “Not You: V.N. Voloshinov’s Revolutionary 
Linguistics’, in which Watson attempts to merge psychoanalysis with 
Voloshinov’s materialist linguistics Watson recognizes this as a 
problem and quotes Voloshinov’s not inconsiderable discomfort with 
Freudian thought. He eventually concludes that a reconciliation of 
the two impossible due to Voloshinov’s mistake ın identifying the 
unconscious and Freud’s understanding of the psyche solely with the 
individual. This is the cue for Warson to triumphantly parade 
Trotsky’s writing as the successful grafting of psychoanalysis onto a 
materialist theory of language. 


Watson's observations seem at their sharpest when writing about 
Trotsky, and his thoughts on Trotsky’s use of psychoanalysis reveal an 
important aspect of Cleavage. Trotsky, who encountered Freud sec- 
ond-hand, was interested in Freud's interpretation of the dreamwork. 
In particular, he was excited by the way that dream symbols, through 
condensation and displacement, could say one thing and, at the same 
time, mean the opposite. Trotsky compared Freud’s interpretations of 


2 Slavoj Zikek, The Sabite Object of Ideslegy, Verso, London, 1989, p 2. 
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dreams to his writing on dialectics which Watson further equates with 
Voloshinov’s theory of the polysemuc nature of the word. This observ- 
ation is further enriched by acknowledging Zizek's insistence that. 
Freud’s primary concern was with the dreamwork and not the content’ 
of a dream. In Z1%ek’s view, this is also crue of ideological critique’ 
since what ıs important ıs not to discover just the truth behind the ` 
ideological work but to understand the processes of the work itself. ` 
This is why Watson values acts of transgression that reveal not the 
truth of an ideological work bur its form—hence his enjoyment of 
Iggy Pop’s misbehaviour. 
t 

It is significant that the gap between Freud and Voloshinov can never - 
be fully sutured, however hard Watson may try. Voloshinov’s doctrine ;' 
of the multrvalency of the sign 1s a politics where ‘by redeploying the { 
sign of the interlocutor, the interlocutee is able to talk back...’, so thé t 
sign becomes ‘the material pivot for dialogue’. (p. 282) Watson claims `, 
that Voloshinov, by placing the contexts for words ‘in the same plane’, 
‘cleaves in twain the monological, finished monument classicism has ° i. 
made of its texts, and finds dialogue’. (p. 262) This is not to be denied, | 

t 
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but, for Freud, words, utterances and things were seldom ‘on the same 
plane’. Neither was desire, melancholia, trauma, neurosis and hysteria. : , 
While Watson is right to argue that sexual activity does not fall out of 
the social sphere, he misses the point that pleasure and the social pic; 
duce a surplus that is not exactly outside of language but not entirely int 

1t either. Watson does not heed his own words when he warns against # 
attempts to recuperate transgression and his pursuit of totality results ¢ ~ 
in a functionalism which neither imagines or values surplus. Rather’ © 
than examine or conceive of ways ın which the surplus of transgression, 
desire and enjoyment upsets coherence inviting radical change, Watson | 
introduces the concept of Cleavage to produce coherence. Surplus ‘is not | 
valued in itself but only if it is socially useful. 





e unlikely event of being invited to attend Ben Watson’s and 
Terry 'Baglètoni book launch parties on the same night, I would shuf- |. 
fle alotg to Watson's, even at the risk of chastisement. That is, as long F. 
as he didn’t plan to play too many Frank Zappa records. r- 


t 
w don’t take my word for it. Watson’s ideas are worth pursuing and | 





